KIRKLAND & ELLIS LLP

IP SPOTLIGHT

Intellectual Property Newsletter

August 2010

INSIDE IP SPOTLIGHT

The U.S. Supreme Court Provides Guidance on the Limits of Patent-Eligible Subject Matter . . . . .. 1
False Patent Marking — After Forest Group and Solo Cup ... .. ....... .. ... ............. 9

The U.S. Supreme Court Provides — B H & B S R FFxf R D E &

Guidance on the Limits of (patent—eligible subje<3t ‘
Patent-Eligible Subject Matter matter) DEFIZOWNWTHA X v

RAERT
Ever since the Supreme Court of the United e
States granted writ of certiorari in Bilski v. Kappos, K EEFR o i HCH TS BV A F ROV T

No. 08-964, the question on many patent o BER O WL 2 5 L';L)GE (gilski v
professionals’ minds has been whether the Court Kappos, NO'E B 08_964?5 4 < » fF#\#F%F‘EJ%?)
would uphold the Federal Circuit’s AL O RERIIE, em B m A X ey

FHIFT (CAFC) 3200840 /L A FHfth Kik
WEHIPRE (In re Bilski, 545 F.3d 943) T/
. . .. L7 “machine-or—transformation” T A k
Justice Kennedy, speaking for a divided Court, N . _
answered that question and held that the CESRENS 75 )JE IR \}: v ,,\\Ti):_t‘o 2010%
“machine-or-transformation” test is a useful and 6)\%28 H, ZEERLE R [fT‘ TemEmD %
'mac . e > .. T 4 Y FITFOREMIZE 2. “machine—or—
important investigative “clue” for determining transformation” F A ht. FrE RS L

“machine-or-transformation” test /7 re Bilski, 545
E3d 943 (Fed. Cir. 2008). On June 28, 2010,

whether process claims are patent-eligible under — DK 1012 D F TR % &
35 U.S.C. § 101; it is not, however, the exclusive L0 5 BN ERET SO CEE
test. Bilski v. Kappos, No. 08-964, slip op. at 8 BRIAEDOT DO G (clue) ” Th BN,
(June 28, 2010). In this distribution, we will take L L. M—DF 2 R TIEAWEHRLE (%
you through the claims at issue in Bilski v. o F A =F18H) . AR TIL. AT
Kappos, explain the Court’s holding, and discuss ML e o727 L— A ERE L, HREES
how the Court’s holding may be applied. SEH L. C LIRS E O EE ) E

S HIEEm LTV,

1. The Claims at Issue and the Birth of the

Machine-or-Transformation Test 1. L7227 L—A KT “machine—or-
transformation” T A kDA

The claims in the Bilski application cover how

sellers of commodities can hedge their positions ENAAFRIZE > THEFOZ L— A%, 7F
against the possibility of future price fluctuations. i DIRGEH D3 E D X 9 IR R Ok LBy o> 7]
U.S. Pat. App. No. 08/833,892. In particular, REPEICK L THDODRY Y a i~y Y35
claim one of the Bilski application recites: WIET 5D THY (U.S. Pat. App. No.
08/833,892) | HHCIFFEEF D7 L—A 113,
A method for managing the consumption IR ZEFIFEL T,
risk costs of a commodity sold by a A 17 o C [ Gl S
. . . LRy e Hxoe
commodity provider at a fixed price S W ) %S 0 % A

comprising the steps of:

Attorney DO

Advertising



IP SPOTLIGHT | 2

(a) initiating a series of transactions between
said commodity provider and consumers of
said commodity wherein said consumers
purchase said commodity at a fixed rate
based upon historical averages, said fixed
rate corresponding to a risk position of said
consumers;

(b) identifying market participants for said
commodity having a counter-risk position to
said consumers; and

¢) initiating a series of transactions between
said commodity provider and said market
participants at a second fixed rate such that
said series of market participant transactions
balances the risk position of said series of
consumer transactions.

1d. The dependent claims in the application limit
this method to commodities trading in energy
markets. See id.

