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Message from the Chair

Over the past two years,
I have used this Message to
encourage you to get involved
and to urge you to attend Section
programs not just for the excellent
CLE but also to network with oth-
ers in the IP arena and to moti-
vate you to be proactive in your
careers during these challenging
economic times.

I am very pleased to say Joyce L. Creidy
that many of you have done so; | have received many
emails from members asking how they can join commit-
tees and assist in putting together roundtables. The last two
programs the Section has offered—the Annual Meeting
and Hot Topics in the Fashion and Cosmetics Industry—
were over-subscribed. It was good to see attendees taking
advantage of the events and using them as opportunities to
expand their professional networks.

There is no shortage of program topics during this
exciting period for IP law. Among the interesting recent or
ongoing cases are Bose, eBay, Egyptian Goddess, Bilski, and
Authors Guild v. Google. The future promises to be just as
exciting as we see cases dealing with patents on genes and
biotechnology. Recently, in Association for Molecular Pathol-
ogy V. United States Patent and Trademark Office, Southern
District Judge Robert W. Sweet granted plaintiffs’ summary
judgment motion and invalidated 15 claims in 7 patents
that the PTO had granted to Myriad Genetics on the
ground that genes are a product of nature and that allow-
ing them to be patented would result in a barrier to testing,
treatment, and prevention of disease. The patents at issue
involved the isolation of a breast cancer and ovarian cancer
gene and its sequencing. Clearly, this is just the beginning
of litigation in this area, as biotechnology is a growing
industry.

Patents make up a large part of the IP landscape, yet
Professor Annette Kahler has shown that there is a large
gender divide in patent law. At the last Section Executive
Committee meeting, a Special Committee was created to

build on Professor Kahler’s research and expand it into the
Trademark and Copyright fields. The Special Committee
will be headed by Professor Kahler, who is also the Direc-
tor of Albany Law School’s Center for Law and Innova-
tion. The Executive Committee looks forward to fashioning
the Committee’s objectives and deliverables, and we hope
the information we gather will allow us to better serve our
membership. We will be contacting you to help us with
this undertaking.

I hope to see you at our upcoming programs: The
Copyright Office Comes to New York in May; the 8th An-
nual Women in IP Program in June; and the Fall Meeting at
the Otesaga in Cooperstown in October. Please check the
NYSBA website (www.nysba.org/ipl) for more informa-
tion on these programs and for upcoming round tables.

I look forward to completing my term as Chair and
supporting the incoming Chair, Paul Fakler, in his endeav-
or to serve the growing membership of the IP Law Sec-
tion. In closing, | would like to thank the officers and the
members of the Executive Committee and the members
of the NYSBA staff for making this a wonderful, positive
experience and a successful term.

Joyce L. Creidy
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Ariad Pharmaceuticals v. Eli Lilly: Change to the Written
Description Requirement or Simply the Status Quo?

By Jonathan A. Muenkel and Landon R. Clark

l. Introduction

On March 22, 2010, the Federal Circuit issued its
much-awaited en banc opinion in Ariad Pharmaceuticals,
Inc. v. Eli Lilly & Co.! In a 9-2 decision, the court held that
the written description requirement for patents under 35
U.S.C. § 112, first paragraph, is a separate and distinct
requirement from that of enablement. The court also em-
phasized that the written description requirement does
not apply only in the context of priority determinations
(i.e., whether a patent applicant may rely on its original
filing date with the United States Patent and Trademark
Office (PTO) based on disclosures in the patent specifi-
cation when the applicant later amends or broadens its
claims). In other words, written description may be used
to invalidate patent claims, even as originally filed.

The question arises whether the decision marks a
change in how and when the written description require-
ment will be applied in patent litigation and in proceed-
ings before the PTO or whether it simply maintains the
status quo. Some, such as Ariad and research universities,
are likely disappointed by the Federal Circuit’s failure to
overturn what they perceive as an overly restrictive writ-
ten description requirement. Others—including several
of the Federal Circuit judges—see the decision as prop-
erly affirming over 200 years of Supreme Court precedent
and as having little real impact on patent validity deter-
minations moving forward.

Other questions include whether the decision clari-
fies how the written description requirement should be
analyzed and the likelihood that the Supreme Court will
have the final word on the subject.

This article provides a brief history of the written de-
scription requirement and its application over the years,
followed by a discussion of Ariad, including the initial
Federal Circuit panel decision (“Ariad 1””). We then look at
the en banc decision (“Ariad 11”"), including the dissenting
opinions, and discuss its practical implications and the
likelihood it will be considered by the Supreme Court.

Il.  The Written Description Requirement

The written description requirement has existed in
some form or another in U.S. patent law for over 200
years.? Under the current version of the Patent Act, 35
U.S.C. 8 112, first paragraph, the requirement reads as
follows:

The specification shall contain a written
description of the invention, and of the

manner and process of making and using
it, in such full, clear, concise and exact
terms as to enable any person skilled in
the art to which it pertains, or with which
it is most connected, to make and use the
same, and shall set forth the best mode
contemplated by the inventor of carrying
out his invention.®

As explained below, much of the debate surrounding
Ariad 1l was whether the written description requirement
is separate and distinct from the enablement requirement.
On the one hand, those opposed to the idea of the sepa-
rate written description test look to the plain language
of section 112 and to Supreme Court precedent such as
Tilgham v. Proctor* and The Telephone Cases® for the proposi-
tion that the written description test need only enable a
single means of practicing the claimed invention. The Tele-
phone Cases specifically noted that the written description
need only be detailed enough to enable one skilled in the
art to understand, make, and/or use the invention. On the
other hand, proponents of a separate written description
test refuse to concede that the separate written description
requirement is a relatively new construct, citing decisions
in Evans v. Eaton® and O’Reilly v. Morse’ as examples of the
Supreme Court requiring more than just enablement for
the written description requirement to be met.

While there has been much debate over whether
statutory precedent and case law supported the notion
of a separate written description requirement, there was
little disagreement that prior to the Federal Circuit’s 1997
decision in Regents of the Univ. of Cal. v. Eli Lilly & Co.,2
written description under section 112 was used only in
deciding priority of invention. Cases such as In re Ruschig®
dealt with the issue of whether patent claims added or
amended after the original filing date were sufficiently
described by the patent applicant in its original specifi-
cation to allow them to rely on the initial filing date for
the new and/or amended claims in order to overcome
certain prior art. The Lilly decision—written by Federal
Circuit Judge Lourie—effectively broke this mold and was
the first case to apply the section 112 written description
requirement to questions of validity. The court held that a
claim to a broad genus of genetic material was invalid be-
cause it was not supported by the specification describing
only a single species of the genus. While the single species
description may have met the enablement test, it was not
a sufficient written description for purposes of section
112, first paragraph.
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Many disagreed with Lilly (including several Federal
Circuit judges), arguing that the decision effectively cre-
ated a heightened and more exacting written description
requirement that stood as an impediment to effective
patent protection—especially for inventions in the field
of biotechnology—and that was not supported by the
language of section 112. Despite this, the Federal Cir-
cuit issued several decisions after Lilly that followed its
reasoning and attempted to explain what was required to
meet the written description requirement in biotech in-
ventions. For example, in Enzo Biochem, Inc. v. Gen-Probe,
Inc.1° (“Enzo 11"), a Federal Circuit panel vacated its own
initial decision,™ which had found that reference in a pat-
ent specification to public deposits of nucleic acid probes,
in conjunction with functionality descriptions of those
probes, did not meet the written description requirement
absent disclosure of the probes’ sequences themselves.
Taking judicial notice of the PTO’s own Written Descrip-
tion Guidelines, the court in Enzo 11 held that functional
descriptions are not per se insufficient to meet the writ-
ten description requirement so long as the functional
description of the claimed genetic material is coupled
with some other disclosures, such as complete or partial
structure of the genetic material or a known or disclosed
correlation between function and structure.

In Amgen, Inc. v. Hoechst Marion Roussel, Inc.? and
Capon v. Eshhar!? the court demonstrated the relevance
of the “predictability or unpredictability of the science”
when determining if a patent specification has met the
written description requirement, and in Univ. of Rochester
v. G.D. Searle & Co.™ the court applied the “heightened”
written description review to method claims using a
compound that was insufficiently described. In Roches-
ter, the court rejected the patentee’s argument that the
heightened written description requirement outlined in
Lilly should be applied only to new genetic material. As a
result of these decisions, many argued that it was dif-
ficult to know exactly what constituted sufficient written
description to meet the requirements of section 112, most
notably in the field of biotechnology.

Perhaps as important as the majority decisions in
Lilly and its progeny were the dissents. Strong disagree-
ment with the heightened written description require-
ment in Lilly was echoed repeatedly in separate opinions
by several Federal Circuit judges, with Judges Rader,
Linn, and Gajarsa leading the charge.'® This split within
the court as to how and when the written description re-
quirement should be applied suggested that it was only a
matter of time before the issue would be ripe for en banc
review. Ariad offered the right set of facts and circum-
stances for this to occur.

Ill.  Ariad v. Lilly: The Lead-Up to the En Banc
Decision

A. District Court Proceedings

At issue in Ariad was U.S. Patent No. 6,410,516 (“the
‘516 patent”), which involved the discovery of the protein
NF- «B and identification that reduction in NF- kB activity
in the body could be used to reduce the harmful symp-
toms of certain diseases. The relevant claims of the ‘516
patent were to methods of regulating cellular responses
to external stimuli by reducing NF- xB activity in a cell.
Notably, the ‘516 patent did not claim any specific com-
pounds capable of reducing NF- kB activity. Nor were any
such compounds identified within the ‘516 patent speci-
fication. The specification did, however, describe three
classes of hypothetical compounds thought capable of
reducing NF- kB activity: (1) specific inhibitors, (2) domi-
nantly interfering inhibitors, and (3) decoy molecules.
Accordingly, the claims arguably encompassed the use of
all substances capable of reducing NF- «B activity in the
manner specifically described.

Ariad and other research institutions that held rights
under the ‘516 patent (e.g., MIT, the Whitehead Institute
for Biomedical Research, and the President and Fellows
of Harvard College) brought a patent infringement ac-
tion against Eli Lilly, claiming that Lilly’s drug products
Evista® (used to treat osteoporosis) and Xigris® (used to
treat sepsis) infringed several method claims of the ‘516
patent.

Following a 14-day trial in April 2006, a federal jury
in Massachusetts found that Lilly’s accused drug prod-
ucts infringed the asserted claims of the ‘516 patent and
that the claims were not invalid as anticipated or for lack
of written description or enablement. The court subse-
quently denied Lilly’s motion for a judgment as a matter
of law and for a new trial. In May 2006, the trial court
entered judgment against Lilly and ordered it to pay
approximately $65 million in damages for past sales of
Evista® and Xigris® and a 2.3% royalty on future sales of
those products. Lilly appealed these rulings to the Federal
Circuit.

B. The Federal Circuit Panel Decision

A Federal Circuit panel reviewed the denial of Lilly’s
JMOL motion, focusing on whether the claims of the
‘516 patent were adequately supported by the written
description in the specification. Lilly contended that the
specification for the ‘516 patent did not meet the written
description requirement based on its failure adequately to
disclose how to achieve the claimed reduction in NF-kB
activity. By contrast, Ariad argued that written descrip-
tion was satisfied because the specification described
three different methods of reducing NF- kB activity
through the use of (1) specific inhibitors, (2) dominantly
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interfering molecules, and (3) decoy molecules. Ariad
further argued that since it was claiming only methods,
not the actual molecules, it was not required to describe
the molecules.

