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THE VIDEO STAR?

The Digital
Millennium
Copyright Act
was written

for a different
Internet in
1998, when
bandwidth and
technology
would not have
been capable of
handling a con-
tent-sharing
web site such
as YouTube.

Gerald C. Pia Jr. and
Brian C. Roche are
name partners at
Roche Pia LLC in
Shelton. Focusing on
cyber law, the firm
represents clients in
the areas of Internet
piracy, domain name
disputes, computer
crimes, trade secrets
and non-competes,
intellectual property
and litigation.

ONLINE Infringement

HAS THE INTERNET KILLED

By GERALD C. PIA JR.
and BRIAN C. ROCHE

(11 ideo Killed the Radio Star” in 1981

when MTV launched with that
song, staking claim to a new media.
Ironically, MTV’s parent, Viacom,
now cries that the Internet has
Killed the video star—or at
least it will unless a court
enjoins YouTube.com.

Viacom, which also owns
Paramount Pictures and
Comedy Central (among
others), is suing YouTube and
YouTube’s recent purchaser,
Google, claiming “GooTube”
has promoted “massive inten-
tional copyright
infringement”  on
the popular video-
sharing web site. In
addition to an
injunction, Viacom
seeks over a billion
dollars in damages.

At the heart of the
dispute is the Digital Millennium
Copyright Act (DMCA), Congress’s 1998
attempt to strike a balance between an 18th
century legal concept—copyright—and
21st century Internet-based technology.
Interestingly, the balance that took 200
years to strike may already be outdated less
than 10 years later—confirmation that the
law always has difficulty keeping up with
technology.

Under traditional copyright law, an
author or copyright owner has the exclusive
right to copy an original work.

In 1998, in part at the behest of record
labels and movie studios, Congress enacted
the DMCA and created a unique legal arse-
nal designed to remedy copyright infringe-
ment occurring on the Internet, including
(1) inexpensive Notifications of Claimed
Infringement (”takedown notices”) that
can achieve results similar to otherwise
costly injunctions, and (2) pre-litigation
subpoenas to identify alleged infringers. Far
from one-sided, however, the DMCA is also
the result of lobbying by Internet and tech-
nology companies, who managed to obtain
certain “Safe Harbors” immunizing them
from penalties for providing copyrighted
content if they act as mere innocent con-
duits and respond expeditiously to disable
access to infringing material upon receiving
a valid takedown notice.

The effectiveness of the DMCA is in dis-
pute. Copyright owners, like Viacom, dis-
like bearing the heavy burden of policing
infringement, as well as the fact that
Internet users can easily infringe anony-
mously. Internet users, on the other hand,

believe that copyright owners behave
monopolistically, engaging in bulk “take-
downs,” which disable content that was not
infringing.

New Breed Of Lawsuits

The copyright owners’ gripes are

epitomized in the Viacom-GooTube
litigation. In that action, Viacom’s
claim of massive infringement
includes allegations that “almost

160,000 unauthorized clips of

Viacom’s programming” have
been displayed on YouTube and
viewed “more than 1.5 billion
times.” Viacom also takes issue
with the fact that Google reaps the
advertising revenue of these
unauthorized displays,
and that YouTube’s
lucrative business was
built on the exploitation
of unlicensed content,
the value of which
“rightfully belongs to the
writers, directors and
talent who create it

The Viacom-GooTube dispute, like other
recent, well-publicized cases such as those
brought against Napster and Grokster, is
dominated by claims that the Internet is
undermining copyright protection. But it
also contains elements of the
rarer, reverse argument that
copyright owners are quash-
ing a free Internet.

Prior to suing GooTube,
Viacom admitted that per-
haps 60 of the videos that it
demanded be taken down
were not infringing, which
itself may violate the DMCA. In
fact, in late March, the Electronic
Frontier Foundation (EFF), an
advocacy group with the
stated purpose of
preserving free
speech rights in
today’s digital age,
sued Viacom for
attempting to take
down a video clip
that parodied
Viacom’s Comedy
Central hit, The Colbert Report—itself a
parody of Fox’s The O’Reilly Factor.

