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*210 Introduction

Imagine two bicycle companies. Each company is on the cutting edge of bicycle technology, and each has recently developed
a revolutionary shock absorber. Each shock absorber is sufficiently distinct from the other that both companies could patent
their inventions. The first company has its own manufacturing capacity and produces its own shock absorbers. The second
company, however, does not. It gives the specifications of its invention to an independent manufacturer, and then purchases
the shock absorbers from this manufacturer for later resale to its own customers.

The difference in manufacturing methods between these two companies is entirely irrelevant to the originality and value of
the inventions, but the patent requirements for these two inventions are very different. The first company must file a patent
application within one year of the date it sells the shock absorber to its customers, but the date on which this company first
manufactures the shock absorber is irrelevant. The second company, however, must file its patent application within one year
after it contracts with the independent company to manufacture its shock absorbers--a potentially much shorter period. There
is no good reason for this disparity.

Yet in a recent case, Special Devices, Inc. v. OEA, Inc., the Federal Circuit created exactly this disparity.'" The court
concluded that the “on-sale bar” in patent law, which allows a one-year grace period between the first offer to sell an
invention and a patent application for that invention, applies differently depending on whether a company employs a third
party to manufacture its invention.” If an outside manufacturer is used, the one-year grace period is triggered when the
inventing company agrees to pay the outside manufacturer rather than when the inventor first offers to sell the invention to its
customers.’

This paper argues that this interpretation of the on-sale bar is wrong, and that there should be an exception to the on-sale bar
for purchases by inventors from outside manufacturers. Section I provides background. Section II argues that legal precedent
and statutory text would have allowed the Federal Circuit to find an exception for a sale by an outside manufacturer to the
inventor. Section III argues that policy and economic considerations strongly favor creating the proposed exception. Such an
exception would put small inventors without manufacturing capacity and large inventors with such capacity on the same
footing. Further, such an exception would eliminate the penalty now imposed on inventors of any size who use outside
manufacturers to produce their inventions in the most efficient way. In the interests of equal treatment of all inventors and
economic efficiency, either the *211 Federal Circuit should overrule its decision in Special Devices, or Congress should
create an explicit exception for inventors who use outside manufacturers to produce their inventions.

I. Background

The on-sale bar prevents an inventor from obtaining a patent if the invention was “on sale in this country, more than one year
prior to the date of the application for patent in the United States.” It is part of the United States’ “first-to-invent” patent
system. In this system, a patent is given not to the person who first files a patent application, but to the person who first
invents the patentable invention.” Under this system, if an inventor fails to file within one year of the time an invention is
offered for commercial sale, no one may patent the invention, and it is given over to the public.®

The one-year grace period of the on-sale bar is typically triggered when an inventor first offers to sell the invention to another
party.” The grace period allows inventors time to determine whether an invention has sufficient commercial value to justify
seeking a patent. The grace period also creates a temporary safe harbor for an inventor who is not aware of the on-sale bar
and who might otherwise inadvertently lose her ability to obtain a patent. The one-year grace period is measured with
reference to a “critical date.” The critical date is the date exactly one year prior to the filing of the application. Any sale or
offer to sell made between the critical date and the filing of the application does not invalidate the patent. A sale or offer to
sell made prior to the critical date, however, is fatal.

In Special Devices, OEA owned a patent on a “header” used to set off the initial explosion in airbags.’ In 1997, responding to
Special Device’s development of a similar header, OEA sent a warning letter to Special Devices." In 1999, after a *212 year
and a half of communication between Special Devices and OEA regarding the possible infringement, Special Devices filed a
complaint alleging patent invalidity and non-infringement, and OEA filed a counterclaim alleging willful infringement." The



Federal Circuit eventually held that OEA’s patent was invalid.”

The Federal Circuit’s holding rests on the complicated history of the relationship between OEA and its outside supplier,
Coors Ceramics Company. In the late 1980s, OEA developed its “header,” but lacked the capacity to manufacture the product
itself.” In 1991, Coors developed manufacturing specifications based on a request and drawing from OEA." Coors initially
manufactured and sold back to OEA 100 units for testing by OEA, a sale that the district court ignored for purposes of the
on-sale bar.” Based on these units, OEA sent a proposal to Coors in April 1991 for the manufacture of at least fifty percent of
OEA’s commercial requirements.'® In May, Coors agreed by letter, and in June OEA ordered two lots--20,000 units--for
delivery in July."” In July, OEA and Coors agreed to an on-going requirements contract for “millions of units per year.”"* Two
years later, in July 1993, OEA stopped purchasing headers from Coors."

Both OEA and Coors filed patent applications in August 1992, more than one year after the 20,000 unit sale and the
requirements contract agreement.”” OEA’s patent was for the product and aspects of its manufacture, while Coors’s patent
was for the specific manufacturing method.”’ In 1995, during the prosecution of a reissue application by Coors, Coors
revealed to the Patent and Trademark Office (PTO) that sales from Coors to OEA occurred prior to the critical date.”” The
PTO commenced a review of the two patents.” In 1999, after OEA had filed a protest to *213 Coors’s reissue application and
the PTO had rejected all of Coors’s claims, Coors abandoned the application.”

Therefore, by the time Special Devices filed suit in 1999, alleging that the OEA patent was invalid, the PTO had already
developed a record relating to the sales from Coors to OEA. The district court granted summary judgment to Special Devices,
finding that “the letters from OEA to Coors on April 19, 1991, and June 4, 1991, as well as Coors’s proposal of an ongoing
requirements contract on July 10, 1991, constitute three separate commercial offers for sale, all of which occurred prior to the
critical date.””

OEA argued on appeal to the Federal Circuit that the on-sale bar should not apply to purchases by an inventor of its patented
invention from an outside manufacturer.” The Federal Circuit rejected the argument, refusing to create an exception to the
bar that, in its words, “would allow inventors to stockpile commercial embodiments of their patented invention via
commercial contracts with suppliers more than a year before they file their patent application.”” The Federal Circuit believed
that “neither the statutory text, nor precedent nor the primary purpose of the on-sale bar” allowed the court to create an
exception to the on-sale bar for suppliers.”

Special Devices is one of a number of loosely related decisions by the Federal Circuit subsequent to the Supreme Court’s
1998 decision in Pfaff v. Wells Electronics, Inc.” In Pfaff, the Supreme Court replaced a “totality of the circumstances” test
for determining when a sale triggers the on-sale bar, which had been widely criticized as too vague, with a two-part test.”” The
first part of the test under Pfaff was that “the product must be the subject of a commercial offer for sale.””' A “commercial
offer for sale” has subsequently been interpreted to be “an offer which rises to the level of a commercial offer for sale, one
which the other party could make into a binding contract by simple acceptance (assuming consideration).”” *214 The second
part is that “the invention must be ready for patenting.”” An invention may be ready for patenting if there is “proof of
reduction to practice before the critical date” or “proof that prior to the critical date the inventor had prepared drawings or
other descriptions of the invention that were sufficiently specific to enable a person skilled in the art to practice the
invention.”