On April 3, 2009, the panel (Judges Prost, Moore,
and Linn) reversed the trial court and found that Ariad’s
asserted claims were invalid for failure to meet the sec-
tion 112 written description requirement. Specifically,
the court held that for Ariad’s method claims to meet
the written description requirement, the description had
to demonstrate “possession” of the claimed methods,
which could be accomplished only by sufficiently disclos-
ing specific molecules capable of reducing NF- kB. The
panel found that of the three different methods discussed
above, the ‘516 patent specification only disclosed decoy
molecules, but even this disclosure was not a sufficient
description of the method, since, the court found, the
description was “not so much an ‘example’ as it is a mere
mention of a desired outcome.” The court also deter-
mined that the asserted claims of the ‘516 patent were
“broad far beyond the scope of disclosure provided in the
[patent’s] specification.”

In a concurring opinion, Judge Linn recognized that
the decision was appropriate based on precedent, but
wrote that it was based on a misguided approach to ap-
plying section 112. He argued that written description
need be sufficient only to enable one having ordinary
skill in the art to make and use the invention. Judge Linn
further contended that the current course of written de-
scription jurisprudence confuses the issues and prevents
the court from reaching the enablement issues raised by
the 1997 Lilly decision.

C. The Federal Circuit’s Decision to Rehear En Banc

The Federal Circuit granted Ariad’s petition for a
rehearing en banc. The court certified two questions for
en banc review:

(1) Whether 35 U.S.C. § 112, paragraph 1, contains a
written description requirement separate from an
enablement requirement?

(2) If a separate written description requirement is set
forth in the statute, what is the scope and purpose
of the requirement?

In addition to briefing from Ariad and Lilly, the court
accepted 25 amicus briefs: 17 in support of Lilly, 1 in
support of Ariad, and 7 in support of neither party. Oral
argument was heard on December 7, 2009.

IV. The En Banc Decision (“Ariad 11”)

On March 22, 2010, the Federal Circuit issued an en
banc opinion reaffirming the decision in Ariad | that sec-
tion 112, first paragraph, contains a written description
requirement separate from enablement and that the as-
serted claims of the ‘516 patent were invalid for failure to

meet the requirement.’® The court was divided 9-2, with
Judges Rader and Linn writing separate dissenting opin-
ions. The majority opinion was written by Judge Lourie
(a long-time proponent of this position and author of the
1997 Lilly decision), and joined by Chief Judge Michel
and Judges Newman, Mayer, Bryson, Gajarsa, Dyk, Prost,
and Moore. The lengthy majority opinion addresses

the following issues concerning the written description
requirement:

A. s a Separate Written Description Requirement
Supported by the Text of Section 112?

The majority first found that a separate written
description requirement is supported by the language of
section 112, the first paragraph of which “contains two
separate description requirements: a written description
[i] of the invention, and [ii] of the manner and process of
making and using [the invention].”*® Disagreeing with
Ariad, the court further stated that nothing in the statute’s
language or grammar implies that the written description
requirement is satisfied so long as the description within
a patent specification enables one of ordinary skill in the
art to make and use the claimed invention.

The court declared that “[i]f Congress had intended
enablement to be the sole description requirement of §
112, first paragraph, the statute would have been written
differently.”9

B. Is a Separate Written Description Requirement
Supported by Supreme Court Precedent?

The court also found that Supreme Court precedent
supported a separate written description requirement.
Here, the court looked at the Supreme Court’s decisions
in Gill v. Wells,? Schriber-Schroth v. Cleveland Trust,?! and,
more recently, Festo Corp. v. Shoketsu Kinzoku Kogyo Kabu-
shiki Co.?2 Showing deference to these decisions, the court
stated that “[a]s a subordinate federal court, we may not
so easily dismiss...statements [made by the Supreme
Court] as dicta but are bound to follow them.”?3

In addition, the court recognized the importance
of the doctrine of stare decisis and that a decision in
favor of Ariad would overturn written description law
that has been followed for over forty years, effectively
“disrupt[ing] the settled expectations of the inventing
community.”?* Such a change, the court noted, should be
made by Congress, not by the court.?

C. Can the Written Description Requirement Apply
to Original Claims?

The court next turned to the issue of the scope of the
written description requirement, namely, whether it ap-
plies outside the context of priority of invention determi-
nations. In its principal brief and during oral argument,
Ariad argued that the written description requirement—
even if separate from enablement—should apply only
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to amended and/or new claims, since original claims

as filed constitute their own written description of the
invention. Ariad also argued that the court’s 1997 deci-
sion in Regents of the University of California v. Eli Lilly
improperly expanded the role of written description
beyond policing priority. By contrast, Lilly argued that
the written description requirement applies to all claims,
both originally filed and amended or newly filed claims,
since section 112 contains no basis for applying a differ-
ent standard to amended versus original claims.

The Federal Circuit agreed with Lilly that nothing in
section 112 suggests that written description should only
be used for determining priority.?® The court further ex-
plained that while many originally filed claims will sat-
isfy the written description requirement, certain claims
will not. For instance, the court explained that applicants
are likely to encounter written description problems with
original claims that seek to cover a broad genus of chemi-
cal compounds unless a sufficient number of species are
disclosed in the specification. As the court held in Enzo
I, “generic claim language appearing in ipsis verbis [i.e.,
in the same words] in the original specification does not
satisfy the written description requirement if it fails to
support the scope of the genus claimed.”?’

The court went on to note that the problem en-
countered with the written description requirement “is
especially acute with genus claims that use functional
language to define the boundaries of a claimed genus.”?8
In such cases “the specification must demonstrate that
the applicant has made a generic invention that achieves
the claimed result and do so by showing that the appli-
cant has invented species sufficient to support a claim to
the functionally-defined genus.” The court also reiterated
that “functional language can meet the written descrip-
tion requirement when the [prior] art has established a
correlation between structure and function.” However,
“merely drawing a fence around the outer limits of a pur-
ported genus is not an adequate substitute for describing
a variety of materials constituting the genus and showing
that one has invented a genus and not just a species.”?°
This, the court explained, was the problem with Ariad’s
asserted claims of the ‘516 patent. Specifically, while the
claimed methods encompassed a broad genus of mate-
rials to achieve a stated result, the patent specification
failed to disclose a variety of species that could accom-
plish this result.®°

D. What Is the Standard for the Written Description
Requirement?

In an attempt to provide some clarification, the
court next discussed the accepted standards to follow
when analyzing patent claims and the written descrip-
tion requirement. First, it stated that to comply with the
written description requirement, the description of the
claimed invention provided in the patent specification
“must clearly allow persons of ordinary skill in the art to

recognize that [the inventor] invented what is claimed.””3!
In other words, the specification must show that the
inventor had “possession” of the claimed invention—an
objective inquiry that is measured by one of ordinary skill
in the art.®? The court also stated that there is no bright-
line rule in this regard and that each analysis depends on
its own particular set of facts. Moreover, “the level of de-
tail required to satisfy the written description requirement
varies depending on the nature and scope of the claims
and on the complexity and predictability of the relevant
technology.”3?

In the case of generic claims, the court offered several
factors that can be examined when considering written
description, including: “[1] the existing knowledge in the
particular [scientific] field; [2] the extent and content of
the prior art; [3] the maturity of the science and technol-
ogy [surrounding the claimed invention]; and [4] the
predictability of the aspect at issue.”®* The court also set
forth several “broad principles” that apply to all written
description inquiries:

= The written description requirement does not de-
mand examples or an actual reduction to practice;
a constructive reduction to practice may be accept-
able;

= Actual “possession” or reduction to practice
outside of the specification is not enough to com-
ply with the written description requirement. The
specification itself must demonstrate the posses-
sion;

= The written description requirement does not de-
mand any particular form of disclosure (or that the
specification cite the claimed invention verbatim).
However, a description that merely renders the
invention obvious does not satisfy the requirement;
and

= The court’s written description requirement is not
a “super enablement” requirement for chemical
and biotech inventions. The written description
requirement never required an applicant to provide
a nucleotide-by-nucleotide recitation of an entire
genus of claimed genetic material. It has always
been acceptable to disclose structural features com-
mon to the members of the genus. Citing its deci-
sion in LizardTech, Inc. v. East Res. Mapping, Inc., the
court noted that it also has not just been applied to
chemical and biological inventions.®

The court went on to note that “[p]atents are not
awarded for academic theories, no matter how ground-
breaking or necessary to the later patentable invention of
others.”3® Moreover, the court stated that “[r]equiring a
written description of the invention limits patent protec-
tion to those who actually perform the difficult work of
the ‘invention’—that is, conceive of the complete and final
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invention with all its claimed limitations—and disclose
the fruits of that effort to the public.”%’

E. Do the Asserted Claims of the ‘516 Patent
Comply With the Written Description
Requirement?

Finally, the court turned to analyzing Ariad’s asserted
claims and whether they met the requirements of written
description. The court noted that Ariad’s claimed inven-
tion (a method of reducing NF- B activity) was “made in
a new and unpredictable field where the existing knowl-
edge and prior art was scant.”38 Similar to its ruling in
University of Rochester, the court found that Ariad’s patent
specification did not support the written description
requirement and was little more than a research plan.
Moreover, the court found that the fact that the patent
claimed only methods and not specific compounds did
not absolve Ariad of the responsibility of describing
“some way of performing the claimed methods.”? In oth-
er words, Ariad must disclose specific compounds that are
capable of performing its claimed methods of reducing
NF- B activity. Ariad’s disclosure of three hypothetical
classes of compounds that could accomplish this claimed
method was insufficient and therefore did not meet the
written description requirement. As the court stated, “a
vague functional description and an invention for further
research does not constitute written disclosure....”%°

F. Concurring Opinion (Gajarsa)

Judge Gajarsa, in a short concurring opinion, ex-
pressed his doubt that the decision (specifically, the en-
dorsement of a freestanding written description require-
ment) would have any real impact on patent validity
determinations. He noted that empirical evidence dem-
onstrated that “outside the priority context the written
description doctrine seldom serves as a separate vehicle
for invalidating claims.”** While Judge Gajarsa further
stated that the statutory language—and resulting written
description jurisprudence—were somewhat ambiguous,
he considered Congress to be best suited to provide ulti-
mate clarification on this subject.

G. Dissenting Opinions (Rader and Linn)

In separate dissenting opinions, Judges Rader and
Linn both expressed disappointment at the majority’s
decision, stating that a separate written description
requirement has no support in the statutory language.*
They further explained that the current written descrip-
tion test enunciated by the court provided little clarifica-
tion and would be confusing to apply practically. Indeed,
Judge Linn noted that the factors offered by the majority
opinion mirror the factors for enablement as prescribed in
In re Wands.*® Finally, and perhaps inviting the Supreme
Court to consider the case, Judge Linn took issue with the
majority’s statement that Supreme Court precedent sup-
ports its position.**

V. Conclusion

Those who hoped for a radical transformation of the
written description requirement, and for elucidation of
how such a requirement should be applied, are likely
frustrated by the Federal Circuit’s decision in Ariad Il,
which maintained written description law and strength-
ened the concept that written description is separate from
enablement. It may be that the Supreme Court will have
the final word on this issue. Given the Court’s renewed
interest in patent issues, this is conceivable. However,
many feel that the Court will not take up the case because
it does not necessarily rise to the same level of importance
as the patent cases the Court has heard in recent terms.
This, however, remains to be seen.
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The S.515 Manager’s Amendment: Negative
Consequences for Patent Owners in Ex Parte
Reexaminations and Calamitous Repercussions for the

Inventive Community
By Charles E. Miller and Daniel P. Archibald

l. Introduction

America’s patent system, currently administered in
large part by the United States Patent and Trademark
Office (PTO), was created when Congress enacted the
Patent Act of 1790! pursuant to its power “to promote
the Progress of...the useful Arts by securing for limited
Times...to Inventors the exclusive Right to their...Discov-
eries.”? Over the ensuing 220 years, Congress continued
to exercise that power through successive legislative en-
actments, the most recent comprehensive manifestation
of which was the Patent Act of 1952,° codified as title 35
of the United States Code (“the 1952 Act”).# Initially, the
1952 Act incorporated some of the provisions in preexist-
ing statutes and treaties and codified some case law. It,
in turn, has been revised a number of times by Congress,
always for the express purpose of improving the rights
of the inventive community, the overall fairness of the
patent system, and the administration of justice. Unfortu-
nately, the PTO is now pressing for legislation that would
significantly and dangerously expand its authority over
patent issuance and reexamination. As we explain, this
legislation, if enacted, would have an immediate negative
impact on patent owners and serious long-term conse-
quences for the nation’s patent system.

