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Note from the Managing Editor

With this inaugural issue, we introduce our Taiwan Intellectual Property Quarterly Newsletter. In this
and future editions, we will share with you trends and important court decisions that impact companies,
like yours, that compete in IP-intensive industries. We hope that you find our newsletter helpful as you
guide your own company’s legal and business strategies.

As a global law firm with an unparalleled presence in Asia and technology clients throughout the world,
Morrison & Foerster is particularly well-positioned to provide counsel and information to Taiwanese
companies.

While these are trying times for many industries, we know that the world economy will recover.
Technology, as the backbone of the international economy, will lead the way. We hope that this
information will help Taiwanese companies to be well-informed to continue compete in the global
economy and benefit when the recovery comes.

In this issue, we discuss three recent Federal Circuit decisions. We address the Bilski decision and its
affect on software patents. We also discuss a decision from the Broadcom/Qualcomm litigation that
defines the scope of remedies available when companies fail to disclose their IP to standard setting
organizations. Finally, we address the Tafas opinion on the U.S. Patent Office’s rulemaking authority.

Further, we are happy to report four recent victories secured by Morrison & Foerster LLP. Two before

the U.S. International Trade Commission, on behalf of clients Spansion and Funai, one in the District of
Connecticut for our client Evapco, and another major victory in the Eastern District of Texas on behalf of
our client Pioneer.

We hope you will find Morrison & Foerster’s Taiwan IP Quarterly Newsletter informative. We will
continue to monitor the latest developments to keep you updated.

Best wishes,

Alexander J. Hadjis, Morrison & Foerster LLP

BFMESLEARFRAE (2000F H FEDE R EEEN) BITISE AL K SIRHTEEAT » P HRFEL i
rF RS R ERE AR EEARTHIR B BT A I S AR A T
WEFHYAE] (AIBEAF]D » FFFEARTHY CGEN) REREN IR A SR AR S i R Ao -

TER— AL TR A KEE AR R (S E P R ERAV BV R SAT 2 e 2R A
A REE N EIR A R AR A R R 2 -

BT (PR EB AR (RIS SRR (S B R E  E
(I > B E R 30 S AT Ay S0 S R R BETEEEN BE HAE BRI 2
AR L BRAF TR T LA LIEPf-

TSN - ST o BT LT AR I SR BAi AT I
e S e Ly S D s e
PRI RIEAR, 2 AT S B 2 (ST BORA TR TR

- e BRI A5 Tafas— S B BRI

BRI 51 BRAPHEBEE S OIS DT KBET » S23Es (R PSpansion lIFunai{E B

IS 2 B LRI - 5 PBvapoo DRI 7 IS — a5 LU B

Ploneer EfE SETRE TR A 30— KA AT

SRR (000 H SRR RRN) SRR RN RISH S
A 418 MR B R R R

S

eSS e ey INCE LA



On June 1, the Supreme Court granted
certiorari to review the Federal Circuit’s
decision in I re Bilski'. One of the
certified issues was whether “a ‘process’
must be tied to a particular machine

or apparatus, or transform a particular
article into a different state or thing
(‘machine-or-transformation’ test), to be
eligible for patenting under 35 U.S.C. §
10172 Last year, this issue of patentable
subject matter was before the Federal
Circuit in the context of the so-called
“business method patent.” In its 132-
page In re Bilski opinion, the Federal
Circuit articulated a “machine-or-
transformation” test, arguably putting

most business method patents to rest.

THE BACKDROP OF FEDERAL
CIRCUIT DECISION IN BILSKI
Many scholars view the patent system
as a necessary evil: a limited monopoly
is available to create the incentive

for innovation. Needless to say, the
monopoly has its boundaries. In terms
of subject matter eligible for patent
protection, it has long been established
that natural phenomenon and abstract

ideas cannot be patented.

The last time the U.S. Supreme Court
touched on this issue was almost 30
years ago in the context of software

patents. In a “trilogy” of cases relating
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In re Bilski: Will The Supreme Court Change
The New Rules for Patenting Business
Methods Established By The Federal Circuit?

to algorithm and computer software,?
the Supreme Court made it clear that
abstract algorithms cannot be patented
by themselves, but the existence of

an algorithm in a claim does not
automatically render otherwise-
patentable subject matter ineligible for

patent protection.

In 1998, the Federal Circuit issued a
long-awaited decision regarding the
patentable-subject-matter issue in the
context of business method patents in
State Street Bank v. Signature Financial
Group.* According to the State Street
court, anything that “produces a
useful, concrete and tangible result”

is eligible subject matter for patent

protection.

In the wake of the State Street decision,
the USPTO saw a flood of business
method patent applications, a trend
that continued up until last year.” All
of these patents are more or less related
to a method of operating some aspect

of an economic enterprise.

The flood was believed to be triggered
not by any major innovation, but
simply by the new intellectual property
market prompted by Staze Street.
Against this backdrop, the Federal
Circuit issued I re Bilski last year.

In the opinion, the Federal Circuit
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explicitly replaced the “tangible result”
test adopted in Staze Streer with the

“machine-or-transformation” test.®

Under the “machine-or-
transformation” test, a claimed
process is patent-eligible if: “(1) it

is tied to a particular machine or
apparatus, or (2) it transforms a
particular article into a different state
or thing.”” Applying the test to the
business method patent application
at issue in /n re Bilski, the Federal

Circuit afirmed USPTO’s rejection.