The Federal Circuit’s holding in Special Devices was not an inevitable consequence of Pfaff’s bright line two-part test.
Finding an exception for sales from suppliers to inventors may have been made more easily under the previous “totality of
the circumstances” test, but such an exception can also exist easily within the Pfaff framework. We are very unlikely to find
out from the Supreme Court whether this is so, however, for the Court has rarely been willing to grant certiorari in patent law
cases. With no chance of a circuit split because the Federal Circuit has exclusive jurisdiction over patent appeals, and the
unlikelihood of Supreme Court review, the on-sale bar decisions made by the Federal Circuit will most likely remain
unreviewed for years to come.

It also unlikely that Congress will respond to Special Devices. Noting Congress’s reluctance to pay attention to difficult
patenting issues brought up in the courts, Professor John Thomas has written: “The Supreme Court called for assistance on
patenting biotechnology and software decades ago, for example, and more recently suggested an appropriate response to the
doctrine of equivalents. Congress has so far failed to respond.” In Special Devices, the Federal Circuit nevertheless
suggested that change must come from Congress: “[N]o ‘supplier’ exception exists for the on-sale bar. If such an exception is
to be created, Congress, not this court, must create it.”** In the meantime, the inventors and companies are left to deal with the



consequences of Special Devices.

Professor Thomas Landry has noted that because of the infrequent review of Federal Circuit patent decisions, “[p]atent law
consequently places acute demands on court-watchers to guard the guardians.”’ This paper is an attempt “to guard the
guardians.”

*215 I1. Legal Analysis in Special Devices

The Federal Circuit used two lines of legal analysis to arrive at its conclusion that there should be no exception to the on-sale
bar for purchases by inventors from their suppliers. First, the court rejected OEA’s four arguments based on Federal Circuit
and district court precedent.”* Second, the court concluded that because the statutory text does not explicitly include a
“‘supplier’ exception,” it should not create such an exception.”

A. Precedent

When Special Devices was decided, there was no controlling precedent on whether a purchase by an inventor of its invention
from an outside manufacturer would trigger the on-sale bar. The Federal Circuit was thus in a position to treat the case as one
of first impression. Instead, it purported to rely on precedent, writing that the precedent did not “allow” it to make an
exception for sales to inventors.* It later explained, somewhat more accurately, that the precedent “does not support, much
less compel” it to hold in favor of OEA.* An even more accurate representation of the then-existing precedent would have
been to say that no controlling precedent existed.

The Federal Circuit in Special Devices discussed only three cases as possible precedent. The first case deals with a different
point; the second case supports rather than precludes the exception; and the third case is clearly distinguishable.

The first two cases can be dismissed easily. The first of these is Zacharin v. United States.” Zacharin does not address a
possible exception for sales between supplier and inventor, and is briefly discussed only for its analysis of what constitutes
“commercial.”” The Federal Circuit does not assert that this case requires the Special Devices holding, stating only that
“nothing in Zacharin, in either its analysis or its dicta, reasonably supports a judicially created ‘supplier’ exception.”*

*216 The second is M & R Marking Sys., Inc. v. Top Stamp, Inc.,” in which a district court addressed this specific issue, but
came to the opposite conclusion. A New Jersey district court, using the “totality of the circumstances” test, decided that the
on-sale bar did not apply to “a sale from a manufacturer to the inventor.”* The M & R Marking court concluded: “The
purposes of the on-sale bar are not served by applying it to a sale from a manufacturer to the inventor. To apply the bar in this
manner would penalize inventors who are unable to manufacture their own products.” The Federal Circuit noted that the
district court’s decision had relied on the “totality of the circumstances” test later renounced in Pfaff, and then added the
obvious point that it was not bound to follow the decision of a district court.* While there was nothing compelling the
Federal Circuit to follow this precedent, there was likewise nothing compelling the court not to follow the district court’s
lead.

Only one of the three cases, Brasseler, U.S.A. I, L.P. v. Stryker Sales Corp.,” offers any support for the Federal Circuit’s
statement that precedent precluded an exception for purchases by inventors. The language used by the Federal Circuit when
analyzing this case, however, is much weaker than its initial broad contention that the precedent does not “allow” the court to
create the exception for sales to inventors. In the end, the court merely claims: “we think Brasseler plainly disfavors the
exception now sought.” This is all that the court was able to claim--and more than perhaps it ought to have
claimed--because the Brasseler facts are clearly distinguishable from those in Special Devices.

Brasseler was the inventor of a surgical saw blade manufactured by a separate company.” Of the four named inventors, two
were employed by Brasseler, one was the owner of the manufacturer, and one was employed by the manufacturer.”
Brasseler’s main argument was that the on-sale bar should not apply to joint developers.” Brasseler attempted to rely on the
district court decision in M & R Marking holding that the on-sale bar should not be applied to a sale by a manufacturer to the
inventor.** In Brasseler, however, the purchasing company and the manufacturer *217 both employed co-inventors of the
invention, whereas in “M & R Marking, there was only one inventor and that inventor was employed by the buyer.”” In
deciding in Brasseler that a triggering sale had occurred, the Federal Circuit distinguished M & R Marking on this basis, but



it failed to recognize precisely this distinction when it later relied on Brasseler in Special Devices.*

B. Statutory Text

The Federal Circuit reasoned in Special Devices that because the statute does not specifically include an exception for
purchases from suppliers, none should exist.”” However, the Federal Circuit’s interpretation of the text is no more compelled
than its interpretation of precedent.

1. Sales to the Inventor

The language of 35 U.S.C. § 102(b) does not specify who must put the invention on sale for the statutory bar to be triggered.™
The Patent Act of 1836 included a requirement for the on-sale bar that the invention be on sale with the “consent or
allowance” of the inventor.” That requirement was eliminated, however, in 1870 when the statutory language became: “not in
public use or on sale for more than two years.”® This statutory change laid the foundation for the Special Devices court, more
than a century later, to conclude that purchases from suppliers can trigger the on-sale bar. The court explained: “By phrasing
the statutory bar in the passive voice, Congress indicated that it does not matter who places the invention ‘on sale’; it only
matters that someone--inventor, supplier or other third party-- placed it on sale.”