Il.  Background

The March 4, 2010 Manager’s Amendment of S.515
is the 105-page Senate version® of the pending Patent Re-
form Act of 2010. Consisting of eighteen sections, it rep-
resents the latest chapter in the ongoing effort on Capitol
Hill to restructure the U.S. patent system in response to
lobbying pressure from business, political, and bureau-
cratic interests that in many respects are not aligned with
each other nor with those of inventors, owners and legiti-
mate users of patents and inventions, or the public.

Despite the generally favorable reaction to the Man-
ager’s Amendment as a whole by commentators and bar
associations, certain provisions in sections 6 and 8 should
be deleted from the bill. If enacted they will abolish the
fundamental statutory right of patent owners to de novo
review by a district court of adverse PTO decisions in
ex parte patent reexaminations, thereby leaving direct
appeals to the Federal Circuit as the only recourse. But
because of the Federal Circuit’s highly deferential “sub-
stantial evidence” standard of review of PTO decisions
on a closed evidentiary record, in the absence of revers-

ible legal error, the PTO’s Patent Trial and Appeal Board
(the presumptive new name for the Board of Patent Ap-
peals and Interferences)—would effectively become the
tribunal of last resort for patent owners. Further, the abil-
ity of other entities, e.g., patent applicants, to seek effec-
tive de novo review—and correction—of PTO decisions
would be hampered because the Manager’s Amendment
would divert that review to a venue (the Eastern District
of Virginia) where the decisions of federal agencies are
perceived to be viewed with less circumspection than in
the current venue (the District of Columbia).

These changes would send the patent system down
a slippery slope toward the eventual eradication of
organic statutory provisions in the 1952 Act for de novo
judicial review in other types of ex parte matters decided
by the PTO, including not only patent applications but
also patent term adjustments’ and disciplinary proceed-
ings,® thereby profoundly altering the U.S. patent system
in negative ways by abrogating long-standing statutory
rights to specific judicial relief for those aggrieved by the
agency’s rulings. Why is the PTO doing this? For what
purpose? The answer lies in the agency’s desire to limit
review of its decisions, which it cannot lawfully do under
its current rulemaking authority.

A. Patent Reexamination

“Patent reexamination” denotes a statutory proceed-
ing conducted in the PTO at the request of the patent
owner or any third party® during the period of enforce-
ability of the patent!® whereby the agency that issued
the patent in the first instance can reevaluate the validity
of one or more claims in the patent in light of published
prior art cited by the requester as raising “a substantial
new question of patentability” of the patented (claimed)
subject matter.!! Reexamination can be either “ex parte,”
in which active participation during the prosecution
phase is restricted to the patent owner and the PTO, or
“inter partes,” in which both the requester (always a third
party) and the patent owner participate actively through-
out the proceeding.'?

Ex parte patent reexamination was instituted when
Congress enacted the Patent Law Amendments Act of
1980,13 which included the addition of Chapter 30 (initial-
ly entitled “Prior Art Citations to Office and Reexamina-
tion of Patents™)! to Part 111%° of the 1952 Act. Since its in-
ception, Chapter 30 has consisted of 35 U.S.C. §§ 301-307,
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which have remained essentially unchanged. Ex parte
reexamination has been applicable since July 1, 1981 to
patents within the period of their judicial enforceability.®

Congress’s purpose in establishing patent reex-
amination was to “strengthen investor confidence in
the certainty of patent rights by creating a system of
administrative reexamination of doubtful patents.”!’ As
a consequence, increasing numbers of patents are be-
ing subjected to reexamination—both ex parte and inter
partes. The choice of one or the other depends in large
part on when the patent was applied for'® and on the
party requesting reexamination.'® Such proceedings have
become a recognized adjunct to court enforcement litiga-
tion by which the patent owner, or the party challeng-
ing the patent, may seek to administratively validate or
invalidate the patent(s)-in-suit, as the case may be, or on
which the challenger may seek to base a motion to stay
the litigation or to forestall an injunction.?

B. Judicial Review of PTO Decisions on
Patent Applications and in Ex Parte Patent
Reexaminations

The Administrative Procedure Act (APA), 5 U.S.C. §
706, codifies the general understanding that parties ag-
grieved by government agency action have presumptive
standing to seek judicial review under the three-part test
(pure question of law, finality, and immediate hardship)
for fulfillment of the “ripeness” and “case or contro-
versy” requisites for justiciability and Article 111 court
jurisdiction.

Currently, patent applicants?! or owners of patents in
ex parte reexaminations?? who are dissatisfied with the
PTO’s decisions under 35 U.S.C. § 134 can seek judicial
review in either of two fora. This is because the PTO is
one of the Executive Branch agencies whose final deci-
sions in certain types of ex parte cases are statutorily
subject to separate, dual jurisdictional routes of review
by Article 111 courts.?® Thus, inventors and patent owners
who are dissatisfied with PTO rulings®* on examiners’
rejections of patent applications and claims in issued pat-
ents, respectively, can seek judicial review by appealing
directly to the Federal Circuit.?® In the alternative, they
can sue the PTO in the U.S. District Court for the District
of Columbia to obtain de novo review by trial.?® These
alternative routes of judicial review have always been
non-redundant and mutually exclusive.?”

The availability of these two different routes of
judicial review of PTO decisions has been a feature of our
patent system since long before the inception of ex parte
reexamination in 1980,28 when Congress conferred upon
patent owners a similar dual right of judicial review.?°

C. Civil Actions in District Court for De Novo
Review of PTO Decisions

Under 35 U.S.C. § 306 the patent owner in an ex parte
reexamination can seek judicial review of an adverse

PTO decision by either of the two aforementioned routes.
De novo review by trial in district court can be had by
commencing a civil action against the Director of the PTO
under section 145, which is incorporated by reference in
section 306. The text of section 306 is as follows:

The patent owner involved in a reexami-
nation proceeding under this chapter
may appeal under the provisions of sec-
tion 134 of this title, and may seek court
review under the provisions of sections
141 to 145 of this title, with respect to
any decision adverse to the patentability
of any original or proposed amended or
new claim of the patent.

From a historical perspective, a civil action against
the PTO is tantamount to what was known in chancery
courts as a bill in equity, seeking non-monetary declara-
tory relief against the sovereign (viz., overruling the
agency’s grounds, for example, in refusing to grant a pat-
ent to an applicant or to issue a certificate of patentability
of the claims in a patent in an ex parte reexamination).
Unlike a direct appeal to the Federal Circuit under 35
U.S.C. 8 306/8 141, a civil action under sections 306/145
in an ex parte reexamination, just as in cases under sec-
tion 145 involving patent applications, is an intermediate
trial proceeding® which is part and parcel of the overall
reexamination process,®! because the losing party (be
it the plaintiff patent-owner or the defendant PTO) can
appeal to the Federal Circuit as of right.32 A civil action
under sections 306/145 in essence seeks to set aside the
PTO’s decision as being wrong on the facts, wrong on the
law, or both through a trial in which the issues that were
before the agency are adjudicated in light of the facts that
“may appear” in the case, i.e., that were of record before
the Board, and additional evidence that the parties may
choose to present. The final judgment of the district court,
if favorable to the plaintiff patent-owner, “authorizes”
the PTO to issue a certificate of reexamination if the PTO
has not appealed to the Federal Circuit or, if appealed, the
Federal Circuit has affirmed that judgment.

The availability of de novo district court review of
PTO decisions in ex parte reexaminations is crucial to
the public interest in the enforceability of valid patents.
It also promotes fairness in the overall process in several
ways. First, an appeal to the Federal Circuit is decided on
a closed fact record, i.e., neither side is allowed to pres-
ent new evidence, the court will look only at the paper
record that was compiled during proceedings in the PTO.
In contrast, in a district court’s de novo review of an ex
parte reexamination, the parties—both the patentee and
the PTO—may adduce new evidence, for example, live
testimony (expert as well as factual), new affidavits, new
test results, and the like—all subject to cross-examination
in an adversarial courtroom proceeding quite unlike that
in an administrative appeal in the PTO.
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Second, a district court action involves a plenary trial
before a judge who has the power to subpoena third-
party witnesses and to compel production of evidence
that otherwise would be unavailable (in the PTO, one
rarely if ever has an opportunity to present live testimony
in a trial-like setting), so this may be the only time certain
evidence can be adduced in any tribunal.

Third, the Federal Circuit will defer to PTO fact find-
ings and will disagree with the agency only if there is no
substantial evidence in the record to support the chal-
lenged decision.® In contrast, the district court reevalu-
ates the totality of the evidence and fact findings de novo
when further evidence is presented.®* Thus, if patentabil-
ity turns on a determination or assessment of what was
and what was not known at a particular relevant point
in time or on an interpretation of the content of a prior-
art document or the like, then the plaintiff has two key
advantages in district court that are lacking in a Federal
Circuit appeals: the right to present new evidence and to
obtain a “hard look” review by a “fresh pair of eyes” in
an Article 111 trial court whose judgment is, in turn, ap-
pealable as of right to the Federal Circuit under a “clear
error” standard of review. This type of judicial review
serves as an important check on PTO decision-making
and tends to promote the accuracy of ultimate rulings.

D. The PTO Has Long Made Known lIts Distaste for
District Court Review

The PTO dislikes having to defend its decisions in de
novo district court trials for reasons having no demon-
strable relevance to the PTO’s widely publicized concerns
over inadequate PTO funding and professional staffing or
to the patent application backlog, including the growing
number of administrative appeals pending before the
Board. Ironically, by precluding civil actions in district
court, the Manager’s Amendment would unduly burden
not only patent owners financially but also the PTO. Pat-
ent owners are understandably concerned lest they find
themselves in need of supplementing the evidentiary re-
cord, which they cannot do in the Federal Circuit. There-
fore, the tendency would be for them to seek to ensure
a complete record for the Federal Circuit to review by
larding the record in the PTO and burdening an already
overworked agency with every shred of conceivably rele-
vant—and otherwise potentially unnecessary—evidence.

Rather, one suspects that the reason has to do with
the fact that, as noted, district court trials make for a level
playing field in contests between the PTO and the private
sector. Like all lawyers, PTO attorneys don’t like to lose,
even though their client is a government agency whose
mission is not to win cases but, rather, to see to that
the patent laws are faithfully applied. Hence, one has a
right to expect that the PTO’s mission to see justice done
would supersede the agency’s desire to build a favor-
able win-loss record. Also, because the PTO is sued in
district court less often compared to the frequency of ap-

peals from its decisions to the Federal Circuit, and many
private-sector IP litigators feel just as comfortable in trial
courts as they do in appellate settings, the PTO does not
necessarily have an advantage in district court when it
comes to litigation expertise.

