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Survey
I.

COPYRIGHTS

The Copyright Act of 1909' grants the owner of the copyright
in a musical composition the exclusive right to control the first
mechanical reproduction of his work.' Under the terms of the compulsory license provision of section 1(e), however, after the copyright owner has authorized the musical composition to be used in
the manufacture of sound recordings, ". . . any other person may
make similar use of the copyrighted work upon the payment to the
copyright proprietor of a royalty of two cents on each part manufactured, to be paid by the manufacturer thereof. . . ."I Thus, after
the copyright holder has authorized the first recording of the composition, others are allowed to make and record their own performance
of the work. This statute does not, however, directly proscribe the
activity of the record "pirate," who, instead of assembling his own
musicians and recording their performance of the work, simply duplicates the previously authorized recording.
In Fame Publishing Co. v. Alabama Custom Tape, Inc.,4 the
only copyright case presented to the Fifth Circuit within the past
survey year, the court held that section 1(e) does not afford a tape
"pirate" protection from infringement liability. In so ruling, the
Fifth Circuit has aligned itself with the three other courts of appeals
that have decided the issue. 5
Fame had authorized the recording of musical compositions in
which it held copyrights. Alabama Custom Tape duplicated these
records by simply re-recording the recordings authorized by Fame.
Fame brought an action for copyright infringement seeking a per1. 17 U.S.C. §§ 1-215 (1970).
2. Id. § 1(e). This section provides:
Any person entitled thereto, upon complying with the provision of this title, shall
have the exclusive right:
(e) . . . to make any arrangement or setting of it [the copyrighted musical compositioni or of the melody of it in any system of notation or any
form of record in which the thought of an author may be recorded and
from which it may be read or reproduced ...
3. Id.
4. 507 F.2d 667 (5th Cir. Jan. 1975).
5. Jondora Music Publishing Co. v. Melody Recordings, Inc., 506 F.2d 392 (3d Cir.
1974); Edward B. Marks Music Corp. v. Colorado Magnetics, Inc., 497 F.2d 285, aff'd on
rehearing, 497 F.2d 292 (10th Cir. 1974); Duchess Music Corp. v. Stern, 458 F.2d 1305 (9th
Cir.), cert. denied, 409 U.S. 847 (1972).
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manent injunction against Alabama Custom Tape's continued "piracy" of Fame's musical compositions.
Judge Morgan, writing for the circuit, noted that the compulsory license provision is a narrow exception to the exclusive right of
the copyright holder to determine the licensee who will record the
musical composition. He found that the maker of a subsequent
recording must strictly comply with the requirements of the exception to come within its ambit.5 Because Alabama Custom Tape had
paid the 2 cents per copy statutory royalties, the precise issue before
the court was "whether duplicating a sound recording of a performance of a copyrighted composition is a 'use' of the composition 'similar' to the original recording of it," as required under section 1(e)
for an infringement. 7
In defining "use," Judge Morgan focused on the process involved in recording a musical composition, as well as on the product
that results. He stated that to constitute a "use" within the meaning of the licensing provision of section 1(e), both the process and