The patent examiner rejected all of the pending
claims under § 101 stating that “the invention is
not implemented on a specific apparatus and
merely manipulates [an] abstract idea and solves a
purely mathematical problem without any
limitation to a particular application...” Ex parte
Bilski, No. 2002-2257, 2006 WL 5738364, *1
(B.PA.L Sept. 26, 2006). The Board of Patent
Appeals and Interferences affirmed the rejection,
and concluded that a transformation of
“non-physical financial risks and legal liabilities”
was not patentable subject matter. /4. at *18. The
Board further concluded that the claims were
improper because they “preempt[] any and every
possible way of performing the steps of the
[claimed process], by human or by any kind of
machine or by any combination thereof.” /d. at *20.

The Federal Circuit affirmed the rejection and
held en banc that a process is patent-eligible
under § 101 only if: “(1) it is tied to a particular
machine or apparatus, or (2) it transforms a
particular article into a different state or thing.”
In re Bilski, 545 E3d at 954. While fundamental
principles, such as phenomena of nature, mental
process, or abstract intellectual concept, are not
patent-eligible, an application of a fundamental
principle for a particular and well defined use,
however, “may well be deserving of patent
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protection.” /d. at 953. The “machine-or-
transformation” test was thus intended to ensure
that a claimed process covered only a “particular
application” of a fundamental principle and
would not pre-empt all uses of the principle. /d.

The court went on to explain that the mere
recitation of a machine or transformation was
insufficient to satisfy the test requiring that the
“use of a specific machine or transformation of an
article must impose meaningful limits on the
claim’s scope.” Id. at 961. Moreover, the
“involvement of the machine or transformation
in the claimed process must not merely be
insignificant extra-solution activity.” /d. at 962.
For example, simply “adding a data-gathering
step” to a claim directed to the use of a
fundamental principle—“without specifying how”
the data is gathered—may also inappropriately
pre-empt all uses of the principle “because every
[principle] inherently requires the gathering of
data inputs.” /4. at 963. In essence, the claimed
machine or transformation “must be central to
the purpose of the claimed process.” /4. at 962.

The court noted that processes for “chemical or
physical transformations of physical objects or
substances” are clearly patent-eligible when they
otherwise satisfy the fundamental requirements of
being new and novel. /4. But where data does not
represent a physical and tangible object, the mere
display or manipulation of that data is not
patent-eligible; especially when the claim does
“not specify any particular type or nature of data;
nor ... specify how or from where the data was
obtained or what the data represent[s].” /4. So,
for example, while the graphical display of X-ray
attenuation data is patent-eligible because the
data “clearly represented physical and tangible
objects, namely the structure of bones, organs,
and other body tissues,” id. at 963, graphical
display or manipulation of abstract concepts or
data, like legal obligations or business risks,
“cannot meet the test because they are not
physical objects or substances, and they are not
representative of physical objects or substances.” /d.

2. The Supreme Court Retains the Machine-or-
Transformation “Clue” and Business Method

Patents

Starting with the language of § 101, Justice
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Kennedy, writing for a majority of the five
Justices,' observed that the patent statute specifies
four independent categories of patent-eligible
subject matter: new and useful processes,
machines, manufactures, and compositions of
matter. 35 U.S.C. § 101. Though not required by
the text of the statute, the Court’s precedent has
made clear that “laws of nature, physical
phenomena, and abstract ideas” are “specific
exceptions to § 101’s broad patent-eligibility
principles.” Bilski, No. 08-964, slip op. at 5.
While a claimed invention may fall within one of
the four categories of patent eligible subject
matter, it is not automatically entitled to
protection under the Patent Act. Instead, it must
still satisfy all of the conditions and requirements
of §§ 102, 103, and 112. 7.

The Court proceeded to address the scope of the
term “process” as used in § 101. It first observed
that the statutory definition of “process” does not
require a claimed invention to be tied to a
machine or to transform an article to be patent-
eligible and refused to impose such a limitation.
Id. at 7 (citing 35 U.S.C. § 100(b)). As such, the
Court found that the “machine-or-
transformation” test cannot be the exclusive test
of patent-eligibility for process claims. In so
finding, the Court noted that its earlier precedent
precluded any hard-line rule of patent-eligibility
not expressly required by the text of the statue.
Id. at 8 (citing Parker v. Flook, 437 U.S. 584,
588, fn. 9). The majority believed that the Court
had previously established” the “machine-or-
transformation” test as “a useful and important
clue, an investigative tool, for determining
whether some claimed inventions are processes
under § 101.” /4. at 8. The test, however, was not
intended as “the sole test” for this inquiry. /4. In
short, the Court endorsed the continued
application of the “machine-or-transformation”
test to, at least in part, determine the patent-
eligibility of process claims. The definition of