The PTO’s historic aversion to civil actions in district
court was evident eighty-five years ago in congressional
proceedings entitled “To Amend Section 52 of the Judi-
cial Code and Other Statutes Affecting Procedures in the
Patent Office: Hearings on H.R. 6252 and H.R. 7087 Before
the H. Comm. on Patents, 69th Cong., 1st Sess. 80-81
(1926)” and “To Amend the Statutes of the United States
as to Procedure in the Patent Office and the Courts: Hear-
ings Before the S. Comm. on Patents, 69th Cong. 2d Sess.
13-14 (1926).” These are discussed in Judge Kimberly
Moore’s dissent in the Federal Circuit’s panel decision last
year in Hyatt v. Doll.®

The PTO’s hostility to district court de novo review
explains the agency’s rulemaking and pronouncements in
37 C.F.R. § 1.303(d) and MPEP § 2279. They stand in irrec-
oncilable conflict with 35 U.S.C. 88 141, 145, and 306, and,
as such, constitute impermissible agency behavior. The
law does not support the PTO’s rulemaking effort to in-
terpretively abrogate the specific statutory right to district
court review conferred upon patent owners by 35 U.S.C.
8§ 145 and 306. Invalidation of such ultra vires rulemak-
ing and pronouncements through intra vires court action
has recently been sought by a patent owner and opposed
by PTO in an ex parte reexamination.3® Enactment of
S.515 in its present form would swallow the PTO’s own
unlawful rulemaking by statutorily amending 35 U.S.C.

§ 141 to achieve what the PTO sought to accomplish
through ultra vires interpretive rulemaking in 37 C.F.R.

8 303(d). In other words, by revising the language of the
statute to conform to what the rule says, S.515 would con-
vert the substance of that manifestly invalid interpretive
rule into a legitimate statutory provision.

lll.  The S.515 Manager’s Amendment: A
Pandora’s Box of Negative Consequences

The S.515 Manager’s Amendment would demolish
the long-established statutory right to district court trial
de novo review in ex parte reexaminations on an open
record (35 U.S.C. § 145/8 306) as an alternative to Federal
Circuit appeals under 35 U.S.C. § 141 on the existing PTO
record. Nowhere is this mentioned in the Senate Press Re-
lease accompanying the Manager’s Amendment.®” What
is happening here is that the PTO is seeking—through
lobbying, without fanfare, without much if anything in
the way of public legislative debate or visible input from
stakeholders, and perhaps without informing the relevant
congressional staff as to the seriousness of the effect that
such legislation would have on the private sector—to
extinguish an existing right of judicial review that, albeit
odious to the agency,® has always been vitally important
to the inventive community.®°

10
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A. Abolition of District Court Review-Jurisdiction
Over PTO Decisions in Ex Parte Reexaminations

Subsection (a) of Section 6 on pages 65-66 of the Man-
ager’s Amendment is entitled “COMPOSITION AND
DUTIES.” One of its provisions would change the name
of the Board of Patent Appeals and Interferences to the
Patent Trial and Appeal Board. This change reflects the
fact that under S.515 patent interferences would no lon-
ger take place as a result of the proposed conversion of
the U.S. patent system from a “first-to-invent” to a “first-
inventor-to-file” rule of priority. In addition to match-
ing the existing name of the PTO’s Trademark Trial and
Appeal Board, the change also carries with it the aura of
something beyond what the current name connotes.

Subsection (b) on pages 66-67 is entitled “ADMIN-
ISTRATIVE APPEALS” and would rewrite 35 U.S.C. 8§
134(b) in relevant part as follows:*°

(b) PATENT OWNER.—A patent owner,
having once paid the fee for such an
appeal, may appeal the final rejection of
any claim by the primary examiner to
the Patent Trial and Appeal Board in-

(1) any ex parte reexamination; . . .

Subsection (c) on pages 67-68 is entitled “CIRCUIT
APPEALS.” Under the heading “(1) IN GENERAL,” it
would rewrite 35 U.S.C. § 141 into parts (a)-(d). Part (b)
would read as follows (emphasis added):

(b) REEXAMINATIONS—A party to a
reexamination who exercises his right
to appeal to the Patent Trial and Appeal
Board pursuant to section 134(b) or (c)
and who is dissatisfied with the final
decision in that appeal may appeal the
Board’s decision only to the United States
Court of Appeals for the Federal Circuit.

Since 35 U.S.C. § 134(b) applies explicitly to ex parte
reexaminations according to section 134(b)(1), the
proposed revision of section 141 would expressly

do away with the right of patent owners in ex parte
reexaminations to de novo review by trial in district
court that has existed under 35 U.S.C. § 306/8§ 145 since
the inception of ex parte reexaminations in 1981 (a right
which, incidentally, the amendment would not foreclose
to patent applicants—at least not yet).** Curiously, the
Manager’s Amendment neglected to change section
306 to reconcile it with the proposed revision of section
141. Without further lobbying by the PTO to correct

the obvious legislative oversight in the Manager’s
Amendment, the Senate will probably allow the
inconsistency to slip through and infect the 1952 Act.

Subsection (c)(2) of on page 69—“JURISDICTION"—
would alter the Federal Circuit’s jurisdiction under 28
U.S.C. § 1295(a)(4)(A) to synchronize it with the pro-

posed amendment of 35 U.S.C. § 141. This confirms that
the proposed changes in § 134 and § 141 are a clear reflec-
tion of the PTO’s conscious effort to attenuate a patent
owner’s right to a full day in court.

Subsection (d) of SEC. 6 on page 70 is entitled “EF-
FECTIVE DATE” and would retroactively implement the
Federal Circuit’s exclusive appellate jurisdiction (to the
exclusion of the district court) over the PTO’s decisions
entered in all reexaminations “before, on, or after the date
of enactment” of S.515.

B. Loss of De Novo District Court Review Would
Leave Patentees With No Opportunity to Present
New Evidence

Interactions among several existing and proposed
provisions of the PTO’s procedures can create situations
in which district court review is the only opportunity
for a patent owner in an ex parte reexamination to have
a fair chance at judicial correction of a PTO error. For
example, the PTO can raise new grounds of rejection of
claims during an administrative appeal.*? In such cases,
the Board’s written decision may be the first time the pat-
ent owner receives any notice of the new rejection. When
that happens, de novo district court review would be the
only chance for rebuttal based on evidence in a court trial.
Repealing the right of district court review would directly
harm patent owners by depriving them of any chance of
ever having a balanced opportunity to seek validation of
enforceable patents.

C. Relocation of Venue to the Eastern District of
Virginia

Another part of the Manager’s Amendment that
warrants the attention of the patent community is Section
8—“VENUE"”—which begins on page 72. Subsection (b),
under the seemingly innocuous heading of “TECHNICAL
AMENDMENTS RELATING TO VENUE,” would require
all civil actions seeking de novo review of PTO decisions
(including decisions of the PTO Trademark Trial and Ap-
peal Board) to be brought thenceforth in the Eastern Dis-
trict of Virginia instead of in the District of Columbia,*?
as has been the right of patent owners since the inception
of ex parte reexamination and of patent applicants since
time immemorial.*

There appears to be at least a two-fold purpose
behind the PTO’s promotion of this seemingly innocu-
ous amendment. First, Section 8 would require plaintiffs
and their counsel in civil actions against the agency to go
traipsing with their litigation bags, bankers boxes, and
other trial accoutrements, not to mention their experts
and fact witnesses, out to a Federal courthouse in Vir-
ginia, where most of the agency’s operations are now
physically housed in a complex of office buildings across
the street from the Albert V. Bryan Courthouse in Alex-
andria,* or in Newport News, Norfolk, or in Richmond.
To some practitioners, such a venue change could hardly

NYSBA Bright Ideas | Spring/Summer 2010 | Vol. 19 | No. 1 11



be considered a mere “technical amendment.” While a
suburban courthouse location might be convenient for
the PTO, compared to the E. Barrett Prettyman Federal
Courthouse in downtown Washington, D.C., it certainly
would be less so for most plaintiffs.

Second, and ominously, the amendment would
preclude appeals to the D.C. Circuit (whose administra-
tive law jurisprudence is unequalled by that of any other
circuit and which views actions of federal agencies with
justifiable skepticism) from district court decisions not
involving substantial questions of patent law.*® Such ap-
peals would have to go to instead to the Fourth Circuit in
Richmond, Va., which “embraces” the Eastern District of
Virginia.*’

D. What Is There to Stop the PTO from Seeking the
Abolition of District Court Review Jurisdiction
Over Its Decisions on Patent Applications?

The answer is nothing. The procedures for ex parte
reexamination and the prosecution of patent applications
are in relevant respects essentially similar,*® and the PTO
is as averse to being sued in the one case as in the other.
Therefore, if the PTO succeeds in its legislative effort to
abolish trials de novo under 35 U.S.C. § 145/8 306 in ex
parte reexaminations, then it shouldn’t surprise anyone if
the agency soon thereafter were to lobby for the abolition
of the same recourse in cases involving patent applica-
tions. Thus, the patent system now stands at the edge of
a precipice. If the Federal Circuit in its forthcoming en
banc rehearing of Hyatt v. Kappos*®*—a case involving the
prosecution of a patent application—does not reverse
its earlier panel decision, then the purpose of sections
3067145 civil actions in district court as an alternative to
section 141 appeals to the Federal Circuit would be un-
dercut, and the distinction between them would become
blurred, as Judge Moore warned in her dissent from the
court’s panel decision.® If that happens, it will embolden
the PTO in its desire to achieve through legislation that
which it could not through exercise of its current rule-
making authority.5!

IV. Conclusion

The PTO lobbying on Capitol Hill that has resulted in
the insertion of Sections 6 and 8 into the March 10, 2010
Manager’s Amendment of S.515 reveals the agency’s goal
of insulating its decisions from meaningful de novo judi-
cial review. Because PTO decisions are only subject to a
highly deferential “substantial evidence” standard of re-
view by the Federal Circuit, the presumptively renamed
Patent Trial and Appeal Board would in effect become
the tribunal of last resort, giving it a status tantamount
to that of a de facto Article 111 court. There would be no
practical recourse in the form of real judicial review in
virtually all ex parte cases decided by the agency so long
as its rulings are supported by “substantial evidence.”
The PTO would accomplish this through S.515 by first

abrogating the fundamental, meaningful, and necessary
right of patent owners seeking judicial review of adverse
PTO decisions in ex parte reexaminations to choose either
civil actions in the district court or appeals to the Federal
Circuit. After that, could anyone doubt that the abolition
of the corresponding right of patent applicants would be
on the agency’s future legislative agenda?

The PTO’s effort to abolish the long-standing right of
judicial review of its decisions by de novo trial in district
court should be stricken from the Manager’s Amendment
of S.515.
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plant variety protection certificates (7 U.S.C. §§ 2321-2582) may
be appealed directly to the Federal Circuit) (id. § 2461) or by civil
action against the Secretary of Agriculture (id. § 2462). Another
such agency is the Internal Revenue Service (review by the U.S.
Court of Federal Claims or by the U.S. Tax Court depending on
whether or not the amount of the tax in dispute has been paid).
28 U.S.C. 88 1346 & 1507. Also, contractor’s claims under the
Contract Disputes Act of 1978 (41 U.S.C. §8 601-613) may be
appealed either to a tribunal within the Federal Contracts Dispute
Board, or to the Court of Federal Claims. 28 U.S.C. 88§ 1346(a)(2) &
1491(a)(2). The contractor thus has a choice of fora from either of
which an appeal to the CAFC may be taken. Id. § 1295(a)(3) & (a)
(10).

35U.S.C. §134.

Id. § 141 (patent applications); id. § 306/8 141 (ex parte
reexaminations).

Id. § 145 (patent applications); id. § 306/8§ 145 (ex parte
reexaminations).

Id. § 141, second sentence; id. § 145, first sentence; 28 U.S.C. §
1295(a)(4)(A).

See supra note 12.