the end product are necessary. For that use to be "similar," at least
one element, the process, must be similar.' Thus, because the process employed in the first recording of the composition requires a
live performance, he concluded that nothing but a subsequent recording of a live performance would suffice to render the process
similar. Therefore, although Alabama Custom Tape produced an
indistinguishable end product, the court held that their implementation of a process which did not necessitate a live performance
removed it from the purview of the compulsory licensing provision.'
In support of its conclusion, the court cited the opinions of the
Ninth and Tenth Circuits, ° the only two courts of appeals to have
considered the question at the time Judge Morgan wrote his opinion." The Ninth Circuit in Duchess Music Corp. v. Stern concluded that the appellee-pirate's duplication of the appellant's co6. 507 F.2d at 670.
7. Id. at 669.
8. Whether or not the end product of the recording process must be similar was not
considered by the court.
9. 507 F.2d at 669-70.
10. Edward B. Marks Music Corp. v. Colorado Magnetics, Inc., 497 F.2d 285, aff'd on
rehearing,497 F.2d 292 (10th Cir. 1974); Duchess Music Corp. v. Stern, 458 F.2d 1305 (9th
Cir.), cert. denied, 409 U.S. 847 (1972).
11. Since Judge Morgan's opinion was written, the Third Circuit in Jondora Music
Publishing Co. v. Melody Recordings, Inc., 506 F.2d 392 (3d Cir. 1974), ruled on the same
issue.
12. 458 F.2d 1305 (9th Cir.), cert. denied, 409 U.S. 847 (1972).
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pyrighted compositions was not a "similar use."' 3 The Tenth Circuit
in Edward B. Marks Music Corp. v. Colorado Magnetics, Inc.' expanded the reasoning of Duchess to require a new live performance,
and now the Fifth Circuit has expanded the opinions in these two
earlier appellate decisions. Judge Morgan has extrapolated on the
Marks 15 requirement of a new live performance by utilizing that
tenet to formulate a precise definition of "use." 6 In doing so, he has
also determined the mechanics to which "similar" refers, that is, to
the process of recording.
Judge Godbold dissented from the majority opinion in Fame,
focusing his opinion not upon the terminology "similar use," but
upon whether the Copyright Act of 1909 afforded protection to a
copyright holder in the position of Fame." He noted that the exclusive right to record granted by section 1(e) to the copyright owner
is of limited duration and does not continue after the copyright
holder records or permits others to record his composition.
Judge Godbold noted that the basis of the Marks and Duchess
holdings was that " 'pirate' duplication is an 'identical' rather than
a 'similar' use, and as such is not within the statutory exception."'"
Furthermore, he indicated that the effect of these holdings was to
give the composer a greater monopoly than was intended by Congress, as well as to give the licensee "what amounts to an exclusive
right to his mechanical recording."' 9 Because Fame had been paid
the statutory royalty and, thus, had received all that it is entitled
to under the Copyright Act, Judge Godbold concluded that it could
show no damages and, therefore, had no standing to sue.2 0
Judge Godbold supported his conclusion by citing the legislative history of the Copyright Act's 1971 amendment.2 Congress concluded that the then-proposed amendment was necessary because
the 1909 Copyright Act did not afford protection to the copyright
13.
108.4621
14.
15.
(1975).
16.
17.
18.
19.
.20.
21.
creates a

