U.5. COMMENTS ON THE DRAFT EUROFPEAN PARLTAMENT MMENDMENTS
REGARDING THE PROPOSED EURDPEAN UNTON DIRECTIVE

O THE PATENTABILITY COF COMPUTER-IMPLEMENTED INVENTIONS
L. Background

On Fabruacry 20, 2002, Lhe Furoeean Commission submitted to
the European Parliament a proposed Directive on the
ratentability of Computer-Implemsnted Invencicong
(hareinafter, the term "Directive"” will be used to refer to
the February 20, 2002 text). The Directive is intended to
harmonize che standards for patentability of computer-
implemented inventions Throughout the Eurcpean Urion (EU)
member states and thereby eliminate the variations
currcntly plagaing Suropean patent law in this area of
technology. Another goal of the Directive is o create
transparency by clearly dsfining thoge standards, thereby
providing the degree of legal certainty necessary for
promoting investment and innowvarion. The Directive is
further intended te reassure EU member states that patenta
will not be granted for mere algorithms, mental processes,
ar buginess mechods, in keeping with current Eurapean
patent law.

On June 17T, 20032, che Committes on Legal Affairs and the
Internal Markel, to which the proposed Dirvective had heen
referred by the Parlisment, adopted a drafi legislative
resolution (Rereinafter che term "Resolution" will be used
to rafer Lo the Juns 17, 2003 text) contalning propased
amendments: to Lhe Direcnive and tabled iR rveport on June
18, 2003. Consideration of the Fesolutisn by Parliament
has been postponed until at least September 22, 2003.

Wﬁh August 21, 2002, United States officials mekt with Mr.

im wvan Velzen, 4 membar of the European Parliament, to
discuss various matters of mutual Interest, ineluding the
Directive and the amendments proposed by the European
Parliament in the Resclution. During the course of the
discussions, specific provisions of the Directive and
specific amendments in the Resclution weare addressed, and
it was agreed that the United States would submit comments
an these provisleons fer consideration by the Burcpean
Parliament. We are pleased to now present chode coTments,
which focus on the following three Articles: Arxrticle 4 and
the definition of "rechnical contribution,” Article € and
che proposed "roeverse engineering" excepcion oo
infringement, and Article £{a) and the proposed
“interoperability" emception to infringement. Of these,
Article 6{al is of the greatest =zoncern to the United
States because of its apparent inconsistency wich
international obiigations and its potenrial fer weaksning
patent protection in Europe. Understanding the concerns




underlying che proposal, however, and in the spirit of
cooporation, w2 have alss suggested language that would
alleviate some of our concernz with cthis provisien., We
hope that discussion of these igsues between ocur two
jurigdictions will centinue as we work together toward our
mutual goal of a harmonized patent systsam.

il. Commente o Aviicles of Significant Concern to the U. 5.
A. Article &

Article 4, both ag prescnted in the Directive and in the
proposed amendments of the Resoclution, requires a computer-
implemented invention to be succeptible of industrial
applicacion, he new and invelve an inventive step, Thene
reguirements ace basic, uwniversal components of patent laws
around che world. Article 4 additionally reguires,

howewer, that as a conditien of favelving sn inventive
step, a computer-implensnted inventlion must make a
“technical contribution.® The Resoluticn explaing that the
idea behind ctha "techrical centributien” provision js to
ensuxe that patents will not be granted for the mere
procesfing of data. Thus, a business methed implemented on
& computer would not be patentable if the computer merely
processed the business data bsravgs the problem being
solved in such a situation L& businege-related, not
“gechnizal," and therefore the contribution made is also
non-technical. By contrast, the Regolution notes that a
method for increasing Che processing speed of 3 computer
would he a "technical contribution" because processing
spead in *Lechrnical” im nature,

Whatever its intent, Article 4 is problematic for a number
of reasone. First, it blurs the distrirction between what
constitutes patenCcable gubjectc matter and what conscituces
an inventive step. Generally, an invencion mugt first fall
within a legally-defined category of invention in order to
be patented, i.e | it must first comprise patentable
subject mater. The invantive step reguirement (refarred

to as “nen-cebvicusness" in United Statez patent law)
gnaures Chat, =ven though an invention falls within che
zcope of pateplable subject marter, s patent may not be
grancted if the difference beLween Lhe invention and what
was known at the time 1t was made (referred to in patent
law a8 the "prior art"} is something that would have been
obvious to a person of ordinary skill in the relevant fiald
of invention. It is our understanding that the
"zechnicality" ingquiry is already a part of the patentable
subjecc matter test in Europe by virtue of the regquirement
of "invention" in Buropean Patent Cenvantion Article 523.

