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resident Obama signed into law the

American Invents Act (“AIA”) on

September 16, 2011. This has been
touted as the most substantial overhaul
of U.S. patent law in generations. In an
apparent effort to enhance protection avail-
able for non-patented inventions and trade
secrets, the AIA expanded the prior user
rights defense. Generally, the “new” prior
user rights defense is a defense to infringe-
ment based on one’s prior use of the
claimed invention before the patent holder
filed for patent protection.

This defense may have a particular
impact on the clean technology industry.
Inventions in the clean technology space
often have high capital requirements, with
substantial economic, technical and regula-
tory risks. Many clean technology compa-
nies forego patent protection and instead
maintain an invention as trade secret to
avoid their invention falling into the wrong
hands. Consistent with this, the clean tech-
nology industry was a main proponent of
expanding the prior user rights defense.?

In addition, over the past few years, there
has been a significant increase in the num-
ber of patent applications expedited through
the patent system under the U.S. Patent
and Trademark Office Green Technology
Pilot Program. The Program received over
3,500 applications and has resulted in over
a 1,000 patents being issued as April 2012;
the pendency time for these applications was
typically less than 1.5 years.

Due to the nature of some clean technol-
ogy and the rapid pace of development in
this space, a number of clean technology
patents may be ripe for the prior user rights
defense.

THE PRIOR USER RIGHTS DEFENSE
BEFORE THE AIA

In 1999, Congress passed the so-called
“prior user rights defense,” codified as 35
U.S.C. § 273, in reaction to the Federal
Circuit’s decision in State Street Bank &
Trust v. Signature Financial Group.* In
State Street, the Federal Circuit concluded
that business methods are patentable sub-
ject matter.” In doing so, the Federal Circuit
created uncertainty for U.S. businesses as
to whether they might now be liable for
patent infringement for continued use of
business methods. In response to concerns
expressed by the business community,
Congress enacted a defense to business
method patents. Specifically, an accused
infringer could absolve itself of liability
for patent infringement if it could prove
that it had been using the patented busi-
ness method one year prior to the filing of
the patent at issue. At the time, this prior
user rights defense was limited to patent
claims directed to business methods and
was restricted to the entity or individual
accused of infringement.

AIA EXPANDS THE PRIOR USER RIGHTS
DEFENSE

With the enactment of the AIA in 2011,
Congress expanded the scope of the prior
user rights defense in a number of ways.
Section 273 now provides that “[a] person
shall be entitled to a defense ...
person, acting in good faith, commercially

if such

used the subject matter in the United
States, either in connection with an internal
commercial use or an actual arm’s length
sale ... of a useful end result of such com-
mercial use” if the use occurred “at least
one year before ... the effective filing date

of the claimed invention; or the date on
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which the claimed invention was disclosed
to the public in a manner that qualified for
the exception from prior art under section
102(b).”

Most notably, the AIA expands the prior
user rights defense to include all patented
technologies that issue on or after the
enactment of the AIA, or September 16,
2011. In addition, the AIA expanded who
may assert the prior user rights defense.
Now, the person who conducted or directed
the performance of the commercial use
may assert the defense along with agents,
contractors, vendors, and parent and sub-
sidiary companies. Further, the prior user
rights defense may be transferred to a pur-
chasing company if the right to the defense
is ancillary or a subpart of a good faith
purchase of the underlying company.

While expanding the prior user rights
defense, the AIA also includes some very
specific requirements that an accused
infringer must satisfy in order to assert the
defense. The accused infringer must prove
that it reduced to practice the invention and
used the invention in a commercial use for
more than one year prior to the earlier of
the effective filing date or the earliest pub-
lication by the patent owner. Notably, the
burden of proof on the accused infringer is
clear and convincing evidence, the highest
standard in civil cases.

The AIA also creates a “university excep-
tion” to the prior user rights defense. This
exception precludes an accused infringer
from asserting the defense “if the claimed
invention ... was, at the time the invention
was made, owned or subject to an obliga-
tion of assignment to either an institution
of higher education ... or a technology
transfer organization whose primary pur-
pose is to facilitate the commercialization
of technologies developed by one or more

such institutions of higher education.”