For criticism of the Duchess decision, see 1 M. NIMMER, NIMMER ON COPYRIGHT, §
n.315b, at 432 (1975) [hereinafter cited as NIMMER].
497 F.2d 285, aff'd on rehearing,497 F.2d 292 (10th Cir. 1974).
For a discussion and criticism of Marks, see Case Comment, 52 DENY. L.J. 313
507 F.2d at 669.
Id. at 672.
Id. at 674.
Id..
Id. at 675.
17 U.S.C. § 1(f) (Supp. 1, 1971), amending 17 U.S.C. § 1 (1970). This amendment
copyright in the sound recordings which are first recorded after February 15, 1972.
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holder for the unauthorized duplication of his licensed recording."
Judge Godbold cited by way of footnote the dissent in Jondora
Music Publishing Co. v. Melody Recordings, Inc. 3 as a further expression of his position. The argument therein espoused is essentially that propounded by Professor Nimmer' 4-of the three component parts of an original sound recording, the musical composition,
the performance, and the recording itself, only the musical composition is protected by the Copyright Act."5 Under the statute, a record
pirate is authorized to use the musical composition for recording
purposes upon payment of the 2 cents per record royalties." The
Jondora dissent further suggests that the practical effect of upholding the composition copyright owner's claims of infringement
against the record pirates is "to give the licensee a copyright in his
record, something Congress clearly had not intended to do." 2 Judge
Godbold's dissent in Fame and the dissent in Jondora find support
in the United States Supreme Court's decision in Goldstein v.
2" In that case, the Court upheld under the preemption
California.
doctrine the constitutionality of a California statute proscribing
"pirating" activities. In referring to this decision, the Jondora dissent noted:
The [Supreme] Court . . .concluded that the states were free to
legislate in the area, since certain subject matter to which the
copyright clause of the constitution is addressed, may be of local
importance, "and not worthy of national attention or protection"
... .Implicit in the Court's holding is the necessary conclusion
that the Copyright Law provided no federal remedy to either the
composer or his licensee-manufacturer. 9
The application of the approach of the Jondora dissent may
illustrate a defect in the majority's reasoning in Fame. The majority
has concluded that the reproduction of sound from the original mus22. "If the unauthorized producers pay the statutory mechanical royalty required by
the Copyright Act for the use of copyrighted music there is no Federal remedy currently
available to combat the unauthorized reproduction of the recording ..
" H.R. REP. No.
487, 92d Cong., 1st Sess. 2 (1971), reprinted in 2 U.S. CODE CONG. & AD.NEWS 1567 (1971).
23. 506 F.2d 392 (3d Cir. 1974).
24. 1 NIMMER, supra note 13, §§ 108.46-.4622, at 429-434.1.
25. 506 F.2d at 400.
26. 17 U.S.C. § 1(e) (1970).
27. 506 F.2d at 400.
28. '412 U.S. 546 (1973).
29. 506 F.2d at 400. This analysis of Goldstein has been criticized in Marks. 497 F.2d
at 289.
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ical performance is a dissimilar "process," (and therefore a dissimilar use) while the reproduction of the same music via a new live
performance is a similar "process" (and therefore a similar use). To
so hold is "to assume the conclusion that the 'use' of the sounds as
distinguished from the music per se is covered by the Copyright
Act. ' 30 The pirates might not have gone through the identical process in having musicians perform the composition, but they did
employ the process of recording a performance-in this case the
original performance. As suggested by the dissent in Jondora, the
performance is not a protected part of the original sound performance; only the musical composition itself is protected. 1
II.