The Bilski decision, however, left a
fundamental question unanswered:
What machine or what transformation
is enough to transform an abstract
method into a patentable subject
matter? Would the combination of

a method with a general computer
suffice? If a patent claim is drafted
with some additional elements that are
indisputably a “machine” but those
machine elements do not go to the
heart of the innovation or change the
scope of the claim in any meaningful
way, would those claims survive a

patentable subject matter challenge?

Déjavu? Indeed, the “machine-or-
transformation” test was initially
established in the Supreme Court

trilogy. After the trilogy, many patent
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prosecutors inserted tangentially
relevant physical elements into software

claims to avoid the patentable subject

matter problem. It is expected that they

would do the same thing again after
Bilski — this time in connection with
business method claims. After all, the
methods are typically implemented

in computers, such as methods for
e-commerce, banking, tax compliance,
etc. Some of the broader methods do

not even rely on computers.

The Federal Circuit and the USPTO,
however, are starting to move in

a different direction. In less than
two months after Bilski, the Board
of Patent Appeals and Interferences
rejected claims in no less than four
software patents relying on Bilski. In
addition, the ramification of Bilski
does not seem to stop in computer-
related patents. The Federal Circuit,
relying on its own Bilski decision,
recently invalidated a medical
diagnostic method claim in Classen

Immunotherapies, Inc. v. Biogen IDEC.®

THE FEDERAL CIRCUIT EN
BANC DECISION IN BILSKI
Writing for the en banc Court, Chief
Judge Michel’s opinion focused on
the proper standard for determining
whether a process is patent-eligible

subject matter under § 101.

A Process Is Patent-Eligible
Subject Matter If It Is Tied to a
Particular Machine or Transforms
a Particular Article into a Different
State or Thing.

The Federal Circuit began by noting

that the Supreme Court has narrowed
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the term “process” in § 101 by
excluding laws of nature, natural
phenomena, and abstract ideas from
patent-eligibility. These “fundamental
principles,” as the Federal Circuit
called them, are part of the “storehouse
of knowledge” to which no person

can claim an exclusive right. Asa
result, process claims that pre-empt
substantially all uses of a fundamental
principle are not patent-eligible, but
process claims that only foreclose
particular applications of these
fundamental principles are patent-

eligible under § 101.

In perhaps its clearest statement, the

Federal Circuit held:

The Supreme Court, however,

has enunciated a definitive test

to determine whether a process
claim is tailored narrowly enough
to encompass only a particular
application of a fundamental
principle rather than to pre-empt
the principle itself. A claimed
process is surely patent-eligible
under § 101 if: (1) it is tied to a
particular machine or apparatus, or
(2) it transforms a particular article

into a different state or thing.

The Court rejected qualifying language
in earlier Supreme Court decisions,
which Judge Newman relied on in
dissent, that would leave the door open
for patent-eligibility for some processes
that did not meet this test. Instead,

the Court, relying on the absence of
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such qualifiers in later Supreme Court
opinions, held that the “machine-or-
transformation test” was the sole test
for determining patent-eligibility of

a process under § 101, at least until
the Supreme Court “decidels] to alter
or perhaps even set aside this test to

accommodate emerging technologies.”

In limiting patent-eligibility to
processes that satisfy the “machine-
or-transformation test,” the Federal
Circuit overruled or rejected several
other tests. Most importantly, the
Federal Circuit held that the “useful,
concrete, and tangible result” test
adopted by State Street did not
adequately restrict the patent-eligibility
for processes under § 101, even if the
test was helpful in indicating whether
a claim was drawn to a fundamental
principle or practical application of

such a principle.

Further, the Court rejected various
categorical restrictions on patent-
eligibility for processes. The Court
refused to adopt the position that
would limit patent eligibility to
processes representing “technology” or
the “technological arts,” concluding
that these terms were too ambiguous

and ever-changing.

Finally, the Court refused to adopt per
se rules advocated by various amici
that would exclude software, business
methods, and other categories of

processes from patent-eligibility.
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The Scope and Application of the
Machine-or-Transformation Test
Remains Uncleat.

The Bilski decision clarifies the
patent-eligibility of processes under
§ 101 by adopting a single test and
explicitly rejecting a variety of other
tests. However, it also raises many
questions about how this test should

be applied in practice.

The opinion makes clear that a
process that is tied to a machine

or that transforms an article into

a different state or thing is patent-
eligible under § 101. However, the
Court proceeded to further limit
patent-eligibility by noting that
“the use of a specific machine or
transformation of an article must
impose meaningful limits on the
claim’s scope” and “must not merely
be insignificant extra-solution
activity.” The Court failed to
explain what it meant by imposing
“meaningful limits” or “insignificant

extra-solution activity.”

Moreover, because Bilski admitted that

his claim did not require any specific
machine or apparatus, the Court

left “to future cases the elaboration
of the precise contours of machine
implementation,” including “whether
or when recitation of a computer
suffices to tie a process claim to a
particular machine.” This open
question is particularly significant,
since most “business methods” of any

value are computer-implemented.