The Special Devices court correctly concluded that the history of the on-sale bar and relevant precedent had clearly
established that at least some sales by third parties trigger the bar. The court failed, however, to consider the important
question: What about sales by third parties to the inventor? There is an important difference between third-party sales to
outsiders and to inventors. In the first situation, where third parties sell unpatented inventions to parties other than the
inventor, there is a strong likelihood that innocent parties (including the purchaser) *218 will rely on the patented invention
being in the public domain. But in the second, where the invention is sold to the inventor, there is no possibility that either
party to the transaction, or any outside party, will innocently rely on the invention being in the public domain, for both the
seller (the manufacturer contracted by the inventor) and the buyer (the inventor) know the identity of the inventor.

The Special Devices court claimed that its decision was consistent with the previously established rule that there is no
exception for a sale “even if a thief ‘stole’ the claimed invention and passed it on to an innocent buyer.”” In Evans Cooling
Systems, John Evans invented “an aqueous reverse flow cooling system for internal combustion engines” and alleged that
General Motors stole the invention for use in its 1992 Corvettes.” General Motors sold the cars through dealers, who were
unaware of the alleged theft from Evans, prior to the critical date for Evans’s patent.* The end-customers who purchased the
cars were similarly unaware of any patent dispute.” When Evans filed suit alleging that GM infringed his patent, GM
counterclaimed for a declaration that the sales by GM and GM dealers prior to the critical date rendered Evans’s patent
invalid.® The Federal Circuit agreed with GM, holding that the sales by GM dealers to end-users invalidated the patent.” The
court in Evans Cooling Systems emphasized the fact that there was reliance by innocent third parties: “the independent
dealers are innocent users who put the invention on sale by placing orders for innocent retail customers.” But of course
Special Devices is distinguishable, for it involved no innocent third party purchasers.

The Federal Circuit indicated in Evans Cooling Systems that the “result may not seem fair,” but tempered the harsh
conclusion with the reminder that “Evans is not without recourse.”” The first recourse that the court suggested--bringing suit
for misappropriation of a trade secret--would have likely generated a remedy.” The second recourse suggested by the
court--prompt action--was undoubtedly much less desirable to Evans. It was, in effect, an admonishment that Evans should
have known better. This admonishment, though, was justified--“Evans knew GM *219 stole the invention at the very time it
was allegedly stolen.”” If Evans had researched the existing on-sale bar law, he would have found that the only precedent on
point led to the conclusion that the sale of a stolen invention constitutes a sale for the purposes of the on-sale bar.”” The
Federal Circuit implied in Special Devices that the recourse available to Evans was also available to OEA.” It was
reasonable, therefore, that the Federal Circuit would expect Evans to have been on notice that sales of his stolen invention
might invalidate a patent if he waited too long before filing his patent application.

The recourse available to OEA was significantly less than that available to Evans. The first avenue of recourse--bringing suit
on a non-patent theory--was not available to OEA because there had been no misappropriation of a trade secret. This was, of
course, obvious to the Federal Circuit, and this recourse was not suggested in Special Devices. The court did, however,
indicate that both Evans and OEA “could still protect themselves” in the same manner: “by taking ‘prompt action’ and filing
a patent application within the one-year deadline.”” It is true that OEA could have filed a patent application earlier and, as the



court pointed out, there was “no obstacle to a timely patent application filing.”” But, unlike Evans, OEA had no reason to
believe that prompt action was necessary, for at the relevant time, OEA’s understanding of “sale” very likely would not have
included a purchase from the manufacturer.

2. Judge-Made Exceptions

The court in Special Devices relied on the absence of an exception in the text of the statute to justify its refusal to find an
exception for sales to inventors by third parties.” Yet the same court has found other exceptions to the on-sale bar that are not
spelled out in the statute. Because the Federal Circuit and other courts have been willing to find policy-based exceptions to
the on-sale bar in the past, there is no obvious text-based reason why the Special Devices court should not have been
similarly unconstrained.

*220 The most obvious example of a judge-made exception is the “experimental use” doctrine.” Experimental use is not
technically considered an “exception” to the on-sale bar; rather, it is simply understood that proof of experimental use
negates the application of the on-sale bar.” This difference in semantics is not important for our current purpose, as the end
result--that a non-statutory doctrine is used to avoid application of the on-sale bar--is the same for a “negation” as it is for an
“exception.”

The experimental use negation of the on-sale bar was invoked in the late eighteenth and early nineteenth centuries under the
Patent Acts of 1793 and 1836.” Neither of these statutes included the two-year grace period that was added by the Patent Act
of 1839.% But the early courts understood that because an inventor needs to experiment on an invention in order to perfect
both the invention and the patent application, the on-sale bar should not apply to sales with an experimental purpose.*” When
Congress explicitly introduced a two-year grace period for filing a patent into the statute in 1839,* the purpose of which was,
at least in part, to allow for experimentation, there was some question as to whether the experimental use negation still
applied.”

The Supreme Court resolved this question in 1877 in City of Elizabeth v. American Nicholson Pavement Co.* The case
involved the invention of a method of paving roads, more durable than other methods used at the time, that had been tested
for six years on a seventy-five foot stretch of road in Boston.* The Court recognized the economic and business necessity of
the experimental use negation, explaining that it is in “the interest of the public, as well as [the inventor], that the invention
should be perfect and properly tested, before a patent is granted for it.”*

A second judicially created exception to the on-sale bar is the exception for selling the patent rights for an invention. The text

of the statute refers only to an *221 “invention,” without further specification.” The courts have defined the word “invention”

to mean a physical embodiment of an invention, not the patent rights to the invention.*® The Federal Circuit has held that:
[A]n assignment or sale of the rights in the invention and potential patent rights is not a sale of ‘the
invention® within the meaning of section 102(b). . . . The few cases we have found on this issue have
uniformly held that such a sale of patent rights does not come within the section 102(b) bar. Such a result
comports with the policies underlying the on-sale bar, and with the business realities ordinarily
surrounding a corporation’s prosecution of patent applications for inventors.”

In creating both of these exceptions to the on-sale bar, the courts were motivated by policy considerations. They did not look
exclusively at the language of the statute and determine that, absent an explicit exception, no experimental use or patent
rights exception could exist. Instead, the courts looked to the policy reasons underlying the statute and interpreted the text to
give the most effective meaning to the statute in light of those reasons. The text of the statute should have been no more
limiting in Special Devices.

3. Limited Supplier Exception

If the Federal Circuit is genuinely convinced that the absence of an explicit textual exception for purchases from suppliers
prevents the court from creating such an exception, it would be inconsistent for the court to create even a limited exception
for these purchases. The Federal Circuit’s text-based refusal to make an exception for suppliers should indicate that any sale
from a supplier to an inventor will be treated exactly like a sale to a customer. Yet the court indicated in Special Devices
that--depending on the number of units ordered from the supplier--not every sale to an inventor will trigger the on-sale bar.”
It suggested that an exception might exist in cases “‘in which an individual inventor takes a design to a fabricator and pays



the fabricator for its services in fabricating a few sample products.””*" The facts of Pfaff v. Wells can be modified to illustrate
how this exception might work.