Act of Dec. 12, 1980, Pub. L. No. 96-517 § 1, 94 Stat. 3016, codified
at 35 U.S.C. § 306.

Such trials are invariably bench trials because the Seventh
Amendment right to trial by jury generally does not apply to

civil actions against the Federal Government. See Jon L. Craig,

1 Civil Actions Against The United States Its Agencies, Officers,

and Employees § 1:37 (2d ed. 2002). However, jury trials may be
possible in cases where a third party is allowed to intervene

as a co-defendant under Fed.R.Civ.P. 24(b)(1)(B)(“Permissive
Intervention”) particularly if intervention occurs before issue has
been joined. See Pregis Corp. v. Doll, No. 1:09-cv-467 (E.D. Va. 2010)

31

32.
33.
34.

35.
36.

37.
38.

39.

40.

41.
42.
43.

which was a civil action against the PTO that was tried to a jury
because a private party was a co-defendant.

The U.S. Supreme Court has characterized civil actions under

the statutory antecedent of § 145 as proceedings that are “in fact,
and necessarily, a part of the application for the patent.” Gandy v.
Marble, 122 U.S. 432, 439, 7 S. Ct. 1290, 30 L.Ed. 1223 (1887); see also
Butterworth v. United States ex rel. Hoe, 112 U.S. 50, 61, 5 S. Ct. 25, 28
L.Ed. 656 (1884).

28 U.S.C. § 1295(a)(4)(C).
Dickinson v. Zurko, 527 U.S. 150, 165 (1999).

Winner Int’l Royalty Corp. v. Wang, 202 F.3d 1340, 1345-46 (Fed. Cir.
2000).

See infra note 38.

Sigram Schindler Beteiligungsgesellschaft MbH v. Kappos, 93
U.S.P.Q.2d 1756 (E.D. Va. 2009) is the first case in which the
question was raised regarding district court trial de novo/review-
jurisdiction over BPAI decisions in ex parte patent reexaminations
requested following the November 29, 1999 effective date of the
AIPA. In Sigram Schindler, the defendant in a patent infringement
action (Cisco Systems Inc.) requested ex parte reexamination

of the patent-in-suit in 2007. The PTO granted the request, and
reexamined the patent. Following the examiner’s final rejection

of the claims, the patent owner appealed to the BPAI. During

that administrative appeal, the patent owner sued the PTO in

a declaratory judgment action under the APA, 5 U.S.C. § 706(2)
(C), challenging on Chevron grounds and under 35 U.S.C. § 2(b)
(2) the legality of the agency’s interpretive rule, 37 C.FR. §
1.303(d) which purports to preclude district court trial de novo/
review-jurisdiction in ex parte reexaminations requested post-
November 28, 1999. In response to the parties’ cross-motions for
summary judgment, the court dismissed the action only because
the Complaint did not present a justiciable case or controversy due
to non-ripeness since the BPAI had not yet rendered a decision
which, if adverse to plaintiff, would allow court review. And

the fact that the BPAI’s decision had not yet been handed down
rendered plaintiffs purported injury contingent and speculative.
Hence, the decision in Sigram Schindler left this important question
unresolved.

See 79 PTCJ 560 (03/12/10).

The PTO’s historic aversion to being a defendant in a civil action as
opposed to being an appellee in the CAFC was discussed in Judge
Moore’s dissent in Hyatt v. Doll, 576 F.3d 1246, 1254-68, 1280-82,

91 U.S.P.Q.2d 1865, 1871-85, 1891-92 (Fed. Cir. 2009), vacated and en
banc rehearing granted sub nom. Hyatt v. Kappos, 93 U.S.P.Q.2d 1871
(Fed. Cir. 2010).

Noteworthy in this regard is the PTO’s unsuccessful attempt in
2007 to insert into H.R. 1908, the immediate predecessor to the
House version of the Patent Reform Act of 2010 (H.R. 1260), a
manager’s amendment by that bill’s sponsor, Rep. Berman, a
provision that would have altogether abolished trial de novo
review under 35 U.S.C. § 145/8 306 of BPAI decisions in ex parte
reexaminations. Now the PTO has returned to the well to try to
achieve the same goal in S.515.

For many years 35 U.S.C. § 134 has read in pertinent part as
follows (emphasis added):

A patent owner in any reexamination proceeding may
appeal from the final rejection of any claim by the
primary examiner to the Board of Patent Appeals
and Interferences, having once paid the fee for such
appeal.

See infra Part 11.D.
37 C.FR. § 1.50(b).

Or in other venues in civil actions against the PTO involving
trademark cases under 15 U.S.C. § 071(b)(4).
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44,

45,
46.

47.
48.

49.
50.
51.

The 170-year history of de novo review in the D.C. Federal District
Court is recounted in Hyatt, 576 F.3d at 1254-57, 91 U.S.P.Q.2d at
1871-74.

35U.S.C. § 1(h).

The CAFC has exclusive appellate jurisdiction only over appeals
from district court final judgments in cases that “arise under” the
patent laws. 28 U.S.C. § 1295(a)(1). Industrial Wire Products, Inc.
(IWP) v. Costco Wholesale Corp., 576 F.3d 1516 (8th Cir. 2009).

28 U.S.C. § 1294(1).

35 U.S.C. § 305 states in relevant part that “reexamination will
be conducted according to the procedures established for initial
examination under the provisions of §§ 132 [‘Notice of rejection;
reexamination’] and 133 [*Time for prosecuting application’] of
this title.”

See supra note 38.
See id.

See Tafas v. Dudas, 541 Fed. Supp. 2d 805, 86 U.S.P.Q.2d 1623 (E.D.
Va. 2008), aff’d in part and vacated in part sub nom Tafas v. Doll, 559
F.3d 1345, 90 U.S.P.Q. 2d 1129 (Fed. Cir. 2009), en banc rehearing
granted July 6, 2009; motion to dismiss appeal granted and motion for
vacatur denied sub nom. Tafas v. Kappos, November 13, 2009. This
was a consolidated civil action against the PTO by Triantafyllos
Tafas and by GlaxoSmithKline (GSK) under the APA, 5 U.S.C.

§ 706, challenging the agency’s final rules implementing (i)

a limitation on the number of continuations and requests for
continued examination of applications and (ii) a restriction on the
number of claims as an alternative to submitting “examination
support documents” in applications. The district court enjoined
the implementation of the rules as being beyond the PTO’s
rulemaking authority under 35 U.S.C. § 2(b)(2). The PTO later
rescinded the rules by voluntarily removing them from the Code of
Federal Regulations, 74 ed. Reg. 52686 (Oct. 14, 2009). At the same
time, the PTO together with one of the plaintiffs (GSK) sought to
end the case by moving to dismiss the agency’s appeal from, and
to vacate, the district court’s summary judgment (injunction). The
CAFC denied the motion insofar as it sought to vacate the district
court’s summary judgment, thereby happily preserving the status
of the case as precedent in opposing future PTO attempts at ultra
vires rulemaking.

Charles E. Miller and Daniel P. Archibald are
members of the Intellectual Property Law Group of
Dickstein Shapiro LLP in New York City. The views ex-
pressed in this article are not necessarily those of Dick-
stein Shapiro LLP or any of its clients, and the contents
hereof are neither intended nor should they be deemed
to constitute legal advice.
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Intellectual Property Law Section’s
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Nyasha S. Foy
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Dan Feng Mei
Fordham University School of Law

Teige P. Sheehan
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Nonna G. Akopyan
Pace University School of Law
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Sean Scuderli
St. John’s University School of Law
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Second Circuit Addresses Dilution Standard

By Stacey Mayer

I, Introduction

In Starbucks Corp. v. Wolfe’s Borough Coffee, Inc.,! the
Second Circuit handed down its first ruling construing the
new federal anti-dilution statute, the Trademark Dilu-
tion Revision Act of 2006 (TDRA). The court held that the
TDRA does not require substantial similarity for a finding
of dilution by blurring, rejecting the district court’s hold-
ing that minimal similarity precluded a finding of dilution.
As a result, dilution by blurring can potentially be a viable
claim for famous mark owners even where confusion as to
source or sponsorship is unlikely.

II.  Background

Plaintiffs-appellants Starbucks Corporation and
Starbucks U.S. Brands, LLC (collectively, “Starbucks”) are
the well-known coffee company, which boasts over 8,700
retail locations throughout the world. In conducting all of
its commercial activities, Starbucks prominently displays
its registered marks, including, inter alia, the trade name
“Starbucks” and its logo, a circle containing a “mermaid-
like siren” encompassed by the phrase “Starbucks Coffee”
(the “Starbucks Marks”).

Defendant-appellee Wolfe’s Borough Coffee, Inc.,
d/b/a Black Bear Micro Roaster (“Black Bear”) is a rela-
tively small, family-run company that “manufactures and
sells. . . roasted coffee beans and related goods via mail
order, internet order, and at a limited number of New
England supermarkets.”? In April 1997, Black Bear began
selling a dark roasted blend of coffee called “Charbucks
blend” and later “Mister Charbucks” (the “Charbucks
Marks”). Charbucks Blend was sold in packaging that
featured a picture of a bear above the large font “BLACK
BEAR MICRO ROASTERY.” Starbucks sued Black Bear in
the Southern District of New York, alleging various trade-
mark and unfair competition claims, including, inter alia,
federal and state trademark dilution claims.

After a two-day bench trial before Judge Laura Taylor
Swain, the court ruled in favor of Black Bear on the dilu-
tion, infringement, and unfair competition claims. Star-
bucks appealed. While the appeal was pending, Congress
passed the TDRA in response to Moseley v. V. Secret Cata-
logue, Inc., 537 U.S. 418 (2003), in which the Supreme Court
held that the Federal Trademark Dilution Act required
a showing of actual, rather than likely, dilution. Under
the TDRA, 15 U.S.C. § 1125(c)(1), the owner of a distinc-
tive mark is entitled to an injunction against the use of a
mark that is likely to cause dilution of the famous mark. In
response to this change in the law, the Second Circuit va-
cated the district court’s ruling and remanded for further
proceedings. On remand, the district court again ruled for
Black Bear, and Starbucks again appealed.

I1l.  Dilution Claims

A. Dilution by Blurring

Dilution by blurring is an “association arising from the
similarity between a [an accused] mark or trade name and
a famous mark that impairs the distinctiveness of the fa-
mous mark’ and may be found “regardless of the presence
or absence of actual or likely confusion, of competition, or
of actual economic injury.”® The TDRA lists six factors to
be considered in evaluating the likelihood of dilution by
blurring:

(1) the degree of similarity between the mark or trade
name and the famous mark;

(2) the degree of inherent or acquired distinctiveness of
the famous mark;

(3) the extent to which the owner of the famous mark is
engaging in substantially exclusive use of the mark;

(4) the degree of recognition of the famous mark;

(5) whether the use of the mark or trade name intended
to create an association with the famous mark; and

(6) any actual association between the mark or trade
name and the famous mark

15 U.S.C. § 1125(c)(2)(B)(i)-(Vvi). The district court found that
the second, third, and fourth factors, which focus on the
Starbucks Marks, favored Starbucks. Those factors were not
contested on appeal. However, the district court imposed
heightened requirements for the remaining factors—
similarity, intent, and association—and, largely relying on
its finding of a lack of similarity between the marks, held
that there was no likelihood of dilution.