“process” in the statute also does not
“categorically exclude[] business methods.” /d. at
10. In fact, the Court was unaware of any
ordinary, contemporary, and common meaning of
“method” that would exclude business methods.
Id. Moreover, the Court observed that the
infringement defense provided by 35 U.S.C. §
273(b)(1) is available for a “method of doing or
conducting business.” 35 U.S.C. § 273(a)(3).
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Congress would not have passed such a law if it
did not contemplate that at least some business
method patents were patent-eligible. Thus, the
Court reasoned that categorically excluding
business methods from the scope of § 101 would
render § 273 meaningless, contrary to recognized
canons of statutory construction. Bilski, No. 08-

964, slip op. at 11.

The majority cautioned, however, that while §
273 leaves open the possibility of business
method patents, “it does not suggest broad
patentability of such claimed inventions.” /4. It
appears that the Court was attempting to strike a
balance here between promoting innovation by
granting limited patent monopolies, on the one
hand, and the undetermined impact of a broad
prohibition on business method patents, on the
other.

The Court also rejected the future application of
the “useful, concrete, and tangible result” test. See
State Street Bank & Trust Co. v. Signature Fin.
Group, Inc., 149 F.3d 1368, 1373 (Fed. Cir.
1998). All of the Justices agreed that the Stare
Street test was not viable, with five Justices
expressly rejecting its future application. See
Bilski, No. 08-964, slip op. at 16; /d. at 2, fn 1
(Stevens, J., concurring); /d. at 3 (Breyer, J.,
concurring).

Turning to the Bilski claims themselves, the
Court unanimously agreed that the claims at issue
did not claim patent-eligible subject matter under
§ 101. Bilski, No. 08-964, slip op. at 13. Justice
Kennedy’s majority opinion concluded that the
applicants’ claims recited abstract ideas and
affirmed their rejection by the Patent Office. The
majority resolved the case by narrowly applying
its earlier precedent in Benson, Flook, and Diehr.’
The Court first recognized that hedging is a
“fundamental economic practice;” one that is
“taught in any introductory finance class.” /d. at
15. In short, an abstract idea. /4. Finding that the
applicants’ claims recite an abstract idea, the
Court reasoned that allowing patent protection
for such claims would “pre-empt use of this
(hedging] approach in all fields, and would
effectively grant a monopoly over an abstract
idea.” Id. at 13. Thus, the claims at issue were not
patent-eligible. /d.

7o CKERFTFE2735: () 3)) » L, D2
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The remaining claims in the Bilski application
merely claim applications of hedging to certain
industries. /4. However, the Court’s decision in
Flook made clear that “limiting an abstract idea to
one field of use or adding token postsolution
components did not make the concept
patentable.” /d. As such, limiting the claims to
particular fields of use did not convert the
abstract idea of hedging to a patent-eligible
“process” under § 101.

The Court’s decision included two concurring
opinions. In the first, Justice Stevens, joined by
Justices Ginsburg, Breyer, and Sotomayor,
concurred in judgment but argued that a method
of doing business is not a “process” under § 101.
Id. at 2-3, 47 (Stevens, J., concurring). They
agreed that the claims at issue recited an abstract
idea, id. at 8, but would have resolved the case by
holding that the term “process,” as historically
understood and used in § 101, excludes business
methods from its scope. See id. at 40, 47. Such an
exclusion, however, would not mean that all
business-related processes are not patent-eligible.
However, the claims at issue are not “processes”
because they “describe[] only a general method of
engaging in business transactions—and business
methods are not patentable.” /4.

Justice Breyer wrote a separate concurrence and
agreed with Justice Stevens that a “general
method of engaging in business transactions is
not a patentable ‘process” within the meaning of
§ 101. Zd. at 1 (Breyer, J., concurring). Justice
Scalia joined part of Justice Breyer’s concurrence
to agree with the majority that a process claim
may be patent-eligible under § 101 when,
considered as a whole, it performs a function
which the patent law was designed to protect. /d.
at 3. The “machine-or-transformation” test is thus
an “important example” of how the Patent Office
or a court could determine patent-eligibility; the
test, however, is not the “sole test” for such an
inquiry. /d.