TRADEMARKS

The Lanham Act32 defines a trademark as "any word, name,
symbol, or device or any combination thereof adopted and used by
a manufacturer or merchant to identify his goods and distinguish
them from those manufactured or sold by others." 33 Its function "is
to identify the origin or ownership of the article to which it is affixed. 1 4 Unlike rights in patents or copyrights, both of which are
created by government grant, 35 rights in a trademark are of common
law origin and inure solely from "appropriation and use in trade."3"
This common law protection has been supplemented by the Lanham Act which has created a cause of action for infringment of a
trademark or service mark used in interstate commerce.
A.

Common Law Trademark Protection

Ownership of a mark inures to the one who has both appropriated the mark and used it in trade.3 7 This appropriation and use in
trade requires that goods bearing the mark actually be placed upon
the market. 3 Blue Bell, Inc. v. FarahManufacturing Co. 31 presented
30. 1 NIMMER, supra note 13, § 108.4621 n.321, at 434.
31. 506 F.2d at 400.
32. Lanham Trademark Act of 1946, 15 U.S.C. §§ 1051 et seq. (1970).
33. Id. § 1127.
34. Hanover Star Milling Co. v. Metcalf, 240 U.S. 403, 412 (1916).
35. U.S. CONST. art. I, § 8, providing that Congress shall have power "[t]o promote
the Progress of Science and useful Arts, by securing for limited Times to Authors and Inventors the exclusive Right to their respective Writings and Discoveries. ..
"
36. United Drug Co. v. Theodore Rectanus Co., 248 U.S, 90 (1918).
37. Id.
38. Wallace & Co. v. Repetti, Inc., 266 F. 307 (2d Cir.), cert. denied, 254 U.S. 639 (1920).
39. 508 F.2d 1260 (5th Cir. Feb. 1975).
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to the Fifth Circuit, as its only issue, the fact question concerning
which company had established prior use of a mark in trade.
In 1973 both Blue Bell and Farah created identical trademarks
for substantially identical lines of men's clothing. Neither company
had registered the mark. Farah, on July 3, 1973, sent one pair of a
new line of slacks bearing the mark to each of its twelve regional
sales managers. The first shipments to customers began in September. Blue Bell, on the other hand, affixed labels bearing the marks
to slacks already bearing a different trademark and shipped several
hundred pairs of these slacks bearing both marks from its El Paso,
Texas, plant to retailers on July 5. Shipments of newly manufactured garments bearing the mark were not made until October. Both
companies brought actions for unfair competition and common law
trademark infringement. The district court found that Farah's July
3 shipment constituted the first use of the mark in trade.
Although the parties agreed that the Texas trademark statute"
controlled, the fact that there was no Texas case construing section
16.02 of the Texas act 4' required Judge Gewin, writing for the Fifth
Circuit, to apply general principles of trademark law in construing
the statute. He found that Farah's sale and shipment of one pair of
slacks bearing the trademark to each of its twelve regional sales
managers did not constitute a valid first use of the mark because it
was not publicly distributed. The "primary, perhaps singular purpose of a trademark" is to provide a means for the consumer to
separate or distinguish one manufacturer's goods from those of another.42 The court held that to constitute a valid use, the mark must
have been used in a way that would enable the public to identify
the marked goods as those of the mark's adopter. 3 Farah's undisclosed internal shipment of the goods did not satisfy that requirement.
In addition, Blue Bell's affixation of labels bearing the mark to
goods already in commerce under a different mark was found not
to constitute a bona fide use in trade because Blue Bell intended to
use the contested mark on a new line of men's clothing. The Fifth
Circuit found that "elementary tenets of trademark law require
that labels or designs be affixed to the merchandise actually in40. TEX. Bus. & COMM. CODE ANN. §§ 16.01-16.28 (1968).
41. 508 F.2d at 1264.
42. Id. at 1265.
43. Id. at 1266, citing New England Duplicating Co. v.Mendes, 190 F.2d 415, 418 (lst
Cir. 1951).
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tended to bear the mark in commercial transactions."" The mere
adoption of the mark in an attempt to reserve it for the future did
not constitute a bona fide use capable of creating a trademark.
Priority of trademark use, therefore, was established by the first
shipment of clothing bearing the mark to customers. Farah shipped
its first order in September 1973, while Blue Bell made no such
shipment until October. Thus, Farah was found to have established
priority of trademark use.
B.

Statutory Trademark Protection

Boston ProfessionalHockey Association v. Dallas Cap & Emblem Manufacturing, Inc.45 dealt primarily with the statutory
causes of action emanating from the Lanham Act. The National
Hockey League and 13 of its member teams brought an action to
enjoin Dallas Cap and Emblem from making and selling embroidered patches bearing plaintiffs' registered service marks. Plaintiffs
contended they had causes of action against Dallas Cap and Emblem for (1) infringement of their registered service marks by duplication," (2) false designation of the origin of the mark,47 and (3)
engaging in common law unfair competition.
Judge Roney, writing for the Fifth Circuit, initially determined
that the team symbols were service marks in which the teams had
a property right subject to the same protection as other trademarks
under the Lanham Act. He then specifically considered each contention made by plaintiffs.
With respect to plaintiffs' first contention, the court found that
rather than the mark being attached to and used to sell another
product, the mark itself was being sold by defendants. This factual
deviation from the orientation of statutory and case law toward the
use of a mark as a symbol of product identification presented a novel
question of whether defendant's sale of team emblems was in violation of section 1114 of the Lanham Act.48 This section prohibits the
44.
45.
46.
47.
48.
(1)