On appeal, the Second Circuit, in an opinion by Judge
Roger Miner, concluded that the district court erred in its
analysis of similarity, intent, and association (the first, fifth,
and sixth factors). Focusing on the degree of similarity be-
tween the marks, the court noted that the marks were simi-
lar in sound and spelling, but it found “minimal similarity”
between the marks “as they are presented to consumers.”
Charbucks products were presented as “Mister Charbucks”
or “Charbucks Blend” in a package with the Black Bear
that also made clear that Black Bear is a “Micro Roastery”
located in New Hampshire. The court also found that Black
Bear’s package design was “different in imagery, color,
and format from Starbucks’ logo and signage,” highlight-
ing the differences between Black Bear’s bear graphic and
Starbucks’ mermaid siren graphic in pose, shape, art-style,
gender, and overall impression and the fact that Starbucks’
graphic did not appear on Charbucks’ package.®

Although it found that the district court did not clearly
err in finding minimal similarity between the marks, the
Second Circuit concluded that the district court did err “to
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the extent that it required ‘substantial’ similarity between
the marks.”® Prior to the TDRA, the Second Circuit re-
quired marks to be “very” or “substantially’” similar for a
plaintiff to prevail on a state or federal dilution claim.” But,
the court rejected that standard here, finding it “significant
that the federal dilution statute does not use the words
‘very’ or ‘substantial’ in connection with the similarity
factor.® The court considered the statutory language—
“[t]he degree of similarity between the mark or trade
name and the famous mark”—and found that a consider-
ation of a “degree” of similarity does not lend itself to the
requirement that the similarity between marks be “sub-
stantial.”® The court opined that the district court’s error

in imposing the “substantial” requirement likely affected
its dilution-by-blurring analysis, “which must ultimately
focus on whether an association, arising from the similarity
between the subject marks, impairs the distinctiveness of
the famous mark.”%0

The Second Circuit also held that the district court
erred by treating the fifth factor—intent to create an as-
sociation with the famous mark—as requiring “bad faith”
intent,! and it rejected the district court’s analysis of the
sixth factor—evidence of any actual association between
the mark and the famous mark.12 For dilution purposes,
“association” requires that the ordinary person encounter-
ing the junior user’s mark will think of the senior user’s
famous mark.2® The court’s interpretation of this factor
is especially significant because although the concept of
“association” was implied under previous anti-dilution
law, the TDRA codified it.}* In this connection, the court
considered the results of Starbucks’ telephone survey, pre-
sented at trial, in which 3.1% of 600 consumers responded
that Starbucks was the possible source of Charbucks, and
30.5% responded “Starbucks” to the question “What is the
first thing that comes to mind when you hear the name
‘Charbucks?’”’® The district court erred in finding no
“actual association” in light of the absence of actual confu-
sion, the Second Circuit explained, because the “absence
of actual or even of a likelihood of confusion does not
undermine evidence of trademark dilution.””6

In sum, the court noted that “the existence of some—
but not substantial—similarity between the subject marks
may be sufficient in some cases to demonstrate a likeli-
hood of dilution by blurring,”” and it explained that on
remand, the absence of substantial similarity should not
preclude a finding of a likelihood of an association arising
from the similarity between the marks.

B. Dilution by Tarnishment

The court also affirmed the district court’s holding
rejecting Starbucks’ claim of dilution by tarnishment.8
Dilution by tarnishment is “an association arising from
the similarity between a mark or a trade name and a
famous mark that harms the reputation of the famous
mark.”!® Dilution by tarnishment may be found where the
association causes the famous mark to lose its ability to
serve as a “wholesome identifier” of plaintiff’s product.?

Although the TDRA leaves open the possibility of assert-
ing a claim for dilution by tarnishment, the Second Circuit
agreed with the district court that Black Bear’s “very high
quality” product was inconsistent with the concept of
tarnishment.?

C. Parody Defense

Finally, the court provided guidance on the parody
exception under the TDRA, which exempts from liability

a) any fair use, including a nominative or
descriptive fair use, or facilitation of such
fair use, of a famous mark by another per-
son other than as a designation of source for
the person’s own goods or services, including
use in connection with—

(i) advertising or promotion that per-
mits consumers to compare goods or
services; or

(ii) identifying and parodying, criticiz-
ing, or commenting upon the famous
mark owner or the goods or services
of the famous mark owners.

b) all forms of news reporting and news
commentary.

¢) all noncommercial use of a mark.?

The court held that Black Bear failed to satisfy the parody
exception because the Charbucks Marks served as a
designation of source.z® Although other circuits have
recognized the parody exception even where the parody
was used to identify the source of the defendant’s goods,
the court opined that this case was “not a parody of

the kind which would favor Black Bear in the dilution
analysis,” as it was not a “clear parody” but, at most, “a
subtle satire of the Starbucks Marks.”?*

In Louis Vuitton Malletier S.A. v. Haute Diggity Dog,
LLC, 507 F.3d 252, 266 (4th Cir. 2007), which the Second
Circuit cited, the defendant manufactured pet toys whose
names parodied elegant high-end brands, including, inter
alia, Louis Vuitton. Although the court recognized that
the parody exception applies only if the parody is not a
designation of source, it nevertheless held that the defen-
dant’s use of parody still may be considered in determin-
ing whether the defendant’s use of a parody mark is likely
to impair the distinctiveness of the famous mark.2® In this
regard, the court found that the defendant’s product—
“Chewy Vuitton”—did not dilute Louis Vuitton because it
“convey[ed] the...message that it was not in fact a source
of [Louis Vuitton] products... . [A]s a parody;, it separated
itself from the [Louis Vuitton] marks in order to make fun
of them.””26 The Starbucks court distinguished Louis Vuitton
on the ground that Black Bear’s humor failed to demon-
strate a “clear parody as to qualify under the Fourth Cir-
cuit’s rule”?’—it was, as noted, at most ““a subtle satire of
the Starbucks Marks.”? The Starbucks court also noted that
the Charbucks Marks would compete with the Starbucks

16

NYSBA Bright Ideas | Spring/Summer 2010 | Vol. 19 | No. 1



Marks, whereas the products at issue in Louis Vuitton were
clearly marketed to different classes of consumers.?®

lll.  Trademark and Unfair Competition Claims

The Second Circuit also affirmed the district court’s
rejection of Starbucks’ trademark infringement and unfair
competition claims. To prevail on a trademark infringe-
ment and unfair competition claim, the plaintiff must
demonstrate that its mark is protected and that the defen-
dant’s use of the allegedly infringing mark would likely
cause confusion as to the origin or sponsorship of the
defendant’s goods.2® The court concluded that Starbucks’
conceded lack of evidence of actual confusion and the
co-existence of the marks for eleven years without actual
confusion was a “powerful indication” that there was no
confusion or likelihood of confusion.3!

IV. Analysis

Trademark dilution is controversial, largely because it
diverges from the traditional notion of trademark law as
protecting consumers from mistake and deception.2 Crit-
ics of the dilution doctrine have warned against the owners
of famous marks being able to automatically exclude uses
of similar marks in all product or service lines, noting that
the same marks can peacefully co-exist on different goods
and services.®® And where competing goods are concerned,
these critics contend that only traditional trademark in-
fringement law should be available to trademark owners
S0 as not to upset the balance of free and fair competition.

The Starbucks decision reflects the continued diver-
gence of federal anti-dilution law from the traditional no-
tion of trademark law as protecting consumers. Starbucks
reflects a strengthening federal anti-dilution law, providing
an avenue of relief against junior users of similar marks
despite a lack of either actual confusion or “substantial
similarity” between the marks. Although the decision may
give rise to concern with the overexpansion of dilution as
a cause of action, there is something disconcerting about
allowing a second user to profit from an association with
the name of a more famous user where it also has a high-
quality product (such that there is no tarnishment) and
where there is no likelihood of confusion. For instance, if
all family-run coffee companies started selling blends of
coffees with the suffix‘“-bucks,” it surely would impair the
distinctiveness of the Starbucks Marks. The TDRA protects
the owners of famous marks from these business practices,
which can be seen as a form of unfair competition.

Starbucks, however, does not fully resolve the issue
of how similar marks have to be to support a finding that
dilution by blurring is likely. Despite the court’s finding of
“minimal similarity,” it held that the marks were similar-
sounding enough to support a finding of likelihood of
“association” where survey evidence demonstrated that
consumers who heard the trade names “Starbucks” and
“Charbucks,” without viewing their accompanying logos,
indicated an association between the two marks. This is
an area that undoubtedly will continue to play out in the

courts. Commentators have noted the overlap between the
similarity and association factors in that the more similar
the marks, the less evidence of an “association” should be
required.®* Yet Starbucks indicates that even where the re-
cord demonstrates minimal similarity between two marks,
a finding of “association” is not precluded. Where two
marks sound similar, survey evidence could well support a
finding of an association.

In the wake of Starbucks, dilution by blurring should
be a viable claim in many cases for famous mark owners
seeking protection against junior users even where confu-
sion is unlikely.

Endnotes
1. Starbucks Corp., 588 F.3d 97 (2d Cir. 2009).
2. Id.at103.

3. Classic hypothetical examples of blurring include Dupont shoes,
Buick aspirin, and Kodak pianos.

Starbucks Corp., 588 F.3d at 106.
Id.

Id. at 107 (emphasis added).

Id.

Id. at 108.

Id.

10. Id. (emphasis added).

11.  Id. at 109.

12, Id.

13. 4 ). THomAs McCARTHY, McCARTHY ON TRADEMARKS AND UNFAIR
CompPETITION § 24:116 (2009).

14. Id. § 24:115.
15.  Starbucks Corp., 588 F.3d at 109.
16. Id. (citing Nabisco, Inc. v. PF Brands, Inc., 191 F.3d 208, 221 (2d Cir.

© o N o g &

1999)).
17.  Id.at107 n.3.
18. Id. at111.

19. Id. at 110 (citing 15 U.S.C. 1125(c)(2)(C)); see also Hormel Foods Corp. v.
Jim Henson Prods, Inc., 73 F.3d 497, 507 (2d Cir. 1996).

20. Id. (citing Hormel Foods, 73 F.3d at 507).

21. Id. at 111 (citing Hormel Foods Corp., 73 F.3d at 507).

22. Id. at 111-12 (citing 15 U.S.C. § 1125(c)(3) (emphasis added)).

23. Id.at112.

24. |d.at112-13.

25. Id.

26. Id. at 113 (citing Louis Vuitton, 507 F.3d at 267-68 (quotation omitted).
27.  1d.

28. Id.

29. Id. (citing Harley Davidson, Inc. v. Grottanelli, 164 F.3d 806, 813 (2d
Cir. 1999) (quotation omitted); Louis Vuitton, 507 F.3d at 260-61
(quotation omitted)).

30. Id.at114.

31. Id.at117.

32.  McCARTHY, supra, § 24:72.

33.  Seeid. 8§ 24:111, 24: 120, 24:74.
34, Id. §24:74.

Stacey Mayer is an associate at Weil, Gotshal &
Manges LLP.
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Financial Services Firms Win “Hot News”

Misappropriation Case

By Jonathan Bloom

l. Introduction

In Barclays Capital, Inc., et al. v. Theflyonthewall.com,*
Judge Denise Cote of the Southern District of New York
ruled in favor of the plaintiffs after a four-day bench
trial in a case involving the rarely litigated “hot news”
misappropriation doctrine. In an 89-page opinion, Judge
Cote held that the plaintiffs—Barclays Capital, Merrill
Lynch, and Morgan Stanley—were entitled to injunctive
relief against the systematic, unauthorized, and typically
pre-market open posting of summaries of their upgrades,
downgrades, and other research recommendations by the
defendant’s subscription website, theflyonthewall.com.?

The court found liability based on a straightforward
application of the elements of the “hot news” tort as set
out in Nat’l Basketball Ass’n v. Motorola, Inc. (“NBA”),2
including that the defendant (referred to herein as “Fly”)
was free riding on the plaintiffs’ considerable efforts to
produce the research; that Fly’s conduct was in direct
competition with the plaintiffs distribution of their re-
search to clients; and that Fly’s conduct already had, and
if not enjoined would continue to have, a demonstrable
adverse impact on the plaintiffs’ investment in producing
equity research.