In Pfaff, the Supreme Court held that the two prongs of the newly-created on-sale bar test had been satisfied.” First, the Court
found that the acceptance of a purchase order for patented computer chip sockets from Texas Instruments, an outside *222
purchaser, was a “commercial offer for sale.”” Second, the Court determined that Pfaff’s invention was “ready for patenting”
because Pfaff had sent “detailed engineering drawings that described the design, the dimensions, and the materials to be used
in making the socket” to the manufacturer before receiving a purchase order from Texas Instruments.”* This was “proof that
prior to the critical date the inventor had prepared drawings or other descriptions of the invention that were sufficiently
specific to enable a person skilled in the art to practice the invention.””

The Supreme Court did not discuss an alternative way in which the on-sale bar could have been triggered in Pfaff. The Court
did not provide specific details about the transaction between Pfaff and the manufacturer, saying only that the drawings were
sent in February or March and that the manufacturer “took several months to develop the customized tooling necessary to
produce the device, and Pfaff did not fill the [Texas Instruments] order until July 1981.”*° One interpretation of the absence of
detail about this transaction is that the Court did not think that sales from the manufacturer to the inventor would trigger the
on-sale bar, supporting the argument that this type of sale should be excepted from the on-sale bar. However, no conclusion
can be drawn from the absence of this analysis, for the purchase order from Texas Instruments was sufficient to trigger the
on-sale bar, and there was no need for the Court to evaluate the transactions between Pfaff and its manufacturer.

A slight modification of the facts of Pfaff shows how an exception for “a few sample products™” might work in practice.
First, assume that the initial sale to Texas Instruments, the outside purchaser, occurred after the critical date and is therefore
irrelevant for on-sale bar purposes. Strictly following Special Devices, without yet considering a possible exception, any
commercial offer for sale from the manufacturer to Pfaff, the inventor, would have been enough to trigger the on-sale bar.
The two prongs of Pfaff would have been met--Pfaff’s detailed drawings were sufficient to prove that the invention was
“ready for patenting,” and a contract with the manufacturer to produce the invention would have established that an invention
was “subject to a commercial offer for sale.” Analytically, the answer would be the same whether one product or a thousand
products were sold to the inventor. When selling to an end-customer, the fact that an inventor may have only sold one
product does not prevent the application of the on-sale bar. Under the suggestion of Special Devices, however, it appears that
another analytical step may be necessary when evaluating purchases from manufacturers --how many units *223 were sold?
If this suggestion is followed, sales to inventors are treated differently from sales to any other party. A sale of one or a few
products will trigger the bar when sold to a party other than the inventor, but probably will not when sold to the inventor.

This limited supplier exception, for a “few sample products,” is not part of the experimental use doctrine.” It is instead a new
exception that turns not on where in the development process the invention is, but rather on the number of units purchased.
For a sale to an end-customer, the number of units sold is irrelevant (unless used to demonstrate that the sale was in fact
experimental). The sale, or offer to sell, of even just one unit can trigger the on-sale bar when the sale is made to someone
other than the inventor.” But in the case of a purchase from a supplier, the number of units appears to be critical. The Special
Devices analysis turned on the number of units purchased.'” “The language [indicating a possible exception for purchases
from a fabricator for a few sample products] does not salvage OEA’s theory; as noted earlier, OEA ordered 20,000 units from
Coors in June 1991 and thereafter agreed to a requirements contract for millions of units each year, far more than the ‘few
sample products’ mentioned in the Brasseler hypothetical.”"""

Though the exception for a “few sample products” currently appears only in dicta in Special Devices, there is good reason to
believe that the Federal Circuit would in fact allow it. The court repeatedly emphasized the high volume of products ordered
by OEA, indicating that this was an important factor in the court’s decision.'” The court twice--in the first and second-to-last
paragraphs of the decision--wrote that it would not create an exception for “stockpiling” commercial embodiments of
inventions.'” Significantly, the court concluded that “the invention was commercially exploited before the critical date”
because of an admission that the OEA purchased the products for commercial purposes and because of the “sheer number of
units purchased.”'*

Thus, in the view of the Special Devices court, it is not prevented by the text of the statute, or by the Supreme Court’s
holding in Pfaff, from creating a limited exception for sales of sample products to the inventor. If this is so, there is similarly
no statutory or Supreme Court bar to creating a comparable exception for larger sales. The Special Devices court has already
ventured into the realm of policy in *224 endorsing the exception for sales of sample products. But, having ventured into this
realm, it failed in important ways to address the policy arguments relevant to a broader exception.



I11. Policy and Economics Arguments

Based on policy considerations, the Federal Circuit should have come to a different conclusion in Special Devices. The first
of the following subsections describes the legislative history of the on-sale bar and the current incentives for inventors to use
the one-year grace period. This section includes a discussion of the reasons why inventors and companies currently value the
one-year grace period.

The next two subsections lay out the essential policy and economic arguments favoring an exception for sales to the inventor.
First, the proposed exception would protect the rights of small companies and individual inventors. These inventors, already
at a disadvantage compared to large companies, are both more likely to hire manufacturers and less likely to be aware that
their manufacturing contracts could trigger the on-sale bar. Second, regardless of the size of the company, patent law should
not penalize inventors for making economically efficient decisions. Companies generally make economically efficient
choices when deciding whether to use a supplier to manufacturer inventions, and they should not be penalized for these
decisions.

The next subsection demonstrates the inadequacies of the policy justification offered by the Federal Circuit in Special
Devices. Although the policy underlying the on-sale bar encourages prompt filing, it should not require more prompt action
by some inventors than by others. The Federal Circuit was wrong to suggest that stockpiling of inventions is a concern, based
both on the specific facts of Special Devices and on the positive economic effects of stockpiling patented inventions.

The last subsection suggests three additional justifications for creating an exception for sales to inventors. The first explains
that the only exception explicitly included in the statute--the exception for sales made “out of this country”'”--may allow
exceptions only for inventors who use foreign manufacturers. The next demonstrates why a possible criticism of the proposed
exception--that the public would rely on the invention--is insufficient. The third argues that instead of making the on-sale bar
more predictable, Special Devices may have in fact made it less so.

A. Purpose and Legislative History of the On-Sale Bar

The United States Congress has made clear policy decision to allow inventors a one-year grace period within which to file a
patent application. Congress could just as easily have decided that prompt entrance into the patent system was so important
that inventors should have no grace period. Indeed, most other countries *225 have a “first to file” patent system, where the
first inventor to file a patent application receives the patent, regardless of who the actual inventor is.' In such a system,
allowing a grace period would not be as useful to inventors as it is it under the “first to invent” system used in the United
States. If an inventor risks losing the patent to her invention by allowing another inventor to file an application before hers,
she will have very little incentive to wait a year before filing a patent application. In our “first to invent” system, where the
inventor does not face this risk, however, an inventor may benefit from delaying the patent application until after the
invention has been offered for sale.