This type of “reverse” DMCA claim has
been the basis for a new breed of lawsuits.
Indeed, this March was a big month for the
DMCA. In the same month that Viacom
sued GooTube, and the EFF sued Viacom,
the news also featured stories about the
National Football League sending a take-
down notice related to a video clip of the
NFL's copyright message posted on a web
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Lawsuit against YouTube brings digital
copyright act’s shortfalls into focus

site. Ironically, the poster, a law professor
and staff attorney for the EFF, posted the
clip as a commentary on copyright owners
abusing their rights by not taking into
account the concept of “fair use.”

The Viacom and NFL cases highlight
the difference between “unauthorized
uses,” which are usually claimed in the
takedown notice, and infringing uses,
because the former category includes par-
odies and commentaries that may not be
infringing. In response to such criticism,
Viacom has defended that its “error rate”
related to takedowns is about 0.05 per-
cent, and that it is difficult to figure out
what is and is not infringing when the
company finds over 100,000 clips contain-
ing its content.

Obsolete Provisions?

This begs the question whether the
DMCA is capable of handling Internet
copyright disputes in and beyond 2007.

The DMCA was written for a different
Internet in 1998, when bandwidth and
technology would not have been capable of
handling a content-sharing web site such as
YouTube. The DMCA may be incapable of
addressing a landscape where one of about
100,000,000 active Internet domains can on
any given day display over 100,000 clips
owned by Viacom—a single copyright
holder (in a world of millions of
copyrighted works).

It is reasonable to infer that
the DMCA “Safe Harbors” were
intended to protect the AOLs of
the world—online service
providers with identifiable
customers and virtually no
involvement in, or direct bene-
fit from, material posted by their
users on the Internet.
Contrast  YouTube,
which does not charge
a fee, does not have
credit card informa-
tion for its customers,
and does not verify
certain  identifying
information from its
users.  Additionally,
YouTube targets its ads
to specific video clips,
and packages, promotes, shares and embeds
those clips—facts relied on by Viacom in
claiming that the Safe Harbors (which
require that service providers not be
responsible for and not “directly” benefit
from infringement) do not protect
YouTube.

YouTube’s response is that the DMCA

obliges it to respond promptly to valid take-

M See DIGITAL on PAGE 7
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Patent Holder PREVAILS

CONTRACT LAW TRIUMPHS
OVER FIRST SALE DOCTRINE

Federal Circuit: doctrine
doesn’t apply to defendants’
self-replicating technology

By MICHELLE HENDERSON

ver since the U.S. Supreme Court’s 1895

decision in Keeler v. Standard Folding
Bed Co., 157 U.S. 659, the doctrine of
patent exhaustion, commonly
referred to as the “first sale doc-
trine,” has formed a part of
U.S. patent law.

The first sale doctrine
recognizes that the unre-
stricted first sale by a
patent owner of his
patented technology
exhausts his patent rights in
the patented tech-
nology. Thus, the
purchaser of a
product cov-
ered by a US.
patent has the
private prop-
erty right to
use and dis-
pose of the
product
however he chooses, including reselling the
product.

Generally, the first sale doctrine does not
apply in cases where the patent owner
restricts the use of the product in a license
agreement. However, what happens when
the purchaser does not have a license agree-
ment with the patent owner even though
the seller does and is prohibited from sell-
ing to a purchaser unless the purchaser
signs a license agreement with the patent
owner?

In Monsanto Co. v. Scruggs, 79 U.S.P.Q.2d
1813 (Fed. Cir. 2006), the Federal Circuit
recently held that the first sale doctrine
does not protect the purchaser from patent
infringement liability even though the pur-
chaser did not sign a license agreement with
the patent owner.

Seeds In Dispute

Monsanto Co. owns several patents from
which it developed glyphosate herbicide
resistant soybeans and cotton, sold as
Roundup Ready® soybeans and cotton.
Monsanto also developed stack trait cotton
resistant to glyphosate herbicide and certain
insects, which is sold as Bollgard/Roundup
Ready® cotton. Roundup® is an example of
one type of glyphosate herbicide to which
Roundup Ready® plants are resistant.