3. How Bilski Will Shape the Future

The Court’s holding provides some guidance for
going forward. First and foremost, claims reciting
methods of doing business remain patent-eligible.
To receive a patent for such a method, the
application must still satisfy the requirements of
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§§ 102, 103, and 112. Secondly, the Court’s
decision allows the Patent Office and the courts
to continue to use the “machine-or-
transformation” test to, at least in part, provide a
“clue” as to whether a claimed process falls within
the scope of “process” in § 101. However, the
Court’s opinion leaves the door open for claims
that are neither tied to a particular machine nor
transform an article from one state to another.
Such claims may still be patent-eligible as long as
the recited method is not directed to an abstract

idea.

Primarily the case relies on future decisions to
refine this delicate balance. Indeed, in two cases
decided on June 29, 2010, on summary
disposition, the Court granted writ of certiorari,
vacated the judgment, and remanded two
pending patent cases for further consideration in
light of its Bilski decision. See Mayo Collaborative
Sves. v. Prometheus Laboratories, No. 09-490 (June
29, 2010); Classen Immunotherapies, Inc. v. Biogen
ldec, No. 08-1509 (June 29, 2010). We will
continue to watch for future decisions applying
the Court’s Bilski decision to get more clarity on
its appropriate bounds and application.

1 Justices Roberts, Thomas, and Alito joined the opinion
in full and Justice Scalia joined except for Part I1.B.2
and II.C.2. Justice Stevens filed an opinion concurring
in judgment in which Justices Ginsburg, Breyer, and
Sotomayor joined. Justice Breyer filed a separate
opinion concurring in judgment in which Justice Scalia

joined as to Part IL

2 Gottschalk v. Benson, 409 U.S. 63, 70 (1972)
(“Transformation and reduction of an article ‘to a
different state or thing’ is the clue to the patentability of
a process claim that does not include particular
machines”); Parker v. Flook, 437 U.S. 584, 588, fn. 9
(1978) (“An argument can be made, however, that this
Court has only recognized a process as within the
statutory definition when it either was tied to a
particular apparatus or operated to change materials to a
‘different state or thing’”); Diamond v. Diehr, 450 U.S.
175, 192 (1981) (“[W]hen a claim containing a
mathematical formula implements or applies that
formula in a structure or process which, when considered
as a whole, is performing a function which the patent
laws were designed to protect (e.g., transforming or
reducing an article to a different state or thing), then the

claim satisfies the requirements of § 101”).
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Prometheus Laboratories, No. 09-490
(June 29, 2010); Classen
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No. 08-1509 (June 29, 2010)) ., Fexiir
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In Benson, the Court rejected claims for an algorithm
for converting numbers because such a patent “would
wholly pre-empt the mathematical formula [underlying
the algorithm] and in practical effect would be a patent
on the algorithm itself.” Id. at 13-14. In Flook, the
Court rejected claims limiting the use of an algorithm
to a particular field of use by holding that abstract ideas
cannot become patent-eligible “by attempting to limit
the use of the [abstract idea] to a particular
technological environment or adding insignificant
postsolution activity.” /. In Diebr, the Court clarified
that while laws of nature, physical phenomena, and
abstract ideas were not patent-cligible, “an application
of a law of nature or mathematical formula to a known
structure or process may well be deserving of patent
protection.” /d. (emphasis in original). Because the
invention in Diehr was not an attempt to patent a
mathematical formula, but rather was an industrial
process applying the formula, it was not directed to an
abstract idea and was thus patent-eligible. /. at 15.

See, e.g., U.S. PATENT & TRADEMARK OFFICE,
MEMORANDUM (June 28, 2010), at 2 (stating that
examiners should continue to examine patent
applications using the machine-or-transformation test).
If a claimed method meets the test, it is likely patent-
eligible “unless there is a clear indication that the
method is directed to an abstract idea.” /4. If a claimed
method does not meet the test, it is likely not patent-
eligible “unless there is a clear indication that the
method is not directed to an abstract idea.” Id.
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False Patent Marking —
After Forest Group and Solo Cup

In the few months since the Federal Circuit
determined in Forest Group, Inc. v. Bon Tool Co."
that the penalty for false patent marking provided
in 35 U.S.C. § 292 should apply on “a per article
basis,” more than 200 false marking cases have
been filed in the district courts. False marking
instantly became one of the most-important
issues in U.S. patent litigation. Pequignot v. Solo
Cup Co. subsequently clarified some of the issues,
but important questions remain, and pending
appeals and legislation may affect future suits.
This article summarizes the current state of the
law.