On the “transformation” prong of
the “machine-or-transformation

test,” the Court’s discussion still left
many open questions. The Court
first noted that the “transformation
must be central to the purpose of the
claimed process,” though it did not
explain what it meant to be “central”
to the process. The Court also held
that processes that transform physical
objects or substances, as well as
electronic data that represent physical
and tangible objects, are patent-
eligible. By contrast, the Court held
that processes that transform “abstract
constructs such as legal obligations,
organizational relationships, and
business risks” are not patent-eligible.
The Court did not address where the
line fell between these two categories

of transformations.

The Court concluded that Bilski’s
process only involved “ineligible
transformations,” such as the
transformation of legal obligations.
Because the process did not result in
“the transformation of any physical
object or substance, or an electronic
signal representative of any physical
object or substance,” it was not patent-

eligible under § 101.

WILL THE SUPREME COURT
CHANGE THE RULES
ESTABLISHED BY THE FEDERAL
CIRCUIT?

Earlier this year, the Federal Circuit

had the chance to apply the newly

established Bilski test to another
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business method patent application.
However, In re Ferguson led to a

split opinion. The majority affirmed
that the machine-or-transformation
test established by Bilski is the only
dispositive test in deciding the
patentability, while Judge Newman
disagreed that test was the only
applicable test on this issue. According
to Judge Newman, a broadside
overturning all relevant precedents, as
the majority did, was not warranted.
She concurred in the judgment on a

different ground.

Let’s hope when the Supreme Court
issues its opinion in Bilski, it will shed

more light on the patentability issue. =

U In re Bilski, 545 F.3d 943 (Fed. Cir. 2008).

2 Bilski v. Doll, No. 08-964 (Granted June 1,
2009).

3 'The three cases are Gottschalk v. Benson, 409
U.S. 63 (1972), Parker v. Flook, 437 U.S. 584
(1978), and Diamond v. Diehr, 450 U.S. 175
(1981).

4 State Street Bank & Trust Co. v. Signature
Financial Group, Inc., 149 E3d 1368 (Fed.
Cir. 1998).

The number of official business method
patent in Class 705 at USPTO has been tri-
pled in the last decade while the total number
of patent applications remained roughly the
same. However, the total number of busi-
ness method patent applications constitutes
merely about 1% of all patent applications.

EN

Bilski, 545 F3d at 954 (citing Benson, 409
U.S. at 70, Diehr, 450 U.S. at 192, Flook,
437 U.S. at 589 n.9, as well as Cochrane v.
Deener, 94 U.S. 780, 788 (1876)).

7 Id

8 Classen Immunotherapies, Inc. v. Biogen IDEC,
docket no. 2006-1634.
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The Federal Circuit recently
concluded that the actions of a
participant in a standard-setting
organization may give rise to implied
waiver and equitable estoppel as
defenses to accusations of patent
infringement. The court further
developed and confirmed the
jurisprudence surrounding standard-
setting activity based estoppel, and
held that participants in standard-
setting organizations may have a duty
to disclose their patent rights during
the standard-setting process; that
silence constitutes a breach of this
duty; and that undisclosed patents
may be deemed unenforceable against
any adopters of the standardized
technology, even if the adopter did
not participate in the standard-
setting activities. This is a significant
development in the law that any party

must consider in its litigation strategy.

In Qualcomm Inc. v. Broadcom Corp.,
548 F.3d 1004 (Fed. Cir. 2008),

the Federal Circuit upheld the
unenforceability of two Qualcomm
patents due to Qualcomm’s failure

to disclose its patent rights while
participating in the Joint Video

Team (JVT) standards discussions.
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Federal Circuit Deals Blow to Qualcomm and
Adds to the Law Governing Standard-Setting
Organization Participants

The JVT was a standard-setting
organization (SSO) created as a
combined effort of the International
Organization for Standardization,
the International Electrotechnical
Commission (ISO/IEC), and the
International Telecommunication
Union Telecommunication
Standardization Sector (ITU-T)
with the directive of creating a
single royalty-free baseline standard
for video compression technology.
Qualcomm, 548 F.3d 1008, 1013.
The standard was eventually referred

to as H.264.

The Federal Circuit determined that
Qualcomm had contravened its duty
to disclose its intellectual property
rights (IPR) because it failed to
disclose them during the standard-
setting process. Due to this conduct,
the court held that Qualcomm’s
patents were unenforceable against

any H.264 compliant devices.

Expanding on the analysis set forth in
Rambus Inv. v. Infineon Technologies
AG, 318 F.3d 1081 (Fed. Cir. 2003),
the Federal Circuit concluded that

the genesis of Qualcomm’s duty

MORRISON & FOERSTER LLP — PAGE 8

to disclose its IPR could originate
from three independent sources:

(1) the clear language of the SSO’s
IPR policy, (2) ambiguity in the
language of the IPR policy coupled
with the general understanding of the
participants, or (3) the IPR policies of
the parent organizations that created
the SSO at issue. Qualcomm, 548
F.3d at 1012-1017. Of particular
note, the Federal Circuit agreed with
the district court’s conclusion that
even if the language of the JVT’s

IPR policy did not unambiguously
create the disclosure obligation, the
language of the IPR coupled with the
JVT participants’ understanding of
the policies imposed a duty to disclose
on all participants. Qualcomm, 548

F.3d at 1016.