Since 1996, Monsanto has licensed its
biotechnology to seed companies that sell
Roundup Ready® and Bollgard/Roundup
Ready® seeds. The license agreements
between Monsanto and the seed sellers
impose certain restrictions on the seed sell-

Michelle Henderson is an associate in the Atlanta
office of Cantor Colburn LLC. Her practice focuses on
domestic and foreign patent prosecution in the
chemical and mechanical arts.

ers. For example, the seed sellers are pro-
hibited from selling seed containing
Monsanto’s technology to growers unless
the grower signs one of Monsanto’s
license agreements. Such agree-
ments require growers to use the
seed for planting only a single
crop (exclusivity provision),
prohibit the transfer or reuse
of the seed for replanting,
prohibit research related
to Monsanto’s technol-
ogy, and require pay-
ment of a “technology
fee.”
The defen-
dants—Miitchell
Scruggs, Eddie
Scruggs,
Scruggs Farm
&  Supplies
LLC, Scruggs
Farm  Joint

Venture, HES

Farms Inc.,

MES Farms
Inc. and MHS Farms Inc. (collectively the
Scruggs)—purchased the Roundup Ready®
soybean seeds and Bollgard/Roundup
Ready® cotton seeds from seed sellers.

They, however, never signed a licensing
agreement with Monsanto even though the
bags of seeds it purchased stated that the
seeds are covered by U.S. Patents and that a
license from Monsanto must be obtained
before using the seeds.

The Scruggs planted the purchased seeds
and then after harvesting of the resulting
soybean and cotton crops, it collected and
replanted a new generation of the seeds.
They planted future crops with the seeds
obtained from subsequent generations of
crops.

After investigating the defendants’ activ-
ities, Monsanto filed suit for the infringe-
ment of its patents covering the seeds pur-
chased by the Scruggs. The trial court
issued a preliminary injunction, prohibit-
ing the Scruggs from further sale and use of
the seeds containing Monsanto’s patented
biotechnology.

The defendants responded with federal
and state antitrust claims, with several com-
mon law counterclaims such as unfair com-
petition, and with patent misuse affirmative
defenses.

Monsanto moved for summary judg-
ment on infringement, the antitrust and
patent misuse defenses, and the common
law counterclaims. The Scruggs moved to
vacate the preliminary injunction and
cross-moved for summary judgment. The
trial court granted Monsanto’s motions for
summary judgment and denied the defen-
dants’ motion to vacate the preliminary
injunction. It then issued a permanent
injunction.

Among other things, the Scruggs argued

on appeal that it purchased the Monsanto
seeds in an unrestricted sale and that it was
therefore entitled to use those seeds in an
unencumbered fashion under the first sale
doctrine.

However, the U.S. Court of Appeals for
the Federal Circuit disagreed, finding that
the first sale doctrine did not apply. In par-
ticular, the Federal Circuit held that
“[t]here was no unrestricted sale because
the use of the seeds by the seed growers was
conditioned on obtaining a license from
Monsanto.”

Further, the Federal Circuit found that
the first sale doctrine was not implicated
since the new generation seeds grown from
the original batch had never been sold to
the Scruggs, so there was no “first sale.”

In support of its finding, the Federal
Circuit stated that “[t]he fact that a
patented technology can replicate itself
does not give a purchaser the right to use
replicated copies of the technology.
Applying the first sale doctrine to subse-
quent generations of self-replicating tech-
nology would eviscerate the rights of the
patent holder.”

In addition to arguing the application of

the first sale doctrine as a defense to patent
infringement, the Scruggs also argued that
they had an implied license to use
Monsanto’s technology.

Unpersuasive Arguments

Again, the Federal Circuit disagreed with
the defendants, stating the circumstances of
the sale must plainly indicate that the grant
of a license should be inferred. Since
Monsanto required all licensees to place a
notice on its seed bags that a license must
be obtained by the purchaser of the seeds,
the Scruggs had no implied license to use
Monsanto’s patented biotechnology.

With respect to the antitrust claims, the
Scruggs argued that Monsanto was violat-
ing antitrust laws through the licensing
requirements it imposed on seed pur-
chasers. Specifically, the defendants asserted
that the exclusivity provision, the no
replant policy, and the technology fee
requirement of Monsanto’s licensing agree-
ments with seed growers are illegal anti-
competitive practices.