508 F.2d at 1267.
510 F.2d 1004 (5th Cir. Apr. 1975).
This contention was based on 15 U.S.C. § 1114 (1970).
This contention was based on 15 U.S.C. § 1125 (1970).
15 U.S.C. § 1114 (1970) provides in pertinent part:
Any person who shall, without the consent of the registrant(a) use in commerce any reproduction, counterfeit, copy, or colorable imitation of a registered mark in connection with the sale, offering for
sale, distribution, or advertising of any goods or services on or in connection with which such use is likely to cause confusion, or to cause mistake,
or to deceive;
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use of another's mark "in connection with the sale, offering for sale,
distribution, or advertising of any goods or services." 49 Judge Roney
held that defendant's use did fall within the meaning of this provision,'" because defendant would not have had a market for the embroidered emblems without the team's marks.
As to the section 1114 requirement that the infringing "use
[be] likely to cause confusion, or to cause mistake, or to deceive,"'"
the Fifth Circuit held that because defendant knew that the public
would indentify the duplicated service marks as being those owned
by the hockey teams, this element had also been satisfied.52 The
court rejected the argument that the confusion required by the Lanham Act must be over the source of the manufacture itself. Because
the mark here involved was originated by the teams and was itself
the "triggering mechanism" for the sale of the embroidered emblems, the test of likelihood of confusion was deemed to have been
met.53 Because the other elements of a section 1114 violation 4 were
indisputably established," plaintiffs with registered emblems were
found to have stated a cause of action entitling them to an injunction permanently enjoining Dallas Cap and Emblem from the manufacture and sale of the embroidered emblems.56
Because the Toronto hockey team had not registered its symbol, section 1114 relief was not available to it. The court, however,
held that Toronto had established a cause of action under plaintiffs'
second contention based on section 1125 which prohibits false designation of origin." The court's inquiry again focused on confusion.
Because defendant's use of plaintiffs' marks occurred with the
knowledge that a buyer would identify the marks as having their
shall be liable in a civil action by the registrant for the remedies hereinafter provided.
49. 510 F.2d at 1009.
50. Judge Roney stated: "When defendant causes plaintiff's marks to be embroidered
upon emblems which it later markets, defendant uses those marks in connection with the sale
of goods as surely as if defendant had embroidered the marks upon knit caps." Id. at 1011.
51. 15 U.S.C. § 1125 (1970).
52. 510 F.2d at 1012.
53. "[T]he act was amended to eliminate the source of origin as being the only focal
point of confusion." Id.
54. These other elements are (1) the use of a reprocution, counterfeit, copy, or colorable
imitation of a mark, (2) the use of such a reproduction in commerce, and (3) the absence of
the registrant's consent. 15 U.S.C. § 1114 (1970).
55. 510 F.2d at 1011.
56. This argument was not available to the Toronto team because it had not registered
its trademark. Id. at 1012.
57. 15 U.S.C. § 1125 (1970).
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source and origin in plaintiffs, section 1125 was satisfied. This confusion was held tantamount to a section 1125 false representation
of goods.5"
With regard to plaintiffs' third contention, that defendant's
action constituted unfair competition, Judge Roney noted that
there was substantial evidence to support the finding of the district
court that defendant had competed unfairly with the teams."5 The
court held, however, that the district court erred in holding that the
unfair competition could be rendered fair by a disclaimer indicating
that defendant's use was not authorized. "Only a prohibition of the
unauthorized use will sufficiently remedy the wrong." 6'
The ruling in Boston, that a trademark may be a separate product for which the Lanham Act affords protection, 6 is at least a
partial divergence from the Supreme Court ruling in United Drug
Co. v. Theodore Rectanus Co."2 In that case the Court held that:
There is no such thing as property in a trade-mark except as a right
appurtenant to an established business or trade in connection with
which the mark is employed. . . . [lits function is simply to designate the goods as the product of a particular trader and to protect
his good will against the sale of another's product as his . . .3
Similarly, the Fifth Circuit's rejection of defendant's argument that
the confusion must be as to the source of the manufacture of the
product is a divergence from the United Drug rule as well as from
the court's own views on the purpose and nature of trademarks as
stated in Blue Bell. 4 In that case the Fifth Circuit recognized that
the purpose of a trademark is to aid the public in selection of particular goods. 5 The Boston decision seems, however, to "slightly tilt
58. 510 F.2d at 1012-13.
59. 360 F. Supp. 459 (N.D. Tex. 1973).
60. 510 F.2d at 1013.
61. This notion that a trademark is itself property has been criticized as erroneous by
several commentators. See E. ROGERS, GOOD WILL, TRADE-MARKS AND UNFAIR TRADING 100
(1914); Lunsford, Consumers and Trademark: The Function of Trademarks in the Market
Place, 64 TRADEMARK REP. 75, 79 (1974); Pattishall, Trade-Marks and the Monopoly Phobia,
42 TRADEMARK REP. 588, 602 (1952).
62. 248 U.S. 90 (1918).
63. Id. at 97.
64. 508 F.2d 1260 (5th Cir. Feb. 1975).
65. See text accompanying note 40 supra. The same purpose has been recognized in
Prestonettes, Inc. v. Coty, 264 U.S. 359, 368 (1924), Hanover Star Milling Co. v. Metcalf, 240
U.S. 403, 412 (1916), and Reynolds & Reynolds Co. v. Norick, 114 F.2d 278 (10th Cir. 1940).
In Prestonettes the court stated that "[a] trade mark only gives the right to prohibit the
use of it so far as to protect the owner's good will against the sale of another's produce as
his."
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the trademark laws from the purpose of protecting the public to the
protection of the business interests of plaintiffs ..
C.