Although the JVT IPR policy referred
to the disclosure of intellectual
property rights “associated with” any
standardization proposal or “affecting
the use” of JVT work, the Federal
Circuit concluded that Qualcomm’s
duty to disclose only extended to
those rights that “reasonably might be
necessary’ to practice the standard.
Qualcomm, 548 F.3d at 1017-18.

The Federal Circuit explained that
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the “reasonably might be necessary”
standard is “an objective standard,
which applies when a reasonable
competitor would not expect to
practice the H.264 standard without a
license under the undisclosed claims.”
Id. at 1018. Additionally, this standard
does not require that a patent “must
‘actually be necessary’ to practice

the H.264 standard.” 4. In fact,

the court held that Qualcomm had
breached its duty of disclosure even
though the jury returned a verdict that
the products at issue did not infringe

the patents by virtue of practicing the

H.264 standard. 4. at 1018-19.

In this case, in addition to the
theories of equitable estoppel and
common law fraud that can be used
to challenge a patentee’s actions before
an SSO, the Federal Circuit validated
the use of implied waiver as a theory
for challenging the enforceability of
patents in the context of standard-
setting organizations. Due to the
lower court’s decision, the Federal
Circuit conducted its full analysis
regarding the enforceability of the
patents under the theory of implied
waiver. That is, Qualcomm’s
conduct was “so inconsistent with

an intent to enforce its rights as to
induce a reasonable belief that such
right has been relinquished.” /d.

at 1020 (citation omitted). But the

court clearly noted that the scope
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of Broadcom’s remedy would be the
same under either implied waiver or

equitable estoppel. Id. at 1023-24.

As a remedy, the district court held
that the patents, including their
continuations, continuations-in-
part, divisions, reissues, and any
other derivatives thereof, were
completely unenforceable. 7d. at
1024. Analogizing the present

case to unenforceability due to
patent misuse, the Federal Circuit
reviewed and modified the scope

of the unenforceability remedy. It
stated that “the remedy for waiver
in the SSO context should not be
automatic, but should be fashioned
to give a fair, just, and equitable
response reflective of the offending
conduct.” /d. at 1026. The

Federal Circuit held the patents
unenforceable against any products
that practiced the H.264 standard.
Notably, the Federal Circuit’s remedy
is not contingent on a defendant’s
participation in the standard-setting
organization, either during the
process that resulted in the standard

or after the standard was enacted.

While the Federal Circuit somewhat
limited the scope of the remedy, the
loss to Qualcomm is still severe.
Qualcomm’s implied waiver rendered
the two patents at issue, and their

derivatives, unenforceable as they
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apply to any products that conform
to the H.264 standard. This is a
significant remedy, as the H.264
standard is becoming a universal
standard for video compression
technology that will be employed in
most, if not all, of the products that

also practice the Qualcomm patents.

As a result of the Federal Circuit’s
decision in Qualcomm, any
participant in an SSO must be aware
that it may have a duty to disclose
its IPR even if the language of the
SSO’s IPR policy is ambiguous.

A participant must observe the
actions and understanding of other
participants and the IPR policies of
any parent organizations, which may
create a duty to disclose. Further,
any party in a patent infringement
action involving patents that relate
to a standardized technology should
consider carefully pursuing and
developing evidence regarding the
understanding of the participants
and the patentee’s actions before the
SSO, as a breach of a duty to disclose
may play a pivotal role in deciding
the outcome of the action. During
this analysis, parties should keep

in mind that the Federal Circuit

has affirmatively approved the
theories of fraud, equitable estoppel,
and implied waiver to attack the

enforceability of the patents. =
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In the Eye of the Beholder: The Essentiality

Analysis and the Patent Misuse Defense

For the second time in connection
with an ongoing investigation

before the U.S. International Trade
Commission (ITC), the Federal
Circuit has addressed the applicability
of the patent misuse defense with
respect to patent pools. In its most
recent decision, Princo Corp. v. Int’l
Trade Comm’n, No. 2007-1386 (Fed.
Cir. 2009) (Princo), the Federal Circuit
has made it more difficult for alleged
infringers to prove that pooled patents

are impermissibly “tied” together.

A patent pool is a type of “tying”
arrangement in which patents are
licensed together as a package. U.S.
Dep’t of Justice & Federal Trade
Comm’n, Antitrust Guidelines for
the Licensing of Intellectual Property
(1995) (Antitrust Guidelines) at
26-27. A “tying” arrangement is

one of the activities that courts have
found can “impermissibly broaden(]
the scope of the patent grant leading
to the unenforceability of the tied
patents under the doctrine of patent
misuse.” U.S. Philips Corp. v.
International Trade Comm’n, 424
F.3d 1179, 1184 (Fed. Cir. 2005)
(quoting C.R. Bard, Inc. v. M3 Sys.,
Inc., 157 F.3d 1340, 1372 (Fed. Cir.
1998). Whether a tying arrangement

such as a patent pool is permissible

or impermissible depends on the
exact nature of the tie: some tying
arrangements are beneficial and
pro-competitive, whereas other tying
arrangements are anticompetitive.