By including a "technicality” inguiry in the inventive step
toest as well, Article 4 imappropriactely gombines cwo
requireaments that are incendzd te garve two differant




purposes within the patent law.

The= second concern, which is related to the blurring of the
patentable subject matter and inventive step requiremencs,
iz rhart the invention mav not be considered as a whoele when
determining issves of patentabi’ikty. The experience of the
United States in the case of Diamond v. Diehr, 450 U.5. 175
(1981), may help to illuscracte the point. In Diehr, the
invention was a vubber molding process that used a
programmed digital computer to calculacte a mathematical
formula te improve curing of the rubber. Tt had been
argued thag invention was unpatentable because zll of the
ports of the rubber- molding machine were known, and the
only "new’ part was a meres mathematlcal formula or
2lgorithm, which under U.8. patent law (and under European
patent law) i= not pateutable subject matter. The U.5.
Supreme Court rejected this type of "piecem=al' appreoach to
patentabil .ty. oocognizing that "if carried te lte extreme.
[such an analvsis would) make all inventions unpatentable
becauee all inventions can he reduced to underlying
principles of nature wnich, once kuown, make the
implementation obvious.” Articie 4, however, s&&ns TO
contemplate mhe same type of analysis repudiated by the
Court in Trehr because it defines patentability sglely in
cerms of the type of contribution made by a part of the
inventian, irrespective of Che character af the invention
a5 a whole or whether the differsnces between the iaventiocon
as a whole and the prior art would have been cbvicus to the
poarson skilled in the arrn.

More generally, we have concerns that the "technical
rentribution requirement will adversely impact certain
sectors of the economy, =uch ae the software industry.
According o a recent study by the Business Software
Alliance, Western Europe's packaged software industry is
sxpected to grew 14 to 105 billiom suros by 2005.

Because many &cfiware companies sxpend significant
resources in rescarvch and develospment, they understandably
drsira Tte maximize procestisn far their deuwslinpmenta,
TECOUpR invegtment coets and o prevent others in the market
from getting a4 "free ride.” W“While copyright proctection is
available, it #sssentially protects the line=s of code in the
poftware program againesl copying, net the underlying
process of operation. Thuw, uopyright doss not protect the
furccionality 7 the software, which is of sigaificant
value te the guwper. Patéents, however, do protect
functionalicy and would thus & low companies o =btain the
necessary phrocection.

Degpite the forocgoing comments, we understand that the
language of Artjcle 4 is intended te codify current
practice a: the ZTuropszan Patent Office (EPFO). We believe,
however, that further discussions between the United




states, the member states of Lhe 2U and the BP0 ave
assential in arder te sontinue progress in such fora as the
Trilateral Patent Dffices and the World Intellectual
Property Organization toward increased cogperation and a
normonized international patenl svstem. We suggest that,
if this provigion is maintained in the final Directive, the
n=ed for continued discussion of these matters be
rocognized. therefore, the monitoring and reporting
reguired by ArLicles 7 snd 8 of the Directive should
addicionally provide for monitering and reporting of
wWwhether the terchnical contriburion scandard, bhoth generally
and as partinulavly definad witk regard to invenriwve step,
represents the hest standard for innovation policy with
regpect to coTputer-implemsnted inventions particularly.
and other inventions generally.

3. Article &

Arcicle 6. both as presented .p the Directive and in the
preposed amendments of the Resolution, provides a limiced
exception ro patent rights by permitting developers to
reveras engineer patanced zoftware for the purpose of
achieving interoperubility. The justification given for
thig provieion 18 te "ensure that developers of goftware
can continue to engage in the came acts to achieve
interoperabllicy under patent law a8 they are allowed to
today within the limite of copyright law,* referring to
Brricles 5 and § of vthe EU Scftware Copyright Dirsctive
{31/250/EEC) .