Il.  The “Hot News” Doctrine

The “hot news” misappropriation tort stems from the
Supreme Court’s decision in Int’l News Serv. v. Associated
Press (“INS”),* in which the Court enjoined INS from
copying AP stories from bulletin boards and early East
Coast editions of AP affiliate papers and selling para-
phrased versions of the stories on the West Coast in com-
petition with AP papers. The Court held that although
anyone who purchased an AP paper was free to “spread
knowledge of its contents gratuitously, for any legitimate
purpose not unreasonably interfering with [AP’s] right
to make merchandise of it,”® INS’s conduct was a form of
unfair competition. INS, the Court observed was

taking material that has been acquired

by [AP] as the result of organization

and the expenditure of labor, skill, and
money, and which is salable by [INS] for
money and...appropriating it and selling
it as its own.... Stripped of all disguises,
the process amounts to an unauthorized
interference with the normal operation of
[AP’s] legitimate business precisely at the
point where the profit is to be reaped....5

Such conduct, the Court held, amounted to INS “reap[ing]
where it has not sown,” as it was “not burdened with

any part of the expense of gathering the news.”” Nearly
eighty years later, in NBA, in a case involving the real-
time transmission of basketball scores via the defendant’s
pager service, the Second Circuit held that the “hot news”
tort escaped preemption by the Copyright Act, provided
the plaintiff could establish the following “extra”
elements:

(i) the plaintiff generates or gathers information at a
cost;

(ii) the information is time-sensitive;

(iii) the defendant’s use of the information constitutes
free riding on the plaintiff’s efforts;

(iv) the defendant is in direct competition with a
product or service offered by the plaintiffs; and

(v) the ability of other parties to free ride on the
efforts of the plaintiff or others would so reduce
the incentive to produce the product or service
that its existence or quality would be substan-
tially threatened.®

The Barclays court found that the plaintiffs established
each of these elements.

lll.  The Court’s “Hot News” Analysis

As for the first element, there was no dispute that
each of the plaintiff firms expends hundreds of millions of
dollars each year to produce equity research reports.®

With respect to the time-sensitivity of the informa-
tion, the record showed that the timeliness with which
the plaintiffs’ clients received the research recommenda-
tions was critical to the clients’ ability to trade on them in
advance of any stock price movement, which is how they
derive the maximum value from the recommendations.
The testimony of the plaintiffs’ witnesses established that
many important clients trade almost instantly on the basis
of concise “headlines” of the firms’ recommendations,
whether received by email, through a sales call, or oth-
erwise. Fly’s own marketing materials, the court noted,
consistently highlighted the fact that its “live newsfeed”
made “time sensitive” Wall Street analyst recommenda-
tions available in “real time” so its subscribers could make
informed investment decisions.' (Another typical Fly
marketing piece promised subscribers “breaking analyst
comments as they are being disseminated to Wall Street
trading desks”).
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With respect to free riding, the Court found that

Fly’s core business is its free-riding off
the sustained, costly efforts by the Firms
and other investment institutions to
generate equity research that is highly
valued by investors. Fly does no equity
research of its own, nor does it under-
take any original reporting or analysis
that could generate the opinions reflect-
ed in the “Recommendations” section
of its newsfeed. Fly’s Recommendation
headlines consist entirely of regurgita-
tions of the Firms’” Recommendations
and those of other investment institu-
tions.... Its only cost is the cost of locat-
ing and lifting the Recommendations
and then entering a few keystrokes into
its newsfeed software.*

In the court’s view, the effort Fly expended to

gather, edit, and disseminate other firms’ research
recommendations—i.e., to aggregate—“does not
controvert the fact that Fly expends no effort to produce
the Recommendations and does not contribute to the
underlying research and analysis process.”'? The court
also rejected Fly’s argument that it was not free riding
because it no longer lifted the recommendations from
the firms’ actual research reports (which it claimed to

no longer access directly) but instead relied on what

it characterized as “publicly available information”

that “freely” circulated on “the Street” through other
“market intelligence” websites, chat rooms, mainstream
financial news services such as Bloomberg and Thomson
Reuters, “blast IMs,” and industry contacts with “people
in the know.” The conduct of third parties, the court
held, was not relevant to Fly’s liability. Fly, the court
found, was one of the first to engage in such “systematic
misappropriation” of research recommendations, and
the fact that similar practices may subsequently have
become more common practice was not a valid excuse.®
Moreover, the court noted, even if Fly had obtained the
firms’ research—which the firms distributed only to
entitled clients—from public sources (which the record
showed was not always the case), it would be no defense.
After all, the court pointed out, the news at issue in INS
was “widespread and publicly available on the East
Coast” and was obtained by INS from public sources.

Turning to the direct competition element, the court
found that the parties were “in direct competition in dis-
seminating Recommendations to investors for their use
in making investment decisions.”'* The production and
dissemination of equity research reports—to assist clients
in making investment decisions—is “one of the ‘primary’
businesses for each of the Firms,”%®> and dissemination of
the same research recommendations was likewise Fly’s
primary business. Fly’s very name, the court observed,
touts its inside access to the firms’ analyst opinions,

which it provides in order to assist its subscribers in mak-
ing better informed investment decisions. “Thus,” the
court found, “Fly’s extensive and systematic use of the
Firms’ Recommendations is undertaken ‘with the obvi-
ous intent, if not the effect, of fulfilling the demand for the
original work.””16 Further, the parties used similar chan-
nels of distribution. The plaintiffs transmit their research
to clients by email and through password-protected web
portals, while Fly runs a subscription website. The plain-
tiffs also license their content to third-party aggregators,
while Fly likewise licenses its feed to third parties, includ-
ing to some of the plaintiffs’ licensees.”

The court further found that Fly also has fostered
competition with the plaintiffs by entering into partner-
ships with discount brokerage firms such as Cyber Trader,
eSignal, and Newsware which facilitate the ability of
Fly’s subscribers to circumvent the plaintiffs in executing
trades based on the plaintiffs’ research, thereby diverting
the trading commissions that are the principal means by
which the plaintiffs fund their research.'®

The court also rejected Fly’s argument that there is no
direct competition with the plaintiffs because their clients
value access to the full research reports, which Fly does
not provide. To the contrary, the court noted, many of the
firms’ significant clients are “volume traders who quickly
trade on the Recommendations with little or no oppor-
tunity to scrutinize and evaluate the actual reports.”*°
In other words, the research “headlines” alone—exactly
what Fly provides—are extremely valuable to the firms’
clients and potential clients.

Finally, as for the fifth NBA element, the court found
“ample evidence that the continued conduct of Fly, and
others like Fly, would so reduce [the firms’] incentive to
invest the resources necessary to produce equity research
reports that the continued viability of plaintiffs’ research
business is and ‘would be substantially threatened.””?
Rather than having to speculate, the court noted that
the firms had shown that the conduct of Fly and others
already had caused them to reduce the resources they de-
vote to their research businesses by impairing their ability
to monetize the research through trading commissions.

The court was not persuaded by Fly’s contention that
the plaintiffs were required to provide statistical evidence
of lost customers, trades, or profits attributable to Fly’s
conduct.?! The inquiry, the court stated, was expressly
framed in NBA as future-oriented, based on the likely
impact on the plaintiffs’ incentives to produce the product
or service in question if the defendant’s conduct were left
unrestrained; it did not require specific proof of damages,
as Fly contended. Moreover, the court held, the fact that
others may be engaging in similar conduct—a centerpiece
of Fly’s defense—""misapprehends” the legal standard, as
the NBA test expressly requires the court to take into ac-
count the effect of free riding by other parties.
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Fly pointed to a number of other factors that, it
argued, were the real cause of the plaintiffs’ curtailing of
their investment in equity research, such as the recession,
the Global Research Analyst Settlement in 2003, and the
increased availability of discount electronic trading plat-
forms that compete with the plaintiffs for trade execution
business. But the court held that there was “no need to
measure the exact impact” of each of these factors on the
firms and their investment in research given the “persua-
sive evidence” presented by the firms that the misappro-
priation of their research by Fly and others “has also had
a profound effect on their business model.”??

IV. Injunctive Relief

As for relief, the court permanently enjoined Fly from
posting on its website “summaries, abstracts, headlines,
or any other synopses” of the plaintiffs’ equity research
recommendations or analyses before 10 a.m. for research
released before the 9:30 a.m. New York market open or
two hours after release for research first distributed to the
plaintiffs’ clients after 9:30 a.m. The injunction expressly
allows Fly, after the market opens, to refer to the plain-
tiffs’ research “in the context of independent analytical
reporting on a significant market movement in a security
that has already occurred that same day,” i.e., to engage
in bona fide news reporting.

The court expressly retained jurisdiction to enforce
compliance with the injunction, and it provided that Fly
may, after one year from the date of the order, request
that the court modify or vacate the injunction if it can
demonstrate that the plaintiffs “have not taken reason-
able steps to restrain the systematic, unauthorized misap-
propriation of their Recommendations.”

Fly filed a notice of appeal on April 9, 2010.

V. Conclusion

The ruling in favor of the plaintiffs in Barclays dem-
onstrates the viability of the “hot news” misappropria-
tion doctrine in the age of fast-paced Internet commu-
nication. Now the case will present the Second Circuit

with its first opportunity to address the doctrine since its
decision more than a decade ago in NBA.
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Committee Activities

The Trademark Law Committee hosted a seminar
titled “Hot Topics in the Fashion and Cosmetics Indus-
tries” on April 1, 2010. The panelists were Professor
Guillermo Jimenez (Fashion Institute of Technology),
Barbara Kolsun (Executive Vice President and General
Counsel at Stuart Weitzman) and Heather McDonald
(Partner at Baker Hostetler). Professor Jimenez and Ms.
Kolsun are the editors of Fashion Law: A Guide for Design-
ers, Fashion Executives, and Attorneys, and Ms. McDonald
is a contributing author. The program, which was over-
sold, was attended by 80 people.

Professor Jimenez gave a background on how the law
of fashion has developed, noting important cases such
as Diodato Photography v. Kate Spade and notable pending
legislation such as the Design Piracy Prohibition Act. He
also discussed key issues in online selling and design
piracy and in “beauty law,” and he encouraged attendees
to contribute to his fashion law blog at FashionLawCen-
ter.com and/or by emailing him at Guillermo.Jimenez@
fitnyc.edu.

Ms. Kolsun presented an introduction to intellectual
property protection in fashion and discussed protec-
tion via trademarks, domain names, trade dress, copy-
right, design patent, utility patent, and trade secrets. Ms.
McDonald described the fashion counterfeiting industry
and strategies for proactively and reactively protecting
fashion. As leaders in the fashion law field, Kolsun and
McDonald shared a number of personal stories regarding
issues they have addressed over the years.

Congratulations to Co-Chairs Lisa Rosaya of Baker &
McKenzie and Rebecca Griffith of Day Pitney for putting
together such an interesting program. Our special thanks
to Fulbright and Jaworski LLP, which, due to the high
demand and consequent need for a larger space, provided
the space for the program on very short notice.

Kelly Slavitt
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_ Trade Winds

Trade Winds offers Section members a way to keep up on the comings and goings of their colleagues and upcoming
events of interest. Has there been a change in your practice? Any recent or forthcoming articles or lecture presenta-
tions? Won any awards recently? Please e-mail submissions to Jonathan Bloom at jonathan.bloom@weil.com.
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MEMBERSHIP APPLICATION

New York State Bar Association
INTELLECTUAL PROPERTY LAW SECTION

Membership in the New York State Bar Association’s Intellectual Property Law Section is a valuable way to:

= enhance professional skills;
= keep up-to-date with important developments in the legal profession;
= join colleagues in exciting Section events.