Antitrust Guidelines at 26-27.

Whether a tying
arrangement such
as a patent pool

is permissible or
impermissible
depends on the
exact nature of
the tie: some tying
arrangements

are beneficial and
pro-competitive,
whereas other tying
arrangements are
anticompetitive.

At issue are the CD-R and CD-
RW patent pools administered by

Philips, which include patents owned
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by, inter alia, Philips and Sony.
During the ITC investigation, the
Administrative Law Judge (AL])
found that Philips had committed
patent misuse by including patents
in the patent pool that were “not
essential for manufacturing compact
discs compliant with the Orange
Book standards, because there were
commercially viable alternative
methods of manufacturing CD-Rs
and CD-RWs that did not require the
use of technology covered by those
patents.” U.S. Philips Corp. v. Int’l
Trade Comm’n, 424 F.3d. 1179, 1183
(Fed. Cir. 2005); Princo at 5-6. In
other words, the AL] found that the
CD-R and CD-RW patent pools
impermissibly tied patents that were
essential to manufacturing CD-Rs
and CD-RWs to those that were not.
The ITC affirmed the ALJ’s finding
that four patents were non-essential
and that their inclusion in the patent
pools had an anticompetitive effect.
On review, the Federal Circuit
reversed finding that the accused
infringers had failed to prove that (1)
the four patents were in fact non-
essential and (2) their inclusion in the
pools had any anticompetitive effect.

Philips, 424 F.3d at 1198. The case
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was remanded back to the ITC for

further proceedings.

On remand, the ITC considered

and rejected the accused infringers’
patent misuse defense based on a fifth
patent, Sony’s U.S. Pat. No. 4,942,565
(Lagadec). Philips argued that claim 6
of the Lagadec patent was necessarily
infringed by CD-Rs and CD-RWss
because it covered both analog and

digital implementations, while the

implementations, the Federal

Circuit broadened the definition of
essentiality. In Philips, the Federal
Circuit had found that the patents-
in-question were essential because
“the record showed that those patents
in fact had ‘no practical or realistic
alternative.” Princo at 13 (quoting
Philips, 424 F.3d at 1194, 1198). In
Princo, however, the Federal Circuit

expanded essentiality to encompass

By broadening of essentiality to encompass

patents that are not in fact necessary to practice

a standard, the Federal Circuit has not only

made it correspondingly more difficult to prove

the existence of nonessential patents in a patent

pool, it has made the essentiality standard far

more subjective.

alleged infringers argued that, properly
interpreted in light of the specification,
claim 6’s scope was limited to digital
implementations and therefore would
not be infringed by CD-Rs and CD-
RWs. Princo at 15-16.

Instead of construing claim 6
to determine whether it was

limited to non-infringing digital

a patent that “reasonably might be”
essential. Princo at 18-19. In other
words it does not matter whether a
patent is in fact essential, only that a
licensee might reasonably believe it

to be. By broadening of essentiality
to encompass patents that are not in
fact necessary to practice a standard,
the Federal Circuit has not only made

it correspondingly more difficult to
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prove the existence of nonessential
patents in a patent pool, it has made
the essentiality standard far more
subjective. In order to determine
essentiality, courts cannot simply
construe patents correctly, but must
now first stand in the shoes of a
licensee and determine whether that
licensee would believe that the patent
“reasonably might be” essential.

Princo at 18-19.

Separate from the analysis above,
the Federal Circuit remanded the
case back to the ITC in order to
make additional findings on whether
Philips and Sony had entered into

an agreement in which Sony agreed
not to license its patents for use with
competing technologies. This theory
is separate from and unrelated to

the alleged infringers’ tying theory.
Although such an agreement would
constitute patent misuse, Princo at
23, n. 11, the Federal Circuit found
that the record was unclear as to
whether Philips and Sony had in

fact entered into such an agreement.
Princo at 33-36. When remanding,
the Federal Circuit emphasized

that if there is insufficient evidence
showing the agreement preventing
licensing individual patent to be used
with competing technologies, there
cannot be any patent misuse under

this theory. /d. at 36. =



THEAE IR LR B PR
(2) S R SR
WEEAETEGHFR -
Rz > (BEHIBIZRSR) 56

ZHHERA24EH1198H »
W n| R R 5% R & i
{TifE— D38 -

FEIF AR - KEEIRE S
Z REMRIRESHEA] (SONY

EBESERET

FEIRF A EIRERER
AT T REREE SR 62 R
EHESERNBF T
& MERCR T A
TEFE o AETRFHZES » 56
B FR A EafRAREFIA 2
BAELNEEN > N "%
RGBT 5 L R E
F AT E RIS
it o7 PrincoZZZ513H

RO EEF R R AN TR R
RS NEER] SEHEFKE EERARA
EfEGEHENB T I RN R RN
MBI RN » B R PR A T8

M o

N EIHFEBIFF]5%4,942,565
(Lagadec) ) - “FREIGEL[M]
T HHEERE AR A BT

¥ o FRAIREEE AT g A0 AT
B F R Lagadec A
FIZR OISR T AR HE
R B H ARG BRI E 7
% o T HHEHE SR E - 1R
R R R o R
PRENEHEIERYIS SCa=yi vl
% AT AT EE RO
BEARY EAZHE © Princd5515-16
H -