The Federal Circuit found the Scruggs’s
arguments to be unpersuasive for the fol-

l See PATENTED SEEDS on PAGE 6

and license agreement disputes.
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SUPREME COURT Creates

POTENTIAL NEW HAZARDS

FOR PATENT LICENSORS

In surprise twist, Federal Circuit further extends high court’s holding in Medlmmune case

The Federal
Circuit's ruling in
Sandisk could
have a significant
adverse impact on
a patent owners'
ability to conduct
pre-litigation
negotiations with
potential licensees
without fear of
provoking a
declaratory
judgment action.

Eric Osterberg is of
counsel to Dreier LLP in
Stamford. His practice
focuses on intellectual
property litigation and
counseling. He is co-
author of the PLI treatise
Substantial Similarity
in Copyright Law.

By ERIC C. OSTERBERG

he U.S. Supreme Court’s decision ear-

lier this year in Medlmmune .
Genentech overturned established Federal
Circuit precedent and changed the rules of
conduct for patent licensors and licensees
by permitting licensees to seek
declaratory judgments over the
invalidity of the patents licensed
while continuing to perform the
license agreement.

The decision surprised many.
Perhaps even more surprising,
however, has been the Federal
Circuit's  reaction to the
MedImmune decision. Rather
than seeking to distinguish or nar-
row the Supreme Court’s
ruling (and rejection
of its own
jurisprudence),
the Federal
Circuit has
embraced
MedImmune
and extended it in ways that may even more
significantly impact patent licensors and
licensees in the future.

Before MedImmune, the Federal Circuit
required a two-part test to determine
whether a court has jurisdiction over a
declaratory judgment claim involving
patent rights. The declaratory judgment
plaintiff had to show (1) that conduct by
the patentee created a reasonable apprehen-
sion on the part of the declaratory judg-
ment plaintiff that it would face an
infringement suit and (2) that the declara-
tory judgment plaintiff was engaged in
infringing activity or had taken concrete
steps to engage in such activity.

Applying that test, in Gen-Probe v. Vysis,
the Federal Circuit held that a patent
licensee in good standing could not main-
tain a declaratory judgment action against
its licensor. The court reasoned that the
license agreement eliminated any reason-
able apprehension on the part of the
licensee that it would be subject to an
infringement suit.

Royalties Demanded

In MedImmune, the Supreme Court took
up the issue of a patent licensee’s ability to
maintain a declaratory judgment action.

Medimmune licensed from the defen-
dant, Genentech, rights to exploit products
covered by one existing patent and one
patent application. The terms of the license
required Medlmmune to pay royalties on
sales of any products that if unlicensed
would infringe either patent (in the event
the second patent was issued) so long as the
applicable patent had not expired or been

held invalid.
When Genentech’s application matured
into a patent, it asserted that Medlmmune’s
biggest selling product, Synagis, infringed
the new patent and demanded Medlmmune
to pay royalties based on its Synagis sales.
MedImmune paid the royalties
“under protest and with reserva-
tion of all rights.” At the same
time, it sued for a declara-
tion that the new patent
was invalid and no royal-
ties were owed under the
license agreement.
Following the Federal
Circuit’s ruling in Gen-
Probe, the District Court
dismissed the case for lack of
declaratory judgment juris-

diction and the

Federal Circuit
affirmed.

T h e

Supreme

Court

reversed on
the ground that the Gen-Probe holding con-
flicted with Supreme Court precedent, both
in the patent context and in other areas of
law. It explained, in a variety of contexts,
that case law established that one need not
necessarily perform the allegedly wrongful
act one wanted to perform prior to bring-
ing a declaratory judgment action.

The high court held that “petitioner was
not required ... to break or terminate its
1997 license agreement before seeking a
judgment in federal court that the underly-
ing patent is invalid, unenforeceable, or not
infringed.”

Less noticed initially was an important
discussion in footnote 11 of the Supreme
Court’s majority opinion, in which Justice
Antonin Scalia wrote that the first part of
the Federal Circuit’s two-part test for
declaratory judgment jurisdiction, the rea-
sonable-apprehension-of- suit test, also ran
afoul of Supreme Court precedent.

The proper test, as explained in
MedImmune, is one of totality of circum-
stances: “Basically, the question in each case
is whether the facts alleged, under all the
circumstances, show that there is a substan-
tial controversy, between parties having
adverse legal interests, of sufficient immedi-
acy and reality to warrant the issuance of a
declaratory judgment.”