Licensing Arrangements and Estoppel from Challenging Title

A collective service mark is a "trademark or service mark used
by the members of a cooperative, an association or other collective
group or organization . . . ."I In Professional Golfers Association
v. Bankers Life & Casualty Co.," it was contended that the association holding such a mark had no authority to license its use to
anyone other than members of the association.
Bankers Life and Casualty, a former licensee of the Professional
Golfers Association of America (PGA), continued to use the registered collective service mark "P.G.A." to promote its country club
and real estate development after its license to use the mark had
expired. The PGA brought suit for trademark infringement and
unfair competition.
Citing Boston," the Fifth Circuit held that the PGA, as a holder
of a registered collective service mark, is entitled to the same protection as holders of other trademarks. Bankers Life's contention that
the PGA had no authority to license a nonmember of the associational service mark holder, such as Bankers Life, was found by the
court to be unsupported by either statutory or case authority. The
Fifth Circuit found that the organizational owner of such a mark has
the power to authorize both members and nonmembers to utilize
the mark under its aegis and subject to its control.7" But, because
the licensing arrangment between Bankers Life and the PGA had
expired, the court held that Bankers Life's continued use of the
mark constituted infringement."
In reaching this conclusion, the circuit found that Bankers
Life's continued use of the mark to promote its country club and real
estate development suggested affiliation with the trademark owner
in a manner likely to cause public confusion regarding the source
or sponsorship. Finally, with respect to unfair competition, the same
likelihood of confusion and the fact that Bankers Life sought to
"pass off" its club as affiliated with the PGA resulted in the court's
66.
67.
68.
69.
70.
71.

510 F.2d at 1011.
15 U.S.C. § 1127 (1970).
514 F.2d 665 (5th Cir. June 1975).
510 F.2d 1004 (5th Cir. Apr. 1975).
514 F.2d at 668.
Id. at 670-71.
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holding that Bankers Life had competed unfairly.7 2
Bankers Life argued alternatively that the PGA had abandoned
its mark by failing to supervise Bankers Life's use of the mark to
any appreciable extent during the period it operated the club. The
court did not deal directly with this argument but instead held that
Bankers Life was estopped from making this contention. Noting
that a licensee cannot contest the validity of the licensor's title
during the course of the licensing arrangement, the court considered
whether a licensee is estopped from challenging the licensor's ownership once the license is terminated.
The Fifth Circuit rejected the decision of some courts that estoppel expires with the license73 and the holding of other courts
which refuses to allow any subsequent challenge by prior licensees.74
Instead, the court adopted an intermediate view:7 5 "[A]fter expiration of the license, a former trademark licensee may challenge the
licensor's title on facts which arose after the contract has expired."7"
Because Bankers Life's argument of abandonment was based on
facts that occurred during the licensing arrangement, it was estopped under this view from asserting abandonment of title by the
PGA.
III.

A.