Bcocaudc Ch's reverse-snginesering sxception applies only to
computer mplensnled invoncions, Che EU may wieh ko
cansider whether Article § complies with Article 2701} of
the World Trade Organizaticn Agre=ement on Trade-Rejated
Aspocts of Ince.lectual Property Rights fnersinafoer
"TRIPs"}, which prohibite discrimination in the snjoyment
of patent rights baged on the field of techaclogy involved,
Ao recognized in TRIPs Article 23!1), one of the
fundamental rights conferred by a patent is the right te
prevent others from making or using the inventicn without
auchorization, Because Article § provides an exception to
this right only for computsr-implemented inventions, it
might be argusd nthat iv discriminates against auch
iaventions coptracy to Lhe requirements of TRIPs Article
27(1).

Moreaver, The justificatieon given for thig provision, i.e..
chat develepers should ke permivtied Lo infringe under
patent law to the same extent permitted under capyright
law, does net appear to account fov the different purposes
acrved by patent and copyright protection. Patence protact
invent ions .  Copyright protects: an author's parficulas
expregsion of an idea. Justityving the permissibilicy =f




acte with respect to the patent law on the basis chat
similar actsé are permissaikle under copyright law doesg neot
appear to be appropriate, as the subject matter protecced
and the standards Zor cbrtaining protection under thege twe
systams are completely diffsrent.

C. Article Sia}l

Proponed rew Rriicle 6(a) of the Resclution excepts from
patent infringement the usze of a parented technigue
"wherever the use of [that] patented Technigue s needed
for the sole purpose of ¢nguring the conversicn of the
conventionz used in two different computer systems or
necwork [sic! 8o as to allow communication and exchange of
data content balwesn them|. " The justification for this
provision is that it ensures open petworks and aveids abuse
of dominant positiong, consistent with the caze law of the
Eurcpasr Courl, of Justine.

This provision is much mere problematic than Article & for
several reasons, The scope of permiccible activicy is
pigalficantly Lireader than the zpecific acts permitted
under the Software Copyright Directive referrsd to in
Arvicle €. It would permit infringement of patented
inventions with significant cowmercial value based sclely
on some undefined "need” to "exchange data.® Virtually all
computers exchange or are capable of exchanging data with
other computers, and many reguire seme "conversion of
conventiona' for communleatien. Thus, many data exchanae
methods would appear to fall under this exception. The
justification given for Article €{a} in the Rezolutiaon
indicates that it iz intended as a remedy for
anticompetitive activity. Article 6{a;, however, permits
infringement svean in the absence of the determination of
anti-competitive activity. This broad exception To patent
rights doee not appear tu be an sppropriately limited
exception and may fall ocutside the scope permitted under
Arvicle 30 of nhe TRIFS AGresment.

Overall, the acope of Aviicle Fis! & =0 broad thas it
would signiticantly underzmine the rights of affected patent
gwners. 'n addicion, Article Gial may resulr in the granc
of compulscry Licenses without the safeguacde reguired by
TRIPs Article 31, Te aveid diminuticn of patent rights
through likberalizacion of compuisory Licenses, at a
minimum, TRIFs Article 271 sete forth several safeguards
that WTO member states muet comply with to ensure that the
patent owner's rights are respected. Arvicle si{a) prevides
no such safeguards. It simply permits infringement
whenever an unautherized entity ferls a "need* to "exchange
data" between compubters.




The United States does, however, appreciate the CoACerns
underlying this propesal, including the abuse of dominanc
market pogitions. On Lhig peint. the United States weould
like ©o point out that patents lawe ave alse subiect to
antitrust laws and to the extent there is any abuse in
market power, <che appropriate remedy 1is Chrough the
application of relevant antitrust laws. When it happens
that a patented product is so successful that it creaceas
its own economic market or devours a major portion of an
already existing market, there may ke anticompetitive
underteones. Like everyone else, a patentee iz subject to
the antitrust laws and when the patent owner improperly
harms competition, that owner wmay become lisble for
anticrust vielatione. Thus, it is important to keep in mind
that while the patentee has the right te exclude others,
the patentee may not use the patent to extend power in the
markecplace improperly. Feor these reasona, it im
recommended that the broad exception te infringement in
Article sial be deleted.