Background

Under 35 U.S.C. § 287(a), if a patentee or any
person “making ... any patented article for or
under them” sells a patented article without
marking the patent number on the article, the
patentee cannot recover damages for infringement
that occurred before the accused infringer
received actual notice of infringement. For this
reason, many patentees mark their patents on
their products, and force their licensees to mark
as well.

35 U.S.C. §292(a), however, provides civil
penalties for false marking of articles with intent
to deceive the public. The fine for false marking
is “not more than $500 for every such offense.”
Section 292(a) false marking cases are qui tam
cases, allowing any member of the public to sue
for a violation and to share 50% of the reward for
such cases with the United States government.

In Bon Tool, the Federal Circuit interpreted
§292(a), holding that it “clearly requires that each
article that is falsely marked with intent to

Eugene Goryunov
www.kirkland.com/egoryunov

+1 (312) 862-7059
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deceive constitutes an offense.”” Because many
products are mass-produced, a fine of up to $500
per mis-marked article meant that the potential
recovery in false marking cases was huge. Under
Bon Tool, any patentee that marks its own
products with a patent number faces the risk of
suit by a qui ram plaindff. Likewise, licensees who
mark another party’s patent on their products face
the same risks. The Bon 700/ decision almost
immediately caused so-called “marking trolls” to
begin filing a rash of false marking lawsuits
around the country, and altered the incentives for
patent holders to mark their products with their
own patent numbers.

Amount of the Penalty

Although the Federal Circuit clarified that the
fine for false marking under 35 U.S.C § 292
should apply on a per-article basis, it provided no
guidelines for deciding the amount of such a fine.
Recognizing that $500 per article might be
inappropriate in a case about paper cups that cost
only a trivial amount each, it gave the district
court “the discretion to determine that a fraction
of a penny per article is a proper penalty.”

Following Bon Tool, a district court for the
Southern District of California fined one patent
owner a total of $228,086.25 for false patent
marking. Presidio Components Inc. v. American
Technical Ceramics Corp.* In that case, Presidio’s
falsely marked product was a capacitor, and the
average sales price was $1.07 per capacitor. The
court held that “by penalizing Presidio at a rate of
about 32% of Presidio’s overall average sales price
of $1.07 per BB capacitor, the fine is substantial
enough to enforce the public policy embodied in
the statute and to deter any similar violations in
the future.” Meanwhile, the district court for the
Southern District of Texas calculated false
marking fines in another case, imposing a fine of
$180 per falsely marked stilt, even though the
stilts were sold at a price ranging between $103
and $180.° The total amount of the fine in that
case was only $6,840, but represented more than
the total revenue on the accused products. As
these cases show, the district courts vary in what
they consider to be a sufficient penalty on a per-
article basis to sufficiently discourage false patent
marking.
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Pequignot v. Solo Cup Co.” Clarifies Some of
the Issues

In the much-anticipated decision Pequignot v.
Solo Cup Co., the Federal Circuit analyzed two
important false-marking issues including in what
situation a false marker has the intent to deceive
the public. Solo Cup had sold plastic cup lids
marked with two expired patents and continued
to sell its products after it became aware that the
patents had expired.

The court first considered whether a product
marked with an expired patent is “unpatented”
under 35 U.S.C. § 292. The Federal Circuit
affirmed the decision of the district court for the
Eastern District of Virginia that Solo Cup had
falsely marked its products, stating that “[a]n
article that was once protected by a now-expired
patent is no different [from] an article that has
never received protection from a patent.” In so
doing, the court placed a heavy burden on patent
owners to police their patent markings and cease
marking them when patents expire or patent
applications go abandoned.