(SIRARFLH > CBEFSHIB
dm) 5 =EE4245551194
H o 1198FH ) - {HELEPrinco
o EEEFKE EIRA
e B E R Ry E R -
GHEIA AR DEIE
H o Princo8518-19H © #h]55
st —HEMEE RSN
FLRATEE - R B A A A]
RE ST HIEN Ry BT - 18
AR LA Sy LA
PITHR R S B IR LY
B FEEE A A
e 18 {5 155 HH B A e B

EERMSEHT—$F15H

FHIFDEERESH A
INPREE - B EAEE
IEE EEME - B T HEE L
M BAREBEA fE R
BV IEMEAR R AR LA - 18
WA E JEUEAE AT A Y IL
% MEEMGET Al N ee R
BHA “GHAARREET O
B o Princos518-19H o

WTLI Bt oA EEIEFAK
A FEREBEINRF R 3 IS5 R
HSE S ZEE  BoHHA

EFRFEFISONY =7 A%
Rl @ ok BA A ETETE
HFBEEE T B ESONY A H]
1) ({385t - ey 5 A1 o FH HL R
FIBVEF ] X Iam BB EE T
N EE R T AR
% o BE X F R R EEER
TR » Princas5 23 EERELL
BT A 3R R A Hh 2R
TN TRFLEFISONY 274
CHEBFEZZ ST @ Ukl
RIBXE © Princd$533-36H - 1

A ZE (R - EEIFRAE
SrERTRE - WS BEERT
Sy BATRER AL L R Y
fler 2 41 o FH B E AT AV AT
RFEAHEERIE T > S 5]
RER IR - [B F5536H < m



On March 20, 2009, in a split
decision including three separate
opinions, a panel of the Federal
Circuit issued its long-awaited
decision on the USPTO’s attempted
implementation of four new rules on
continuation applications, number
of claims, and requests for continued
examination (“RCE”). In 7afas v.
Doll, the majority found that the four
new rules are within the scope of the
USPTO’s rulemaking authority. The
majority also affirmed the district
court’s decision that the rule on
continuation applications (Final Rule
78) was invalid on the ground that

it was inconsistent with 35 U.S.C. §
120, but vacated the district court’s
invalidation of the remaining rules,
and remanded the case for further
proceedings. Judge Rader, in his
dissent, found all four rules invalid.
Although it remains to be seen how
the issues left open with respect to
rules that were upheld will be decided
on remand, and it is not known
whether rehearing en banc will be
requested, any implementation of the
new rules will create challenges for

patent applicants.

- (¢
D5UPRA
TAIWAN INTELLECTUAL PROPERTY QUARTERLY NEWSLETTER STh677a

Impact Looms Large in Federal Circuit Decision:
USPTO and Patent Applicants Still Locked in
Showdown Following Tafas v. Doll

BACKGROUND

In January of 2006, the USPTO
published two notices proposing

limits on continuation applications,
RCE practice, applications containing
patentably indistinct claims, and
examination of claims in patent
applications. The goal of these
proposed rules, according to the
USPTO, was to “reduce the large

and growing backlog of unexamined
applications while maintaining or
improving the quality of issued
patents.” After receiving and analyzing
more than 500 comments, many of
which opposed these proposed rules,
the USPTO made minor modifications
and issued the final rules on August
21, 2007. These new rules (collectively
known as the “Final Rules”) were

to become effective on November 1,
2007, and four of the main rules (Final
Rules 75, 78, 114, and 265) were at

issue in litigation.

Final Rules 78 and 114, also known
collectively as the “2 + 1 Rule,” are
directed to continuation applications
and RCEs, respectively. Under Final
Rule 78, an applicant is entitled to file

two continuation or continuation-in-
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part applications as a matter of right.
Additional continuation applications
may be filed only if the applicant

files a petition “showing that the
amendment, argument, or evidence
sought to be entered could not have
been submitted during the prosecution
of the prior-filed application.”
Similarly, Final Rule 114 provides that
an applicant is allowed one RCE as a
matter of right within an application
Jfamily. A petition similar to Final Rule
78 must also be filed if an applicant
seeks to file any additional RCEs.

Final Rules 75 and 265 impose
obligations on applicants when

the number of claims filed in a set

of related copending applications
exceeds 5 independent and 25 total
claims (the “5/25 Rule”). Final

Rule 75 requires a submission of an
Examination Support Document
(“ESD”) before the first Office action
on the merits, if these limits are
exceeded. The 5/25 claim threshold
does not count withdrawn claims, but
does count all of the claims present
in other co-pending applications
having a patentably indistinct

claim. Up to 15 independent claims

and 75 total claims via an initial
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application and 2 continuation
applications, but only when
prosecuted serially, can be presented
by an applicant. Final Rule 265 sets
out the requirements for ESDs, which
include a preexamination search
statement, a list of relevant references,
identification of claim limitations
disclosed by each reference, detailed
explanation of patentability of each
independent claim, and identification
of support in the specification under

35 U.S.C.§ 112, ¢ 1.

Shortly after the publication date

of the new final rules in the Federal
Register, first Triantafyllos Tafas,
and then SmithKline Beecham
Corporation, and Glaxo Group
(“Tafas”) filed suit against the USPTO
on the grounds that the Final Rules
violate the Constitution, the Patent
Act, the Administrative Procedure
Act, and the Regulatory Flexibility
Act. In Tafas v. Dudas, 511 F. Supp.