Overblown Anxiety?

For obvious reasons, the MedImmune
decision caused patent owners a great deal
of anxiety. Was every licensor now vulnera-
ble to a potential declaratory judgment suit
from its licensees? Would licensees now
effectively be able to cap their potential

losses in litigation by accepting a license
and then seeking a declaratory judgment of

invalidity?
Much of that anxiety seems overblown.
With respect to future licenses,

MedImmune leaves room for licensors to
craft disincentives for licensees to challenge
the licensed patents. One might, for exam-
ple, provide that the license is terminable by
the licensor if the licensee challenges the
patent, require non-refundable upfront pay-
ments or structure the deal so that it is not
necessarily contingent on the future validity
of the patents. Some existing licenses may
already include such disincentives.

Equally important with respect to past
licenses is the universal disincentive to liti-
gate. It seems unlikely that large numbers of
licensees will want to both continue making
license payments and at the same time
absorb the high cost and uncertainty of
patent litigation, in effect funding their
adversary’s legal expenses and their own in
the present, in hopes that a favorable result
will eliminate payments owed in the future.

Moreover, the Medlmmune license did
not come about as part of a settlement of
litigation, nor did the license expressly bar
Genentech from challenging validity. The
result might not have been the same if
either of those factors had been present.

Holding Extended

One might have thought the Federal
Circuit would react unfavorably toward the
rebuke it received in MedImmune and con-
fine its holding to the narrow circum-
stances presented. The contrary, however,
has been true so far.

In two cases decided just in March—
Sandisk  v.  STMicroelectonics  and
Teva  Pharmaceuticals v.  Novartis
Pharmaceuticals—the Federal Circuit not
only embraced MedImmune, it extended its
holding further. In particular, the Federal
Circuit’s ruling in Sandisk could have a sig-
nificant adverse impact on a patent owners’
ability to conduct pre-litigation negotia-
tions with potential licensees without fear of
provoking a declaratory judgment action.

The Teva Pharmaceuticals case involved
facts unique to the pharmaceutical indus-
try. On its Food and Drug Administration
“ANDA” application, Teva certified that its
new drug did not infringe any of five
patents listed by Novartis in the FDA
“Orange Book,” itself an act of infringe-
ment according to the Federal Circuit.
Novartis subsequently sued Teva on one of
the five patents, but not the other four.

Teva sought a declaratory judgment with
respect to the other four. The Federal Circuit
held that, under the totality of the circum-
stances test mandated by Medlmmune, the
District Court erred when it dismissed defen-
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dant’s declaratory judgment claims pertain-
ing to patents on which the patent holder had
not sued, and had not even threatened to sue.

The court explained that, because
Novartis sued based on the ANDA applica-
tion, and because it limited the suit to the
single patent for strategic purposes, all of
the patents listed therein should be consid-
ered the subject of dispute.

The ruling in SanDisk may have much
broader implications, particularly if Judge
Bryson’s concurring opinion proves to be
correct.

SanDisk brought the declaratory judg-
ment action when cross-licensing discus-
sions between the parties broke down. The
most significant circumstances were that, in
the context of those negotiations,
STMicroelectronics prepared comprehen-
sive claims charts and other materials
showing the manner in which SanDisk
allegedly infringed its patents, and referred
to SanDisk products as infringing during
the meeting. At the end of the meeting,
however, STMicroelectronics officials told
SanDisk that they had “no plan whatsoever
to sue SanDisk.”

SanDisk subsequently brought suit
against STMicroelectronics for infringe-
ment of one of its patents, and for declara-
tions of invalidity and unenforceability with
respect to STMicroelectronics’s patents.

Applying the old Federal Circuit two-
part test, the District Court dismissed the
declaratory judgment claims. Applying
MedImmune, the Federal Circuit reversed.
It found that STMicroelectronics’ express
statement that it did not intend to sue was
not sufficient to offset its conduct in
preparing infringement charts and assert-
ing infringement.