PATENTS

The Test of Nonobviousness

A product or process must satisfy the statutory conditions for
patentability. The first two conditions require that it be novel" and
utilitarian.78 The third requires that the subject matter be nonobvious to a person having "ordinary skill in the art" at the time of
the invention.7 9 Because of its stringent character, the question of
72. Id. at 671.
73. E.g., Donald F. Duncan, Inc. v. Royal Tops Mfg. Co., 343 F.2d 655 (7th Cir. 1965);
Bucky v. Sebo, 208 F.2d 304 (2d Cir. 1953); Eskimo Pie Corp. v. National Ice Cream Co., 26
F.2d 901 (6th Cir. 1928); Amiesite Asphalt Co. v. Interstate Amiesite Co., 4 F. Supp. 504
(D.C. Del. 1933).
74. E.g., Heaton Distrib. Co. v. Union Tank Car Co., 387 F.2d 477 (8th Cir. 1967); E.F.
Prichard Co. v. Consumers Brewing Co., 136 F.2d 512 (6th Cir. 1943).
75. The view adopted by the court is essentially that espoused by Rudolf Callman in 3
R.

CALLMAN, THE LAW OF UNFAIR COMPETITION, TRADEMARKS AND MONOPOLIES

76.
77.
78.
79.

514 F.2d at 671.
35 U.S.C. §§ 101-102 (1970).
Id. § 101.
Id. § 103.

454 (3d ed. 1969).
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nonobviousness is the prime issue in virtually all litigation of patents.'"
The leading Supreme Court case concerning the basic inquiries
necessary to resolve the issue of nonobviousness is Graham v. John
Deere Co.8 There the Court stated:
[T]he scope and content of the prior art are to be determined;
differences between the prior art and the claims at issue are to be
ascertained; and the level of ordinary skill in the pertinent art
resolved. Against this background, the obviousness or nonobviousness of the subject matter is determined. Such secondary considerations as commercial success, long felt but unsolved needs, failure
of others, etc., may be utilized to give light to the circumstances
82
surrounding the origin of the subject matter ....
The Fifth Circuit had occasion during this past survey period to
apply the Graham standards most extensively in the opinion by
Judge Rives in Garrett Corp. v. American Safety Flight Systems,
83
Inc.
Garrett was a suit for infringement of two patents for inflatable
escape chutes that are used in emergency evacuations of passengers
from downed aircraft. Because the district court had voided the
patents for obviousness, the Fifth Circuit applied the Graham standards. The court first considered the scope and content of the prior
art with respect to the initial patent. In concluding that the scope
of the prior art was not limited to devices intended to solve the
specific problem of evacuating aircraft, the court held that the Patent Office had properly considered other patents that dealt with the
more general problem of moving people or goods rapidly from a
higher to a lower level. 4 An examination of the content of the prior
art led to the finding that the initial patent was void for obviousness
because it merely recombined old structural elements in an old
combination of similar structural elements which performed no new
function." The obviousness inquiry with respect to the initial patent
was thus completed. Judge Rives then applied the Graham test to
the remaining patent. Neither the inquiry with respect to the scope
80.

Hosier, Protecting The Invention, in INTELLECTUAL PROPERTY LAW FOR THE GENERAL
1-22 (1973).
383 U.S. 1 (1966).
Id. at 17-18.
502 F.2d 9 (5th Cir. Oct. 1974).
Id. at 15.
Id. at 17.