2d 652 (E.D. Va. 2007) (“Tafas I”), the

district court preliminarily enjoined
enforcement of the Final Rules. Tafas
subsequently moved for summary
judgment on the ground that the
Final Rules were invalid and sought

a permanent injunction. In Zafas v.
Dudas, 541 F. Supp. 2d 805 (E.D. Va.
2007) (“Tafas II”), the district court
granted Tafas’ motion for summary
judgment, on the grounds that the

Final Rules were inconsistent with
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the Patent Act and the precedents
from the Federal Circuit; that the
USPTO lacked substantive rulemaking
authority; and that the Final Rules
exceeded the USPTO’s statutory
authority and were invalid. The
USPTO appealed to the Federal
Circuit. Among the issues before

the Federal Circuit were whether the
USPTO has substantive rulemaking
authority, whether the Final Rules are
substantive or procedural, and whether
these four new rules are valid.

THE FEDERAL CIRCUIT’S
DECISION

Rulemaking Authority

In setting out the analytical
framework, Judge Prost, writing for the
majority, agreed with the district court
that the USPTO is not vested with any
general substantive rulemaking power
under § 2(b)(2) of the Patent Act,

but is vested only with the authority

to establish regulations that govern
“the conduct of proceedings.” See

35 U.S.C. § 2(b)(2) (giving USPTO
authority to “establish regulation,

not inconsistent with law, which .

.. (A) shall govern the conduct of

. (C) shall

facilitate and expedite the processing of

proceedings in the office; . .

patent applications, particularly those
which can be filed, stored, processed,
searched, and retrieved electronically .
.. (D) may govern the recognition and

conduct of agents, attorneys, or other
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persons representing applicants or

other parties before the Office . . .”)

More specifically, Judge Prost’s
opinion rejected the USPTO’s
argument that the substantive or
procedural distinction is immaterial,
because Congress has not vested

the USPTO with any general
substantive rulemaking power and
that the language of “the conduct of
proceedings in the Office” in § 2(b)
(2) is “indicative that Congress did not
intend to give the USPTO substantive
rulemaking authority.” This opinion
also rejected the USPTO’s argument
that “Chevron deference should

have been extended to the issue of
whether § 2(b)(2) provides substantive
rulemaking authority,” because

the cases that were given Chevron
deference, as relied on by the USPTO,
involved judicial review of procedural
rules and therefore were within the
scope of the USPTO’s rulemaking
authority. Chevron U.S.A., Inc. v.
Natural Resources Defense Council, Inc.,
467 U.S. 837, 866 (1984) (“When a
challenge to an agency construction
of a statutory provision, fairly
conceptualized, really centers on the
wisdom of the agency’s policy, rather
than whether it is a reasonable choice
within a gap left open by Congress,
the challenge must fail.”). However,
the Federal Circuit agreed with the
USPTO that Chevron deference
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can be given to the USPTO’s
interpretation of statutory provisions
in relation to its rulemaking within its

delegated authority.

Final Rules Are Procedural

According to the majority opinion,
the Final Rules are procedural
because they “govern the timing of
and materials that must be submitted
with patent applications . . . [tJhe
Final Rules may ‘alter the manner
in which the parties present . . .
their viewpoints’ to the USPTO,
but they do not, on their face,
‘foreclose effective opportunity’

to present patent applications for
examination.” The requirement

of providing all then available
amendments, arguments, and
evidence by the second continuation
application or the first RCE

under Final Rules 78 and 114 was
considered not a significant burden
that would “foreclose effective
opportunity” from an applicant,
and it was asserted that the courts
“will be free to entertain challenges
to the USPTO’s application of the
Final Rules, including its view of
when amendments, arguments,
and evidence could not have been
submitted earlier.” With respect

to Final Rules 75 and 265, while
an increased burden of production
may be placed on the applicant, the

examiner still has the burden of
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persuasion in denying patentability.
Further, the majority held that the
ESD requirement, on its face, does
not require a “world-wide search of
prior art without regard to scope,
time, or cost”; that the concern for
inequitable conduct allegations is
too speculative to void these rules;
and that the practice of limiting
the length of prosecution history to
broaden the scope of the claims is
not a right that can be invoked to

void the Final Rules.

Final Rule 78

‘The Federal Circuit affirmed the
district court’s holding that Final Rule
78 is invalid, but on different grounds.
At the Federal Circuit, invalidity

was based on the conclusion that the
rule is inconsistent with 35 U.S.C. §
120. Because § 120 unambiguously
and plainly states that an application
meeting the requirements of the
statute shall have the “same effect”

as if filed on the date of the priority,
adding an additional requirement (i.e.,
amendments, arguments, or evidence
that could not have been submitted
earlier) to these requirements is

foreclosed by the statute.
Final Rule 114

The majority reversed the district
court’s holding that Final Rule
114 was inconsistent with 35

U.S.C. § 132(a) and (b), including
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arguments that § 132 should be
interpreted on “per application”
basis and that Congress intended
RCE:s to be unlimited in number

at applicant’s discretion. The
opinion deferred to the USPTO’s
reasonable interpretation of the
statute, which allows the USPTO
to “‘prescribe regulations’ to govern
the applicant’s ability to request
continued examination, which must,
in some circumstances, be granted.”
Accordingly, the majority held that
Final Rule 114 can be applied on a
per-family basis and that it is not
required by the statute to grant

unlimited RCEs.