The Federal Circuit wrote that: “Article 111
jurisdiction may be met where the patentee
takes a position that puts the declaratory
judgment plaintiff in the position of either
pursuing arguably illegal behavior or aban-
doning that which he claims a right to do ...
. We hold only that where a patentee asserts
rights under a patent based on certain iden-
tified ongoing or planned activity of another
party, and where that party contends that it
has the right to engage in the accused activ-
ity without license, an Article I11 case or con-
troversy will arise and the party need not risk
a suit for infringement by engaging in the
identified activity before seeking a declara-
tion of its legal rights.”

Practical Implications

The practical implications of the
SanDisk decision, as expressed by Judge
Bryson in his concurring opinion, could be
significant. Judge Bryson wrote: “[1]t would
appear that under the Court’s standard vir-
tually any invitation to take a paid license
relating to the prospective licensee’s activi-
ties would give rise to an Article 111 case or
controversy if the prospective licensee elects
to assert that its conduct does not fall
within the scope of the patent. Indeed, as
the court makes clear, even a representation
by the patentee that it does not propose to
file suit against the prospective licensee will
not suffice to avoid the risk that the paten-
tee will face a declaratory judgment action.”

If there is any uncertainty on that score,
all the prospective licensee has to do in
order to dispel any doubt is to inquire of
the patentee whether the patentee believes

its activities are within the scope of the
patent, the Federal Circuit wrote. If the
patentee says “no,” it will have made a dam-
aging admission that will make it hard to
ever litigate the issue, and thus will effec-

Federal Circuit added.

The SanDisk majority suggested that this
result may be avoided by conducting nego-
tiations under a confidentiality agreement,
but that couching them as settlement nego-

It seems unlikely that large numbers of licensees
will want to both continue making license
payments and at the same time absorb the high
cost and uncertainty of patent litigation.

tively end its licensing efforts, it held. If it
says “yes” or equivocates, it will have satis-
fied the court’s test and will have set itself
up for a declaratory judgment action,” the

tiations would not suffice. As Judge Bryson
pointed out in a footnote, however, only a
party not interested in bringing a declara-
tory judgment action would enter into such

an agreement. Others would simply refuse.

If Judge Bryson is correct, then we may
truly have entered an era of “put up or shut
up” in pre-litigation patent licensing nego-
tiations. The impact of that change may fall
hardest on smaller patent owners who
would not want to face the do or die ques-
tion that Judge Bryson posited from a
wealthier potential licensee.

Recent decisions form the Supreme
Court and the Federal Circuit have shifted
the playing field with respect to patent
owner/licensee relations and negotiations.
There can be no question that those
changes favor the licensees and potential
licensees. How much real leverage licensees
and potential licensees gain from the
changes in the law remains to be seen. =
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JURISDICTIONAL Boundaries

FOREIGN PATENT DISPUTES OFF-LIMITS

Federal Circuit: U.S. District Court abused its discretion

By DARRYL J. ADAMS

he U.S. Court of Appeals for the Federal

Circuit recently addressed the jurisdic-
tional reach of U.S. courts to adjudicate
patent disputes involving foreign patents.
In Voda v. Cordis, 476 F.3d 887 (Fed. Cir.
2007), a split panel held that, even if the dis-
trict court had the authority to exercise
supplemental jurisdiction over the foreign
patent claims, the district court abused its
discretion by exercising that authority. The
court’s opinion rests largely on comity and
judicial economy considerations.

Dr. Jan Voda holds U.S. and foreign
counterpart patents related to catheters for
use in interventional cardiology. In 2003,
Voda sued Cordis, a medical device com-
pany owned by Johnson & Johnson, in the
U.S. District Court for the Western District
of Oklahoma, alleging infringement of
three U.S. patents by Cordis’s XB catheters.
Subsequently, Voda moved to amend his
complaint to include claims that Cordis
also infringed Voda's European, British,

Darryl J. Adams is a partner in the Austin, Texas, office
of Dewey Ballantine LLP. His practice focuses on intel-
lectual property litigation with an emphasis on matters
involving electronics and computer-related technology.

Canadian, French, and German patents by
selling the same XB catheters in
those foreign jurisdictions.