The first on-sale bar, codified in the 1836 Patent Act, did not offer a grace period for inventors between date of sale and
required date of filing a patent application. An inventor was required to file a patent application prior to putting an invention
on sale.'”

Congress added a two-year grace period in 1839, allowing an inventor to file a patent application within two years after an
invention was first put on sale.'” There are no legislative records from this period that explain the introduction of this grace
period. Almost fifty years later, without citing any legislative history, the Supreme Court offered an explanation of the
rationale behind the two year grace period: “The evident purpose of the section was to fix a period of limitation which should
be certain, and require only a calculation of time, and should not depend upon the uncertain question of whether the applicant
had consented to or allowed the sale or use.”'”

In 1939, Congress revisited the issue of the on-sale bar and reduced the grace period from two years to one."® Reports from
the congressional hearings offer justification for reducing the grace period. The Commissioner of Patents testified that two
years might have been necessary in the early 1800s to allow “an inventor to make up his mind whether or not to file an
application for patent,” but that by the early 1900s this delay was “a handicap to industry.”""" The reduction of the grace



period was intended to expedite patent applications.'” During the hearing in the *226 House, one Representative noted that
reducing the grace period would unequally harm poorer inventors, who may require additional time to raise the funds to
apply for a patent.'” It is apparent from this Representative’s comments that protection of small inventors has been one of
Congress’s concerns, and that the length of the grace period balances the needs of inventors--particularly small
inventors--against the needs of the public. When Congress enacted the Patent Act of 1952, the one-year on-sale bar was
retained in an almost identical form."*

Even though the purposes behind the on-sale bar and the year grace period are not explicit in the scant legislative history, the
courts have frequently cited four main purposes of the on-sale bar. These purposes provided the underlying framework of the
“totality of the circumstances” test that was used prior to Pfaff. The Federal Circuit identified these purposes as:
[Dliscouraging removal of inventions from the public domain that the public reasonably has come to
believe are freely available; favoring the prompt and widespread disclosure of inventions; allowing the
inventor a reasonable amount of time following sales activity to determine the potential economic value
of a patent; and prohibiting the inventor from commercially exploiting his invention beyond the
statutorily prescribed time.'"

The source of these four purposes is a student Note published in the Stanford Law Review in 1972,"¢ which were adopted by
the Court of Claims nine years later."” Although the student author of the Note relied on legislative history and case law to
infer the four purposes, Congress itself has never expressly articulated them.'*

A more recent historical analysis of the 1839 statute suggests that the creation of the two-year grace period was an attempt to
balance the interests of inventors and employers.'” Congressional records indicate that individual inventors who were
employed by larger businesses and who often had trouble manufacturing and patenting their inventions independently, would
sometimes lose their patent rights *227 because of sales of the inventions by their employers."”* Section 7 of the Patent Act of
1839 gave individuals and corporations who had purchased or constructed the invention before the inventor filed a patent
application the right to use and sell the invention and allowed inventors two years after the first sale to apply for a patent.
This “seems to have been written to assist inventors who had allowed their employer use of an invention before the patent
was granted.”"”'

The one-year grace period continues to be an important element of the American patent system. A report issued by the
Advisory Commission on Patent Law Reform in 1992 emphasizes that the grace period is critical to the American patent law
system.”” The Advisory Commission, in evaluating the prospect of harmonizing American patent law with foreign patent
laws, considered “a grace period to be an essential element of any first-to-file system, and its current absence in other systems
to be a significant detriment to U.S. inventors.”'” One of the reasons cited for the importance of the grace period is that it “is
essential to protect entities which have limited financial resources for speculative patent application filing and prosecution.”'*
Small companies and inventors with limited financial resources need the grace period “to ensure equal access . . . to the
benefits of U.S. patent protection” and to protect “against inadvertent loss of U.S. patent rights during the initial period of
testing or promotional activities.”'*

Patent attorneys and in-house legal counsel for large medical device and industrial technology companies give several
reasons why companies currently value the one-year grace period. These reasons include: (1) some small companies, or
inventors within larger companies, are not aware of the on-sale bar and inadvertently trigger the grace period; (2) in a large
company, where a legal department may receive several thousand invention disclosures each year, it may take several months
for a company to evaluate whether to file any individual patent application; (3) inventors and product developers may be too
busy getting a product to market, particularly in markets that significantly reward a fast time-to-market, to focus on patent
applications; (4) there are occasional circumstances--during layoffs, for example--when even large companies, which may
not usually confront on-sale bar difficulties, have trouble filing an application within the year; and (5) the financial cost of
filing a patent may encourage small companies or individual inventors, particularly *228 those without a great deal of cash
on hand, to delay filing.”* Another reason that has been suggested, though not mentioned by this group of respondents, is that
inventors seek to extend the life of a patent by delaying application.'”

These reasons fit into two general categories: intentional use and inadvertent use of the grace period. Both are equally
important. First, intentional use of the grace period provides companies additional time to draft a patent application and
determine whether an application is worthwhile. This time will likely result in patent applications that are clearer and more
accurate. Encouraging companies to evaluate the merits of a particular patent may have the added benefit of eliminating some



unnecessary patents. Second, inadvertent use of the grace period protects individual inventors and smaller companies, as well
as larger companies that may be experiencing turmoil or employ uninformed inventors.

Without substantive comments in the legislative history of the on-sale bar, it is impossible to know whether Congress
intended inventors to enjoy these particular benefits of the year grace period. It is clear, though, that many companies do use,
and value, the grace period.” An independent patent prosecutor explained that smaller companies, usually unsophisticated
about patent applications, frequently use most or all of the grace period. Larger companies also use the grace *229 period.
For example, a patent litigator in the San Francisco Bay Area indicated that his clients use the grace period very often
because the companies with which he works (a majority of which are in the semiconductor industry) are often focused on
getting products to market quickly. One in-house counsel at a prominent industrial technology company also commented that
the company very frequently uses a significant portion of the grace period."”

By focusing on only one of the many purposes underlying the on-sale bar, the Federal Circuit ignored the important policy
factors that weigh in favor of the inventor. To ignore the interests of inventors altogether and to focus only on the promptness
of application--as the court did in Special Devices--is to undervalue the allowance Congress gave inventors when it created
the two-year, and later one-year, grace period.