THE POTENTIAL IMPACT OF THE PRIOR
USER RIGHTS DEFENSE

The prior user rights defense will likely
be a welcome and potentially effective
defense to a claim of patent infringement
for potential infringers, particularly in the
clean technology industry. A number of the
patents in the clean technology space cover
incremental improvements over prior art
technology. In addition, clean technology
companies often maintain key inventions
as trade secrets in order to maintain their
competitiveness and avoid their inventions
falling into the wrong hands. This is espe-
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cially true in the international manufactur-
ing environment for clean technologies.
The common concern of clean technology
companies is that disclosure of an invention
via a patent application may allow foreign
competitors to copy the invention — often
using cheaper labor and with the assistance
of foreign government subsidies — with little
to no recourse.

While the defense may be welcome,
care should be taken by both clean tech-
nology patent holders and accused infring-
ers to understand the implications of the
new requirements of the prior user rights
defense.

Evidence of Use and Standard of Proof

As an initial matter, an accused infringer
must be able to show that it (or a related
person or predecessor in interest) began
commercially using its invention at least
one year before the patent holder’s filing
date. Further, the prior user rights defense
only applies if the prior user’s invention
was created independently and without
derivation from the patent holder’s inven-
tion and the prior user acted in good faith.
These requirements for the prior user rights
defense put the onus on the prior user to
maintain detailed records of, among other
things, the reduction to practice and com-
mercial use of the prior user’s invention.
This onus may be particularly cumbersome
in view of the clear and convincing burden
of proof the prior user must satisfy.

Implications of the University Exception

Clean technology patent holders and
accused infringers need also appreciate the
university exception to the prior user rights
defense. This exception could have far-
reaching implications. As discussed above,
the university exception generally provides
that patents owned or subject to assignment
to universities are immune to the prior user
rights defense.

Many clean technology companies part-
ner or enter into licensing or joint venture
agreements with universities to utilize their
patented technologies. Under such circum-
stances, the patents are exempt from the
prior user rights defense. This can be both a
detriment and a benefit to clean technology
companies that partner with universities.
In the case where a competitor is practic-
ing an invention that a partnering company
obtained through a university, that competi-
tor will not be able to avail itself of the prior
user rights defense in the face of a patent
infringement action — no matter how long
the competitor may have been practicing
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the invention. On the other hand, if there is
a fall-out between the partnering company
and the university, the partnering company
may be subject to a patent infringement suit
by the university without the benefit of the
prior user rights defense — again, no matter
how long the partnering company may have
been practicing the invention prior to enter-
ing into the relationship with the university.

In view of these potential scenarios, the
university exception may lead to an increase
in licensing of patents owned by universi-
ties, particularly in the clean technology
space. It must be noted, however, that this
exception has an exception; the university
exception does not apply if “the subject
matter of the claimed invention could not
have been undertaken using funds provided
by the Federal government.”

Balance of Risk Versus Reward at
Commercialization Stage

Review of § 273 reveals that the prior
user rights defense presumably arises when
a person commercially, but secretly, uses
an invention. If the invention is not used in
secret, the use would presumably be prior
art under § 102(b). At the heart of this
defense is the interaction between patents
and trade secrets as a business strategy
for protecting inventions. As mentioned
above, clean technology companies often
maintain inventions as trade secrets in
order to maintain their competitiveness and
avoid the inventions falling into the wrong
hands. For example, if a clean technology
company invents a manufacturing process
for a biofuel that improves or optimizes
the efficiency, cost or quality of producing
the biofuel, the company has the choice of
either keeping the details of the process
trade secret or filing for patent protec-
tion. The company may choose to keep the
details of its biofuel process trade secret to
avoid it falling into its competitor’s hands.
In some cases, keeping an invention as a
trade secret is less risky for the clean tech-
nology business community.

Fundamentally, however, if a clean tech-
nology company keeps its invention secret,
it runs the risk that an independent inven-
tor filing for a patent covering the same or
substantially similar invention. Due to the
rapid pace of development in this space, it
is all the more likely that parallel, indepen-
dent research and development is taking
place in the same or substantially similar
technology. A clean technology company
has no assurances that it made commercial
use of the invention more than a year before
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someone else filed a patent application on
the same or substantially similar inven-
tion. The time and expense in conducting
searches of published patent applications
and the delay in actual publication of
patent applications may make the task
of discovering patent applications quite
challenging — if not impossible in some
instances. Further, patent applicants have
the ability to amend claims during patent
prosecution, which in some cases makes
the defense a constant moving target.