In his motion to amend his
complaint, Voda argued that
the district court had supple-
mental jurisdiction over his
foreign patent claims. The
district court agreed that it
had supplemental jurisdiction,
granted Voda’s motion to
amend, and certified its
ruling for inter-
locutory  appeal.
Because of “the
paucity of law sur-
rounding the issue,”
the Federal Circuit
granted the petition
for interlocutory
appeal to address
“whether the dis-
trict court has supplemental subject matter
jurisdiction over Voda’s five foreign patents.”

The parties did not dispute that the
Constitution permits district courts to hear
infringement claims based on foreign patents.
Instead, the dispute was whether 28 U.S.C.
81367 provides a statutory basis to exercise
supplemental jurisdiction over those claims.

Section 1367(c) provides that district
courts may decline to exercise supple-
mental jurisdiction under enumer-
ated circumstances, including if
“in exceptional circumstances,
there are other compelling
reasons for declining jurisdic-
tion” Accordingly, under
81367(a), a district court has
jurisdiction over “all other
claims,” including foreign law
claims, that “form part of the
same case or contro-
versy” as the claims
within its original
jurisdiction, and are
not within one of the

exceptions.
Applying the
statute, the district

court held that Voda’s
foreign patent claims
were part of the same case or controversy
under 81367(a), but did not expressly
address Cordis’s argument that jurisdiction
should be declined under the §1367(c)
exceptions. On appeal, the Federal Circuit
did not address whether Voda's foreign
claims satisfy the threshold “same case or
controversy” requirement of 81367(a).

Instead, the Federal Circuit held that even if
the foreign claims were part of the same case
or controversy, “considerations of comity,
judicial economy, convenience, fairness, and
other exceptional circumstances constitute
compelling reasons to decline jurisdiction.”

In City of Chicago v. Int’l Coll. of Surgeons,
the Supreme Court has noted that 81367
requires federal courts to “consider and
weigh in each case, and at every stage of the
litigation, the values of judicial economy,
convenience, fairness, and comity.” Based on
these and other considerations, the Federal
Circuit held that the district court abused its
discretion under §1367(c) by exercising
supplemental jurisdiction over Voda’s for-
eign patent infringement claims.

The court in Voda also determined that
comity counsels against exercising supple-
mental jurisdiction over Voda's foreign
claims. The Federal Circuit reasoned that
comity counsels against supplemental
jurisdiction because: 1) there is no inter-
national duty to adjudicate the claims; 2)
convenience is not enhanced by domestic
courts adjudicating foreign patent claims;
3) foreign courts will adequately protect
Voda’s foreign patent rights; and 4) exer-
cising jurisdiction could prejudice the
rights of foreign governments. [
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lowing reasons: the exclusivity provision
and the no replant policy were valid exer-
cises of Monsanto’s right as a patent holder
to exclude others from making, using, or
selling its patented technology; and the
technology fee was essentially a royalty fee
within the scope of the patent grant.

The defendants also argued that the case
should be remanded back to the trial court
for a separate patent misuse analysis.

As indicated by the Federal Circuit,
patent misuse is a broader wrong than an
antitrust violation and thus may be found
even where there is no antitrust violation.
However, patent misuse only covers activity
falling outside the patent grant. The
Scruggs failed to point out any such activity.
Therefore, the Federal Circuit refused to
send the case back for a separate patent
misuse analysis.

It is clear from the Federal Circuit’s rul-
ing in Monsanto that, when a patented
product can replicate itself as in the case of
seeds, the patentee can limit the rights of
the purchaser to use or resale the self-repli-
cated product by notifying the purchaser
that they must sign a license agreement
containing such restrictions.

Uncertain Impact

Thus, the purchaser cannot rely on the
first sale doctrine to avoid liability for
patent infringement when the purchaser

is on notice that they must sign such a
license agreement.

On the other hand, it is not so clear
what the courts might rule if a different
scenario were to arise in which the pur-
chaser is not notified that they must sign a
license agreement limiting its use of the
self-replicated copies of a patented prod-
uct. In such a case, the courts should prob-
ably weigh the patent rights of the paten-
tee against the unfairness of expecting the
purchaser to sign an agreement when they
are unaware of the requirement to do so.

Based on that analysis, the first sale doc-
trine could be applied to protect the
unknowing purchaser. For example, if the
seed sellers in Monsanto had failed to notify
the purchasers that they must sign a license
agreement before using the seeds (as the
sellers were required to do in their license
agreements with Monsanto), it would seem
only fair to allow the purchasers to assert
the first sale doctrine in defense of planting
the self-replicated seeds at least through the
point in time at which they are notified of
the license agreement requirements.