B. Protecting Individual Inventors and Small Companies

Our patent system is in part designed to protect individual inventors and small companies. Comments in a 1956 legislative
report emphasize this purpose of the patent system:
[T]he individual inventor . . . performs a vital and important function. The patent system is designed to
encourage this type of inventor, and the patent statutes, Patent Office administration, and the patent
system as a whole must be considered, and improved where necessary, in the light of this purpose.” It
has also been suggested that because smaller companies can be, depending on the industry, more likely to
innovate than larger companies, analysis of the patent system should focus on small companies and
inventors.”' And as noted above, Congress has paid particular attention to the effects of the on-sale bar to
the poorer--likely, smaller-- inventor.'*

Not surprisingly, large companies acquire the majority of patents.” In a recent sample of 1,000 patents, 707 were assigned to
“large entities” and 293 to “small entities.””** Of the small entities, 11 were non-profit organizations, 107 were small
businesses, and 175 were individuals.”> Much of the disparity between *230 large and small inventors can surely be
attributed directly to the different sizes of the companies--a large company will have more researchers and more money to
spend on research. Individuals and small companies, however, frequently face additional disadvantages when competing with
larger--sometimes much larger-- companies.

Individuals and small companies will have more difficulty prosecuting and protecting their patents because the costs of patent
prosecution and litigation can be exorbitant. In 2001, the average cost to prosecute a patent was estimated to be between
approximately $10,000 and $30,000."¢ Data from the American Intellectual Property Law Association indicates that these
costs have escalated quickly."”” The costs of prosecution are minor compared to the exorbitant costs of patent litigation. The
average total cost of patent infringement litigation is $1.5 million when $1 to $25 million is at risk, and $3 million when more
than $25 million is at risk.”® These are only the direct, quantifiable costs. The additional cost of the lost work time of
management and technical employees who must dedicate significant amounts of time to the patent litigation is not
quantifiable--but nevertheless may be quite high.'”

There is no conclusive evidence supporting the notion that smaller companies and individual inventors should receive greater
protection from the patent system than larger companies. However, there is also no evidence suggesting that larger
companies should receive greater protections. But the Federal Circuit’s refusal to create an exception for sales to inventors
gives larger companies such greater protections and further disadvantages small inventors.'*

For a large company, whether to use a supplier to manufacture an invention or to manufacture the invention in-house is in
fact a real choice. For individual inventors *231 and small companies, it is highly unlikely that the decision to use an outside
supplier to manufacture an invention involves real choice. That is, these small inventors frequently have no real alternative
because the cost of creating a manufacturing division for a new product with an uncertain profit potential will frequently be



prohibitively high. Furthermore, the public benefits from encouraging inventors to use suppliers to manufacturer inventions.
Outsourced manufacturing allows small inventors, who otherwise do not have manufacturing capacity, to compete with
larger companies. It also permits individuals and small companies to provide products for certain niche markets that may not
be commercially rewarding for larger companies.

Small companies and individual inventors, especially first-time inventors, are also likely to be less sophisticated about the
patent system than large companies.'' Without sufficient time, money, or legal resources, a small inventor is more likely to
be unaware of the on-sale bar. Even an inventor who is familiar with how the on-sale bar generally operates may not know
how the bar has been affected by Special Devices. Knowledge of how the Special Devices decision affects the operation of
the on-sale bar is particularly important in the early stages of patent application. An inventor needs to know, ideally in
advance of the first commercial sale, when she must ultimately file with the Patent and Trademark Office. The inventor does
not want this date to come as a surprise. Therefore, it is necessary that an inventor understand early in the process that the
purchase of manufactured embodiments of an invention from a supplier can trigger the one-year grace period.

Many first-time inventors, even those that do consult readily available publications, may not be adequately informed about
the on-sale bar. For example, the detailed Patent It Yourself book--which even suggests that patent lawyers are not always
necessary'*--does not explicitly explain that sales to inventors from outside manufacturers can trigger the beginning of the
grace period. Instead, it merely explains that if “you (or anyone else) offer to sell, actually sell, or commercially use your
invention,” the one-year grace period will be triggered.'® The book further defines the type of sale that triggers the grace
period as:

[A] commercial offer to sell or a sale of actual hardware or a process embodying the invention. Such an
offer or sale will start the one-year period running, even if the invention has not yet been built, so long as
it has been drawn or described in reasonable detail. On the other hand, an offer to license, or sell, or an
actual sale of the inventive concept (not hardware) to a manufacturer will not start the one-year period
running.'* *232 This abbreviated explanation could very well mislead inventors. Though the description
is technically accurate, it does not make clear the implications of the Special Devices decision. Because
the Federal Circuit’s holding is not intuitive--many inventors may differentiate between an offer to sell
and an offer to purchase from a manufacturer, believing that a purchase from a manufacturer is not a
“commercial sale”'*--this description will not sufficiently warn inventors that they risk being barred from
obtaining a patent if they wait more than a year after first purchasing an embodiment of the invention
from a manufacturer.

C. Penalty for Economically Efficient Decisions

Many large companies use suppliers to manufacturer their inventions not because they have no alternative, but because they
choose to do so. An exception for sales to inventors would benefit these large companies--who through their manufacturing
choice are subject to the Special Devices holding-- as well as the small companies and individual inventors who do not have
an opportunity to manufacturer their own inventions. The patent laws should not penalize the choice that these companies
make to use suppliers, as these are decisions that tend to increase efficiency. The following discussion lays out, in broad
strokes, the basic argument that companies make economically efficient decisions when they choose to use a supplier.

As the Federal Circuit has interpreted the on-sale bar, preference is given to a company that is vertically integrated. This
would perhaps be justified on policy grounds if an economic reason for this preference exists. Is there a reason why Congress
should prefer to grant patents to companies that are vertically integrated over companies that are not? The decision whether to
integrate vertically--that is, to manufacture in-house through the creation or purchase of a manufacturing division--or to use
the market to procure manufacturing services by others is made by evaluating the alternatives. When the costs associated
with obtaining manufacturing on the open market outweigh the costs of vertical integration, a producer will choose to
integrate vertically."* This basic principle, advanced by Professor Ronald Coase in 1937, has been expanded significantly in
the past several decades through economic studies of the effect of transaction costs on the creation of firms.'” Much of this
analysis has focused on why and when it is preferable to organize *233 production in a firm rather than through multiple
individual market relationships.'*

Professor Oliver Williamson has also addressed the inverse question: when and why does a producer prefer market
relationships to the vertical integration of a firm?'¥ This is the question that is most interesting for our purposes. The



companies and individual inventors that are harmed by the Special Devices decision are those that have chosen to obtain
manufacturing services through market relationships rather than through vertical integration. Williamson concludes that
integration into a single firm, rather than continued use of individual market transactions, impairs economic incentives,
particularly in industries where innovation is important.”® He also suggests that the increased costs of the bureaucracy
associated with larger firms may decrease the economic value of vertical integration.”' While Williamson also indicates that
more research must be done in order fully to understand the particular limitations of the firm,"”> Coase’s initial conception is
adequate for our present analysis: a producer will obtain manufacturing through the market when these costs are less than the
costs of vertical integration.'”” In the interest of efficient markets and a healthy economy, producers (in this case, inventors)
should not be penalized by patent laws because of how they choose to manufacture their inventions.