Balance of Risk Versus Reward in Court

In court, the assertion of the prior user
rights defense requires some careful con-
sideration as well. As an initial matter,
asserting the defense may unnecessarily
open-up the prior user’s trade secrets to
the public or to a competitor. Asserting the
defense puts the trade secrets directly at
issue in the case and may allow the patent
holder (presumably a competitor) to obtain
more extensive discovery of the prior user’s
trade secrets than otherwise may be neces-
sary or appropriate. An accused infringer
may not want to subject its trade secrets to
such scrutiny and discovery, even under a
court protective order.

In addition, to assert the defense, the
accused infringer may have to admit that
its current use of its invention constitutes
infringement. Indeed, when trying to estab-
lish the commercial use of the trade secrets,
the prior user risks inadvertently establish-
ing the patent holder’s infringement case.
The prior user’s evidence may not satisfy
the clear and convincing standard for the
defense and yet may satisfy the preponder-
ance standard for infringement.

Further,
at issue, it may be that the prior user

depending on the claims
rights defense will not absolve an accused
infringer from liability if its current accused
use of an invention is different or has been
altered from the use that forms the basis of
its prior user rights defense. While the stat-
ute does not specifically address this issue,
a court may find that the prior user rights
defense requires current and continued use
by the accused infringer of the prior use
that is the subject of the defense.
Relatedly, the prior user rights defense
is not a general license to all of the patent
claims, but rather only to the specific use
for which the accused infringer can estab-
lish a qualifying prior use. As such, a situa-
tion could arise where an accused infringer
could assert the defense against some, but
not all, of the claims at issue. Additionally,



§ 273 makes clear that “[a] patent shall not
be deemed to be invalid under section 102

quiver for an accused infringer. If history is
any guide, the broadening of this defense to
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Action on Patent Trolls Must Address ITC Abuse
ITC Working Group Applauds DOJ & FTC for Workshop on PAE Activity

The ITC Working Group, a coalition of companies that includes Ford, Cisco, Apple, Intel and others, applauded the Department of
Justice and the Federal Trade Commission for holding today’s joint workshop on Patent Assertion Entity (PAE) activities. The ITC
Working Group said the event is another step toward highlighting — and ultimately addressing — the damage PAE’s inflict on the
economy and on American innovation.

In 2011, the FTC issued a report that directly identified the concern about PAE abuse at the ITC, saying the discrepancy between
ITC rules and case law has created “concern that the ITC may attract suits by patentees that are less likely to obtain injunctions
in district court, potentially leading to hold-up and the resulting consumer harm...” Additionally, participants in today’s workshop,
including Coleen Chien with the University of Santa Clara Law School, have called attention to the significant growth in PAE cases
at the ITC — which jumped 400% between 2010 and 2011.

The ITC Working Group is seeking to restore original congressional intent for the ITC which is now being actively used to take
action against the U.S. companies it was created to protect.

“This workshop makes it clear that, despite the best efforts of Congress and the courts, patent trolls continue to have a deeply
damaging effect on the U.S. economy and consumers,” said Matt Tanielian, Executive Director of the ITC Working Group. “Nowhere
is that more evident than at the ITC, where PAE’s — sometimes foreign-based — are having a field day bringing cases against com-
panies with operations in the U.S. Neither the America Invents Act nor recent court rulings apply at the ITC, making it fertile ground
for the exact type of abuse that Congress has sought to eliminate.”

Tanielian continued, “PAE’s have discovered that that the much lower bar for obtaining injunctions at the ITC gives them gives
them tremendous leverage to demand outrageous licensing fees. Companies are left with little choice but to give-in to PAE demands,
leading to higher costs for consumers and barriers to American innovation. To be effective, any effort to stop the corrosive impact of
patent trolls must address ITC abuse.”

Neil Rubin, Senior Vice President of Litigation at Cisco, who will testify at the DOJ/FTC workshop, testified in July on Capitol Hill
about the abuse of the ITC by PAE’s, stating:

“Most of [the] reforms and the improvements in case law that resulted from the [America Invents] Act do not apply to the ITC patent
assertion entities who do not develop, do not make, do not sell and import products are now routinely using the ITC to assert their
patents against U.S. operating companies, imposing great expense and burden on them and on U.S. consumers. These assertions
in the ITC are injuring rather than protecting our domestic economy.”
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