OPPORTUNITIES FOR EDUCATION

The Intellectual Property Law Section offers both the experienced and novice practitioner excellent
opportunities to enhance their practical and legal knowledge and expertise. Through Section activities,
including conferences on intellectual property (an annual fall event), members may examine vital legal
developments in intellectual property law. The Section’s Web site provides current information regarding
Section events and offers “members only” access to current issues of Bright Ideas and current Committee
bulletins providing updates on intellectual property law. The Section sponsors continuing legal educa-
tion (CLE) credit-bearing programs for Section members at reduced rates. Recent programs offered by the
Section related to computer software and biotechnology protection, conducting intellectual property au-
dits, and practical considerations in trade secret law. Now, with Mandatory Continuing Legal Education
(MCLE) requirements, Intellectual Property Law Section membership is more valuable than ever before!
The Section also sponsors joint programs with Law Schools including an annual writing contest for law
students wherein the winning articles appear in an issue of Bright Ideas.

OPPORTUNITIES FOR PROFESSIONAL DEVELOPMENT

Intellectual Property Law Section committees address unique issues facing attorneys, the profession
and the public. The Section offers opportunities to serve on committees such as Copyright Law; Diver-
sity Initiative; Ethics; Greentech; International IP Law; Internet & Technology Law; Legislative/Amicus;
Litigation; Meetings and Membership; Patent Law; Pro Bono and Public Interest; Trademark Law; Trade
Secrets; Transactional Law; and Young Lawyers.

Committees allow you to network with other attorneys from across the state and give you the op-
portunity to research issues and influence the laws that can affect your practice. Committees are also an
outstanding way to achieve professional development and recognition. Law students are automatically
members of the Young Lawyers Committee. Section members may join more than one committee.

A VOICE IN THE ASSOCIATION

The Intellectual Property Law Section takes positions on major professional issues that affect practi-
tioners and advocates those positions within the New York State Bar Association, the legislature, and the
public.

See page 27 to become a member of the Intellectual Property Law Section
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COMMITTEE ASSIGNMENT REQUEST

Please designate, from the list below, those committees in which you wish to participate. For a list of
Committee Chairs and their e-mail addresses, please refer to page 28 of this issue.

____ Copyright Law (IPS1100) ____Meetings and Membership (IPS1040)
___ Diversity Initiative (IPS2400) ___Patent Law (IPS1300)

____Ethics (IPS2600) ____Pro Bono and Public Interest (IPS2700)
___ Greentech (IPS2800) ____ Trademark Law (IPS1600)
___International Intellectual Property Law (IPS2200)  Trade Secrets (IPS1500)

___Internet and Technology Law (IPS1800) ____Transactional Law (IPS1400)
___Legislative/Amicus (IPS2300) ___Young Lawyers (IPS1700)
___Litigation (IPS2500)

Please e-mail your committee selection(s) to Naomi Pitts at: npitts@nysba.org

* * *

To be eligible for membership in the Intellectual Property Law Section, you first must be a member of the
NYSBA.

(1 As a member of the NYSBA, | enclose my payment of $30 for Intellectual Property Law Section dues.
(Law student rate: $15)

(1 1 wish to become a member of the NYSBA and the Intellectual Property Law Section. | enclose both an
Association and Section application with my payment.

(1 Please send me a NYSBA application. No payment is enclosed.

Name

Office

Office Address
Home Address
E-mail Address
Office Phone No.
Office Fax No.

Home Phone No.

Please return payment and application to:

Membership Department
New York State Bar Association
One EIk Street
Albany, New York 12207
Telephone: 518/487-5577
FAX: 518/487-5579
http://www.nysba.org/membership
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Section Committees and Chairs

The Intellectual Property Law Section encourages members to participate in its programs and to contact the Section
Officers or Committee Chairs for information.

Copyright Law
Jeffrey Barton Cahn
72 Winged Foot Drive
Livingston, NJ 07039

Robert W. Clarida

Cowan, Liebowitz & Latman, P.C.
1133 Avenue of the Americas
New York, NY 10036
rwec@cll.com

Diversity Initiative

Kim A. Walker

Willkie Farr & Gallagher LLP
787 Seventh Avenue

New York, NY 10019-6018
kwalker@willkie.com

Joy Josephine Kaplan Wildes
Davis & Gilbert LLP

1740 Broadway

New York, NY 10019-4315
jwildes@dglaw.com

Ethics
Philip Furgang
Furgang & Adwar, LLP

1325 Avenue of the Americas, 28th Fl.

New York, NY 10019
philip@furgang.com

Rory J. Radding

Morrison & Foerster LLP
1290 Avenue of the Americas
New York, NY 10104-0185
rradding@mofo.com

Greentech

Rory J. Radding

Morrison & Foerster LLP
1290 Avenue of the Americas
New York, NY 10104-0185
rradding@mofo.com

Debra Resnick

FTI Consulting

Three Times Square, 11th Floor
New York, NY 10036
debra.resnick@fticonsulting.com

International Intellectual Property
Law

Chehrazade Chemcham

Fulbright & Jaworski LLP

666 Fifth Avenue

New York, NY 10103-3198
cchemcham@fulbright.com

Sheila Francis Jeyathurai

Rouse & Co. International Trading As
IS Global Inc.

100 Park Avenue, Suite 1600

New York, NY 10017
sfrancis@iprights.com

Internet and Technology Law
Rory J. Radding

Morrison & Foerster LLP

1290 Avenue of the Americas
New York, NY 10104-0185
rradding@mofo.com

Richard L. Ravin
Hartman & Winnicki, PC
115 West Century Rd
Paramus, NJ 07652
rick@ravin.com

Legislative/Amicus

Sujata Chaudhri

Cowan, Liebowitz & Latman, P.C.
1133 Avenue of the Americas
New York, NY 10036-6710
szc@cll.com

Tamara Carmichael
Loeb & Loeb LLP

345 Park Avenue

New York, NY 10154
tcarmichael@loeb.com

Litigation

Iral. Levy

Goodwin Procter LLP

The New York Times Building
620 Eighth Avenue

New York, NY 10018-1405
ilevy@goodwinprocter.com

Marc A. Lieberstein

Kilpatrick Stockton LLP

31 West 52nd Street, 14th Floor

New York, NY 10019
mlieberstein@Kkilpatrickstockton.com

Meetings and Membership
Michael A. Oropallo
Hiscock & Barclay LLP

300 South State Street
Syracuse, NY 13202-2078
moropallo@hblaw.com

Michael James Kelly
Kenyon & Kenyon LLP

1 Broadway

New York, NY 10004-1007
mkelly@kenyon.com

Dana Lauren Schuessler
301 East 63rd St

New York, NY 10065
dschuess@gmail.com

Patent Law

Joseph A. DeGirolamo

Joseph A. DeGirolamo, LLC

411 Theodore Fremd Avenue
Suite 206 South

Rye, NY 10580
jadegirolamo@degirolamoip.com

Richard LaCava

Dickstein Shapiro LLP

1633 Broadway

New York, NY 10019-6708
lacavar@dicksteinshapiro.com

Pro Bono and Public Interest
Debra Resnick

FTI Consulting

Three Times Square, 11th Floor
New York, NY 10036
debra.resnick@fticonsulting.com
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Brian Nolan, Esq.
Mayer Brown LLP
340 Madison Avenue
New York, NY 10173
bnolan@mwe.com

Trade Secrets

Porter F. Fleming

Frommer Lawrence & Haug LLP
745 Fifth Avenue

New York, NY 10151-0099
pfleming@flhlaw.com

Douglas A. Miro

Ostrolenk, Faber, Gerb & Soffen LLP
1180 Avenue of the Americas, 7th Floor
New York, NY 10036
dmiro@ostrolenk.com

Trademark Law
Rebecca Leigh Griffith
Day Pitney LLP

7 Times Square

New York, NY 10036
beckygriffith@gmail.com

Lisa W. Rosaya
Baker & McKenzie

1114 Avenue of the Americas, 44th FI.

New York, NY 10036-7703
lisa.rosaya@bakermckenzie.com

Transactional Law

Robin E. Silverman

Golenbock Eiseman Assor Bell &
Peskoe LLP

437 Madison Avenue

New York, NY 10022
rsilverman@golenbock.com

Erica D. Klein

Kramer Levin Naftalis & Frankel LLP
1177 Avenue Of The Americas

New York, NY 10036-2714
eklein@kramerlevin.com

Young Lawyers

Sarah B. Kickham

455 Hudson Street
New York, NY 10014
sbkickham@yahoo.com

Abby Hannah Volin
Harris Beach PLLC

100 Wall Street

New York, NY 10005-3701
avolin@harrisbeach.com

Please Join Us

In Cooperstown
for the

Intellectual Property
Law Section

FALL MEETING
October 7-10, 2010
The Otesaga
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ANNOUNCING THE

Intellectual Property Law Section’s

ANNUAL LAW STUDENT WRITING COMPETITION

To be presented at the Annual Meeting of the Intellectual Property Law Section, January
25, 2011, New York, NY to the authors of the best publishable papers on subjects relating to
the protection of intellectual property not published elsewhere, scheduled for publication,
or awarded another prize.

First Prize: $2,000
Second Prize: $1,000

COMPETITION RULES ARE AS FOLLOWS:

To be eligible for consideration, the paper must be written solely by students in full-time atten-
dance at a law school (day or evening program) located in New York State or by out-of-state
students who are members of the Section. One hard copy of the paper and an electronic copy
in Word format on a 3.5 H.D. or CD disk must be submitted by mail, postmarked no later than
December 6, 2010 to the person named below. As an alternative to sending the disk or CD, the
contestant may e-mail the electronic copies, provided that they are e-mailed before 5:00 p.m.
EST, December 6, 2010.

Papers will be judged anonymously by the Section and must meet the following criteria or points
will be deducted: no longer than 35 pages, double-spaced, including footnotes; and one file with
a cover page indicating the submitter’s name, law school and expected year of graduation, mail-

ing address, e-mail address, telephone number, and employment information, if applicable.

Winning papers may be published in the Section’s publication Bright Ideas. Reasonable expenses
will be reimbursed to the author of the winning paper for attendance at the Annual Meeting to
receive the Award.

The judges reserve the right to: not consider any papers submitted late or with incomplete
information, not to publish papers, not award prizes, and/or to determine that no entries are
prizeworthy or publishable.

Entries by hard copy and e-mail to: Naomi Pitts, NYSBA, One Elk Street, Albany, NY
12207 (e-mail: npitts@nysba.org). Comments and/or questions may be directed to the Co-
Chair of the Young Lawyers Committee: Sarah B. Kickham, Ullman Shapiro & Ullman LLP, 299
Broadway, Suite 1700, New York, NY 10007, (212) 571-0068, sbkickham@yahoo.com or Abby
Hannah Volin, Harris Beach PLLC, 100 Wall Street, New York, NY 10005, (212) 313-5447,
avolin@harrisbeach.com.

Winners of the 2009 Annual Law Student Writing Competition

First Place Second Place
Nonna G. Akopyan Sean Scuderi
Pace University School of Law St. John’s University School of Law
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Submission of Articles

Anyone wishing to submit an article, announcement,
practice tip, etc., for publication in an upcoming issue
of Bright Ideas is encouraged to do so. Articles should be
works of original authorship on any topic relating to intel-
lectual property. Submissions may be of any length.

Submissions should preferably be sent by e-mail to
Jonathan Bloom, Editor-in-Chief, at the address indicated
on this page. Submissions for the Fall 2010 issue must be
received by July 1, 2010.
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