The importance of allowing companies and individual inventors to choose for themselves the most economically efficient
mode of production was not obvious to the Federal Circuit when it decided Special Devices. The Federal Circuit seems to
have been distracted by differences in manufacturing systems--which are of course quite relevant in some economic and legal
contexts. In the context of the on-sale bar, however, there is very little relevance to the difference between a company that
manufactures an invention itself and one that employs a third party.'*

*234 The importance of testing a product, however, was obvious to the Supreme Court in the late nineteenth century.” Just
as an inventor may want to test or experiment on an invention before it is ready to be sold, an inventor may prefer to pay a
supplier to manufacture an invention before it can be sold. The public benefits in both cases. Just as the public benefits from
permitting an inventor to experiment on her invention without penalty, the public also benefits from encouraging inventors to
make an economically efficient choice whether to vertically integrate or to obtain manufacturing through market
relationships.

The comparison between the economic utility of the experimental use exception and the economic utility of an exception for
sales to inventors from manufacturers is admittedly imperfect. By not allowing an exception for experimental use, the courts
would effectively require some inventors to patent their inventions before the inventions are ready for patenting. Not
allowing an exception for sales to inventors, however, does not force inventors to file patent applications before they are
ready. Once an inventor is purchasing embodiments of an invention from a manufacturer, and it is determined that the
purchase is not for experimental use, an invention is sufficiently perfected that it is ready for patenting. The disallowance of
the exception for sales to inventors, therefore, does not provide an incentive to file a patent application prematurely, as the
lack of the experimental use negation would. Rather, the cost is the less visible, but no less real, cost of economic
inefficiency, as an inventor is discouraged from using what may be, for her, the more efficient means of producing her
invention.

D. Policy Arguments in Special Devices

The Federal Circuit advanced two primary policy arguments against creating what it refers to as a “supplier exception” in
Special Devices, both of which are unconvincing. First, the court focused on only one of the four policies that underlie the
on-sale bar: encouraging inventors to file patent applications promptly.”** Second, the court justified its decision on the
ground that allowing the “supplier exception” would allow inventors to stockpile commercial embodiments of the
invention.'”’

The court’s first policy argument ignores the fact that it treats companies differently based on manufacturing capacity,
unfairly requiring more prompt filing *235 from companies that outsource manufacturing (most likely smaller companies).
To decline to create an exception for sales to inventors does of course encourage prompt patent application, but it does so at
the expense of a manifest inequality in its treatment of inventors. The holding of Special Devices does not have the effect of
requiring inventors who use outside manufacturers to file their patent applications as quickly as is required of other inventors.
Rather, these inventors are required to file more quickly than other inventors. That is, the on-sale bar, as interpreted by the
Federal Circuit, encourages prompt action from all inventors--but for inventors who choose to use outside manufacturers, it
encourages more prompt action.

The court’s second policy argument is outside the scope of what the on-sale bar is intended to control. The Special Devices
court was particularly concerned that if it created an exception for sales to inventors, an inventor could stockpile products
purchased from a manufacture prior to selling the invention to the public. The court described the exception as “one that
would allow inventors to stockpile commercial embodiments of their patented invention via commercial contracts with



suppliers more than a year before they file their patent application.””* The court’s concern, however, is neither justified by
the facts of the case before it, nor is it a reasonable policy basis for rejecting the proposed exception.

On the facts of Special Devices itself, OEA was not, contrary to the court’s suggestion, “stockpiling” commercial
embodiments of the invention. The company “ordered 20,000 units of the claimed invention for delivery beginning in July
1991,” which was one month prior to the critical date of August 27, 1992." Standing alone, this fact could indicate that OEA
was stockpiling the invention--20,000 units sounds like a large quantity. When taken in context, however, this quantity is
very small. In addition to ordering 20,000 units, OEA agreed to a “requirements contract that would annually supply OEA
with millions of units.”* When compared to millions each year, 20,000 is very few units. Even interpreting “millions” to be
only two million, 20,000 is a mere one percent of this annual quantity. For a company that is planning to sell millions of units
each year, this “stockpile” would last less than four days.

One could argue that although stockpiling is not a real concern in this particular case, stockpiling remains a valid concern for
other cases. It is of course true that the proposed exception would allow an inventor that uses an outside manufacturer to
stockpile commercial embodiments prior to the critical date. But this would only allow that company to do what the statute
already allows a company that manufactures its own inventions in-house to do. The unchallenged ability of the in-house *236
manufacturer to stockpile strongly suggests that, in fact, the on-sale bar is not really intended to deter stockpiling. If Congress
wanted to prohibit stockpiling of inventions prior to the first sale, it could enact a law that had the effect of limiting the extent
to which a company --any company, regardless of whether it manufactures its inventions in-house or not--can stockpile an
invention.

The on-sale statute is not such a law, and for good reason. The economic incentives inherent in the patent system are such
that the public likely benefits from stockpiling of an invention. When an inventor obtains a patent for a particular invention,
she gains monopoly rights for the life of the patent. The inventor, or the company owning the invention, is “able to limit the
supply, and raise the price, of some product, without inducing entry or expansion of supply by other suppliers.”* In a
monopoly situation, a producer will create fewer units than the market demands in order to increase the amount that she can
charge per unit. The Federal Circuit in Special Devices was thus concerned about precisely the wrong thing. An inventor that
manufactures too few of its inventions is the cause for concern. But an inventor who stockpiles creates a large inventory that
must be sold (or carried at some expense). This inventory--particularly a large inventory--will likely lower prices for
consumers. Stockpiling thus may encourage a manufacturer to produce the economically optimal quantity, and may also
reduce the economic inefficiencies inherent in granting temporary monopoly rights through patents. Stockpiling prior to sale
therefore should be encouraged by the Federal Circuit, not discouraged.

E. Additional Policy Considerations

1. Sales Made “Out of this Country”

One exception to the on-sale bar is explicitly included in the statute. In order to trigger the bar, a sale must be “in this
country.”'® This exception allows for the possibility that companies that manufacture products overseas will be treated more
favorably than companies that use American manufacturers.