The Federal Circuit then had to consider the
intent of Solo Cup, which had failed to change its
marking practices even when the patents expired
because of the significant costs to replace the
patent molds, based on advice from its counsel
that doing so was not false marking under § 292.
On this issue, the Federal Circuit also affirmed
the district court’s determination that Solo Cup
lacked the required intent to deceive the public.
The Federal Circuit first confirmed that “a
purpose of deceit, rather than simply knowledge
that a statement is false, is required” for liability
under § 292.° The court then held that, although
“the combination of a false statement and
knowledge that the statement was false creates a
rebuttable presumption of intent to deceive the
public,”" the presumption was rebutted “by a
preponderance of the evidence that [Solo Cup]
did not have the requisite purpose to deceive.”"
The Federal Circuit agreed with the district court
that Solo Cup successfully rebutted the
presumption of intent by showing good faith
reliance upon advice of counsel, and a decision
not to change its patent markings based not on
deception of the public but on avoidance of cost
and business disruption.
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Pending Appeals and Legislation

In Stauffer v. Brooks Bros.,” a still-pending appeal,
the Federal Circuit has been asked to consider the
requirements for standing to bring a qui ram
action under §292. The district court in that case
had held that a person who suffered no
competitive injury and failed to allege any injury
to the United States lacked standing to bring the
case. The district court noted that the plaintiff
had failed to “allege with any specificity an actual
injury to any individual competitor, to the
market for [the marked product], or to any aspect
of the United States economy.” Other cases,
however, have not applied the standing
requirements to limit false marking qui ram
plaintiffs in this manner.

Meanwhile, there have been calls to amend the
Patent Act following Bon Tool. Leaders of the
United States Senate Judiciary Committee
introduced the latest edition of the proposed
patent reform legislation on March 4. This
proposed amendment includes a modification to
the false marking statute. If the legislation is
adopted, only “[a] person who has suffered a
competitive injury” due to false marking may file
a civil action, and the recovery of damages is
limited to “adequate to compensate for the
injury.”” The amendment would apply
retroactively to all still-pending cases, likely
disposing of many of the qui ram lawsuits already
filed unless the plaintiffs can show competitive
injury. A similar proposal was introduced in the
House of Representative on March 25, and both
proposals are still pending.

The Senate bill also proposed “virtual marking,”
which would allow patentees to mark articles
with patent numbers using the Internet. Under
this proposal, if a patentee marked its product
with the word “patent” or “pat,” “together with
an address of a posting on the Internet, accessible
to the public without charge for accessing the
address, that associates the patented article with
the number of the patent,”” sufficient marking
would be accomplished to allow the patentee to
recover damages for infringement occurring
before actual notice to the accused infringer.
Currently, the effectiveness of such “virtual
marking” has not been decided by the courts.
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Some Issues to Consider Relating to Patent

Marking

In the wake of Bon Tool and Solo Cup, patentees
and others face a number of issues that require
increased awareness of patent marking. First,
patentees and their licensees should consider
weighing the benefits of marking a patent
number on any particular article against the risks
and costs of potential future false marking suits
(whether justified or not) — and they must do so
in an uncertain legislative environment where
Congress may or may not amend the statute.
Second, patentees and licensees should consider
devoting more resources to evaluating their patent
marking including tracking patent expiration or
changes in patent claim coverage — whether by
expiration, a decision not to pay maintenance
fees, claim construction during litigation,
reexamination, reissue or otherwise. Parties
marking their patents may also wish to have
advice of counsel as to the applicability of the
marked patent’s claims and propriety of their
patent marking to refute claims of deceptive
intent. Third, parties involved in merger and
acquisition activity should consider whether to
add patent marking to their list of due diligence
review requests. And parties already involved in
false marking litigation should consider weighing
other uncertainties, including the extent to which
a settlement with a gui tam false marking plaintiff
binds future plaintiffs and the United States
government without explicit and written approval
from the government itself. These and a number
of other issues relating to patent marking
continue to develop and evolve before the courts
and Congress.

1 590 F 3d 1295 (Fed. Cir. 2009).

2 Id ac 1301.

3 Id. at 1304.

4 2010 WL1462757 (S.D. Cal. Apr 13, 2010) .
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6 2010 WL 1708433 (S.D. Tex. Apr. 27, 2010).

7 2010 WL 2346649 (Fed. Cir. Jun 10, 2010).
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