Final Rules 75 and 265

Similarly, the majority reversed the
district court’s holding that Final
Rules 75 and 265 violated 35 U.S.C.
§§ 102, 103, 112, and 131. While
the opinion made clear that any
rule setting an absolute limit on the
number of claims perused would

be invalid, it did not find Final
Rules 75 and 265 to do so. The
additional burden of providing an
ESD can be met by applicants, and
such submission does not change the
standards by which the application
is examined. Concerns regarding
exposure to inequitable conduct
allegations based on any inadequacy
in an ESD were considered not to

be germane. =
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RECENT AWARDS &
ACCOLADES

Morrison & Foerster’s IP practice
continued to garner recognition in

the first quarter of 2009, capturing
major honors from Chambers &
Partners, Asia Pacific Legal 500, and
Managing IP. In awarding the firm’s
IP practice with more top rankings
than any other firm in the world,
Chambers Global bestowed upon

our IP practice Band One rankings for
Global IP, Global IP Life Sciences, and
USA IP. One client was quoted by
Chambers Global as saying: “this firm
constantly exceeds our every expectation
— it is absolutely one of the best firms out
there.” 'The firm was further honored
with a Band One ranking for Japan

IP in the new Chambers Asia survey.
The Asia Pacific Legal 500 ranked us
Band One in Japan for IP International
Firms and Joint Ventures. Our Patent
Prosecution, ITC Section 337, and
Trademark practices were also honored
in Managing IP, earning Tier 2, Tier 3,

and Tier 4 rankings, respectively.

FROM THE DOCKET

East Texas Jury Awards Pioneer $60
Million

Morrison & Foerster secured a

major victory in October 2008 for
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Pioneer Corporation in a patent
infringement suit against Samsung
Electronics Co., Ltd. and its affiliates.
After an eight-day trial, and only
four hours of deliberation, a jury

in the Eastern District of Texas
decided three Samsung entities had
willfully infringed the patents in

suit and awarded $59.3 million in
compensatory damages to Pioneer.
The two parties settled soon after the
verdict. Filed in the fall of 2006, the
suit asserted that plasma televisions
manufactured by Samsung infringed
two plasma display technology patents

held by Pioneer.

In a press release announcing the
outcome of the trial, Pioneer stated:
“This significant decision in favor
of Pioneer represents recognition of
the strength of Pioneer’s intellectual
property rights in the field of plasma
displays.” The winning team was
led by Harold McElhinny (San
Francisco office), Karen Hagberg
(New York office), and Andrew
Monach (San Francisco).

Evapco Wins Complete Summary
Judgment Defense

In a defense victory for Evapco,

Inc., on January 8 a district

MORRISON & FOERSTER LLP — PAGE 22

court judge granted summary
judgment of non-infringement and
invalidity,and dismissed all patent
infringement claims stemming from
two patentsmade by Clearwater in
Clearwater Systems Corp. v. Evapco,
Inc. The ruling in the District Court
of Connecticut follows the issuance
of a favorable Markman order for
Evapco and hearings last fall at
which arguments were heard on the

summary judgment motions.

Clearwater Systems and Evapco are
both manufacturers of non-chemical
water treatment devices. Clearwater
first filed suit in 2005, alleging

theft of trade secrets and other
business law torts. Clearwater also
alleged that Evapco infringed two
Clearwater patents, one claiming

a device for non-chemical water
treatment and the other claiming

a method for non-chemical water
treatment. Evapco has prevailed on

all of Clearwater’s claims.

The winning MoFo team was led by
partner Alexander Hadjis, associates
Matt Vlissides, Yan Wang, and
Paul Kletzly, and technology advisor

Vivian Lei.
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MoFo Achieves I'TC Win for Funai
in Patent Infringement Suit

On April 10, the U.S. International
Trade Commission (ITC) issued

a final determination and remedy
order finding that the respondents
infringe Funai Electric Co., Ltd.s
digital television patent and that
their products shall be barred from

importation or sale in the U.S.

- (¢
D5UPRA
TAIWAN INTELLECTUAL PROPERTY QUARTERLY NEWSLETTER STh677a

The victory for Japan-based Funai
Electric and its affiliate, U.S.-based
Funai Corporation, Inc., comes against
14 respondents, including Vizio,

TPV, Amtran, Proview, and Syntax-
Brillian. The Investigation before the
ITC began in November 2007, after
Funai filed a formal complaint alleging
violations of Section 337 of the Tariff

Act of 1930.

The Morrison & Foerster winning
team was led by partner Karl Kramer,
with assistance from partners Harold
McElhinny, Hector Gallegos, Brian
Busey, Louise Stoupe, Moto Araki,
Nicole Smith, Mark Danis, and

Anthony Press. =
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