The harm to the patentee in the inter-
vening time period probably could be
remedied by a breach of contract suit
against the seed sellers.

However, the courts could alternatively
find that the Monsanto case prevents the
application of the first sale doctrine to pro-
tect the purchaser altogether because the self-
replicated product was not actually sold. m
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RESTORED
COPYRIGHT
ENFORCED

By MARK HAMBLETT
ALM Media

t took a dispute over trolls to give the U.S.

Court of Appeals for the Second Circuit
its first crack at interpreting so-called
“restored” copyrights.

In doing so, the circuit upheld a prelimi-
nary injunction issued in favor of a Danish
maker of troll dolls that blocked a rival com-
pany from selling “Wish-nik” trolls as it
enforced a restored copyright held by the
Danish firm. Judges Thomas Meskill, Jon
Newman and Peter Hall decided the case of
Troll Co. v. Uneeda Doll Co., with Judge
Newman writing for the panel.

The court was confronted with an appeal
from a decision by Southern District of New
York Judge Richard
Owen interpreting
8104A of the
Copyright  Act.
Section 104A was
passed to restore
copyrights in for-
eign works that
had entered the
u.s. public
domain where
previous copy-

right  owners

failed to provide

notice of copyright

or meet other technicalities under U.S. law.
Danish  company Dam  Things

Establishment obtained a U.S. copyright for
the troll doll in 1965. But the copyright was
quickly invalidated because the dolls had
been sold in the U.S. without proper copy-
right notice. Several companies took advan-
tage of the re-entry of the dolls into the
public domain and began selling them.

Dam Things Establishment gave a license
to Uneeda’s predecessor in 1963 or 1964 and,
under that license, the company and its suc-
cessor sold Wish-niks off and on up until
about 1996. After the death of Dam Thing’s
founder, his heirs transferred exclusive rights
to exploit and license the trolls to Troll Co.

On two occasions in 2001 and 2004, the
president of Troll Co. was supposedly
informed by a Uneeda executive that
Uneeda was no longer making Wish-niks
and did not intend to sell them in the future.
But when Troll Co. was about to relaunch
the troll dolls in 2005, it learned that Uneeda
was selling Wish-niks through Wal-Mart.

Troll Co. filed suit in the Southern
District and Judge Owen granted the injunc-
tion after finding “direct evidence of actual
copying,” and that Troll Co. would suffer
irreparable harm without an injunction.

On appeal, Uneeda argued that Troll Co.
was unlikely to prevail because it could not
establish that it owned the restored copyright.

Judge Newman said “even if it is unclear
whether Troll Co. obtained ownership of
the copyright from Dam Things
Establishment . . . or from Dam’s heirs, as
Troll Co. claims here, Troll Co. is likely to
prove ownership one way or the other” m
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down notices, and that it does just that.

It is clear that Congress has, for the most
part, placed the burden on copyright own-
ers to bear the cost of policing infringe-
ment. However, in its Grokster decision,
the U.S. Supreme Court displayed reluc-
tance to interpret the law in ways that
would protect companies that build their
businesses based on others’ copyrighted
content, especially those that induce users
to share pirated material.
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This raises the question about whether
the legislative or judicial branch is better
suited to address the Internet-copyright
battle. Is the DMCA broken? Can it be
fixed? Should we shift some or all of the
burden from copyright owners to online
service providers? Is that even possible?

In truth, the “fix” may come from the
industry rather than the government, from
deals rather than litigation. Notably,
YouTube has already partnered with
Universal Music Group, Sony BMG Music
Entertainment, CBS, NBC, Universal,
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Warner Music Group and the NBA, and was
negotiating with Viacom prior to the law-
suit.

In the end, good business often wins out.
For every Napster there can be an iTunes.

While the DMCA may need some leg-
islative repairs, there are business deals
available that will allow “video” and the
Internet to co-exist. In the near future, we
will look back and note how the Internet
changed the video star. But, to paraphrase
Mark Twain, any reports of the video star’s
death are greatly exaggerated. |
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