There is no clear rule for determining whether a sale is made “in this country.” A court will evaluate all of the sales-related
activities to determine “if substantial activity prefatory to a sale occurs in the United States.”'® When the offer for sale has
been made in the United States or was directed to a company in the *237 United States, courts have considered the sale to
have been “in this country.”'* In a case where sales activities occurred at a conference in the United States and were directed
to companies in Europe from offices in the United States, the sale was similarly treated as occurring “in this country.”'*

Courts have generally found sales not to have been “in this country” for the purposes of the on-sale bar in cases where the
actual offer did not take place in the United States. One district court has emphasized that the “‘substantial activity’ test of
Robbins refers to sales activity, rather than to product development.”* In a case where the offer was made abroad, though
other activities including production of prototype, financial planning, telephone communication, and fielding customer
questions were all done in the United States, the court found that the offer was not made “in this country.”'"” Where the bid
proposal was presented and finalized abroad, all negotiations took place abroad, and the contract was signed abroad, the sale
was likewise deemed to have taken place outside of the United States.'**



It may not be worth the expense for a company that currently uses an outside manufacturer to convert to using internal
production simply to avoid the premature application of the on-sale bar. A company that currently uses a foreign
manufacturer, however, may be encouraged by the Special Devices ruling to ensure that all activity prefatory to the sale
occurs in the foreign country. If the difference can be made simply by locating the offer for sale, negotiations, and contract
signing in the foreign country, the additional expenses incurred by relocating these activities may be justified by the benefit
of delaying the triggering of the on-sale bar. This would be particularly true for companies that already manufacture a large
number of their products abroad.

Structuring the sales transaction so that it does not take place “in the country” may not be the only way for some companies
to avoid the application of the on-sale bar. It is possible that in some rare circumstances, an inventor may choose a foreign
manufacturer over a domestic manufacturer in order to avoid the on-sale bar. There is nothing in United States’s patent law
that indicates Congressional preference for offshore manufacturing, and there is much in the current political discussion *238
that indicates that such a preference is an anathema to many members of Congress.

Furthermore, the companies that would be most able to take advantage of an exception for purchases from manufacturers
made outside of this country would be the more sophisticated companies. Without independent sophisticated knowledge of
the patent system or adequate legal counsel, a small inventor would be unlikely to be able to exploit the exception for sales
made outside of this country. Even if the inventor by chance did use a foreign manufacturer, the inventor would not likely
ensure that all “substantial activity prefatory” to the sale occurs outside the United States. Thus, not only would the
preferential treatment of sales outside the United States encourage use of foreign manufacturers, it would also benefit the
large rather than the small inventor--precisely the inventor who is already advantaged.

2. Reliance

One of the policies underlying the on-sale bar is “discouraging removal of inventions from the public domain that the public
reasonably has come to believe are freely available.”'® This policy provides no reasonable grounds for arguing against the
creation of the proposed exception.'”

Two types of people will gain physical access to the invention when the inventor hires an outside manufacturer: the
manufacturer itself and its employees. But the manufacturer and its employees cannot rely on free use of the invention. It
would be an implicit, if not explicit, term of the contract that the product was not available for the manufacturer’s use and
would surely be a violation of company policy for an employee to make any such use. The possibility of use of the invention
by individuals in this group should not trigger the on-sale bar.

The manufacturer or its employees may also reveal the invention to another party. A third party who obtains information
about the invention from the manufacturer may conceivably reasonably rely on the free use of the invention. This third party
may buy the invention directly from the manufacturer, thinking that the manufacturer was the inventor. Or the third party
may surreptitiously learn of the invention from the manufacturer, and then make and sell the invention itself. In either of
these situations and in other related situations in which one might imagine a third party would gain access to and rely on the
invention, the action would trigger the start of the grace period. But the same result would occur had the manufacturing been
in-house with the inventor. Thus, to except a sale from a manufacturer to *239 an inventor from the application of the on-sale
bar in no way frustrates the stated purpose of the statute.

3. Predictable Law

Congress created the Federal Circuit with the intention that it would provide consistent direction for the development of
patent laws."”" The Federal Circuit has embraced this Congressional mandate:

The broad theme of the FCIA increasing nationwide uniformity in certain fields of national law is
epitomized here in the field of patent law. The availability of a clear, stable, uniform basis for evaluating
matters of patent validity/invalidity and infringement/noninfringement renders more predictable the
outcome of contemplated litigation, facilitates effective business planning, and adds confidence to
investment in innovative new products and technology.'”” Patent lawyers themselves have also pressed for
clear rules and guidelines.'” The on-sale bar was itself created with the intent to set a clear deadline
setting the time by which it is necessary to file a patent application.””* The law regarding the on-sale bar
as it had developed by the 1990s, however, was decidedly unclear. When the Supreme Court heard Pfaff
v. Wells, it was pressed by both sides to create greater predictability in the law.'” The Federal Circuit’s



Special Devices decision, in keeping with the bright-line rule established by Pfaff, can also be understood
as an attempt to offer greater predictability to the on-sale bar. But Special Devices may not have, in fact,
created predictable law.

First, it is not clear how many units the inventor must purchase, or offer to purchase, from the outside manufacturer to trigger
the on-sale bar. When an inventor sells or offers to sell an invention, even one unit will trigger the on-sale bar.' Brasseler
and Special Devices have indicated that in the case of a sale by a supplier to an inventor, however, that there may be an
exception for sales of small quantities."”” Because no court has addressed this question, inventors are left without guidance as
to what quantity will trigger the bar. This directly contravenes one of the policy justifications for creating a specialized court
for patent law. Congress *240 expected that “business planning will become easier as more stable and predictable law is
introduced.”'”

Second, it may be difficult to apply the experimental use doctrine to purchases by inventors from outside manufacturers. The
existing standards for measuring whether experimental use negates the application of the on-sale bar are established in cases
dealing with sales to parties other than the inventor. When the inventor herself purchases the product, will the same standards
govern? Finally, are companies that manufacture their own products at risk of triggering the on-sale bar when they account
for the transfer of a product from one corporate division to another, or between two subsidiaries of a corporate parent?

At least for the time being--before additional cases are litigated--inventors cannot be certain of what supplier purchases will
in fact trigger the on-sale bar. This period of uncertainty is not likely to be short. The costs of the uncertainty in the law will
be borne by the inventors and, ultimately, by those who purchase their inventions.

Conclusion

Either the Federal Circuit should overrule its decision in Special Devices or Congress should create an explicit exception for
sales to inventors by manufacturers of the invention. In addition to providing a bright-line rule that could be easily followed
by inventors, attorneys, and courts, this exception would apply the on-sale bar fairly and encourage economically efficient
actions by inventors. As the law currently stands, larger companies that have internal manufacturing capabilities are
substantially and unnecessarily advantaged over individual inventors and small companies without similar capabilities. In a
patent system that already provides significant advantages to larger companies, there is no reason to further disadvantage
small companies and individual inventors by allowing sales to inventors of their own inventions to trigger the on-sale bar.
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