BuSINESS COUNSELOR

81.
82.
83.
84.
85.
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and content of the prior art, nor the examination of the differences
between such art and the remaining patent, was found to provide
any grounds for voiding the remaining patent as obvious. Under the
third primary Graham inquiry, however, the court concluded that
it was well within the capacity of a person of ordinary skill to employ
a slideway surface that would be slack, taut, or any combination
thereof. The remaining patent, therefore, also failed to qualify as
nonobvious5 8
Although inquiries regarding scope-content, prior art differences, and ordinary skill are the primary considerations under
Graham, Judge Rives pointed out that the courts are also aided
greatly by other indicators of nonobviousness that may be provided
by certain secondary considerations. Discussing these secondary
considerations, the Fifth Circuit found that the facts that the holder
of these patents had sold some chutes and that its products were the
only ones to meet government standards for such equipment were
insufficient to demonstrate the commercial success of the chutes.
Nor was there any significant evidence that the chutes satisfied any
long felt but unsolved needs or that others had diligently tried but
failed to satisfy the government escape chute standards." The
Garrett opinion is well worth the practitioner's attention because it
illustrates quite clearly the thought process engaged in by the court
when called upon to apply the Graham test for nonobviousness.
The Fifth Circuit also considered nonobviousness of the subject
matter in three other current patent cases. In Williamson-Dickie
Manufacturing Co. v. Hortex, Inc."5 Judge Thornberry seemed to
discuss the Graham "scope
and content" inquiry in terms of the
"ordinary skill" inquiry. 9 If Graham requires separate and distinct
consideration of the various inquiries relevant to obviousness, such
careless application of the standards enunciated there should be
avoided because such combination of the separate Graham inquiries
may result in opinions that are less than clear to the practitioner.9"
Additionally, the decisions in Gaddis v. Calgon Corp."1 and White
86. Id. at 22.
87. Id. at 19.
88. 504 F.2d 983 (5th Cir. Dec. 1974).
89. Id. at 987-88.
90. If, however, the test of nonobviousness is instead dependent on the totality of the
particular circumstances, with Graham merely suggesting the general nature of the inquiry,
then it may be immaterial that the Graham considerations are run together in the process of
analysis.
91. 506 F.2d 880 (5th Cir. Jan. 1975).
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v. Mar-Bel, Inc." demonstrated that although the inquiry into obviousness is actually a question of law, it must rest on factual underpinnings. In Gaddis, involving a chemical feeder patent, Judge
Ainsworth agreed with the jury that the device was a significant
improvement over the prior art in that it made chemical mixing
more efficient and more economical. Additionally, the prior art was
held to be significantly different in that it failed to utilize a wetting
plane for dissolving chemical particles. 3 Finally, the proposition
that a factual basis underlies the obviousness inquiry is also supported by the Fifth Circuit's direct statement to this effect in
White."4
B.

Newly Discovered Evidence of Patent Invalidity as Grounds
For Rule 60(b)(2) Motion

In a case in which the Supreme Court has granted certiorari,"
the Fifth Circuit reversed the granting of a new trial first sought in
the appellate court pursuant to rule 60(b)(2) of the Federal Rules
of Civil Procedure because the defendant-movant failed to exercise
due diligence to discover new evidence of patent invalidity. In Ag
Pro, Inc. v. Sakraida"l Judge Clark examined defendant's alleged
newly discovered evidence of invalidity. In the opinion of Judge
Clark, the evidence adduced at trial indicated not only that defendant knew of the alleged new evidence, but also that he had abandoned further efforts to obtain a possible source of prior art after his
initial investigatory attempts failed to produce evidence defendant
7
could use at trial'
The Fifth Circuit held that the motion for new trial pursuant
to rule 60(b)(2) is an extraordinary motion, requiring strict compliance with its elements. Because defendant failed to satisfy the court
that due diligence to discover the new evidence of patent invalidity
had been shown or was inferable, the court reaffirmed its own prior
validation of the patent on a previous appeal and disallowed a new
trial on the issue of validity."
92. 509 F.2d 287 (5th Cir. Mar. 1975).
93. 506 F.2d 880, 885-86 (5th Cir. Jan. 1975).
94. 509 F.2d 287, 290 (5th Cir. Mar. 1975).
95. Sakraida v. Ag Pro, Inc., 96 S. Ct. 186 (1975).
96. 512 F.2d 141 (5th Cir. Apr. 1975).
97. The patent was issued for plaintiff's dairy barn flushing system. Defendant sent an
expert to another dairy to inspect its flushing system on behalf of defendant. The court found
that further inquiry after defendant's expert failed to gain access was abandoned by defendant until after the trial. See Ag Pro, Inc. v. Sakraida, 512 F.2d 141, 143 (5th Cir. Apr. 1975).
98. In the opinion of Mr. Stephen B. Tatem, Jr., co-counsel for defendant, the grant of
certiorari by the Supreme Court in this case may result in a definitive restatement of the test
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"Exceptional Cases" Justifying Award of Patent Attorneys'
Fees

It is stated in 35 U.S.C. § 285 that a court in exceptional circumstances in patent litigation may award reasonable attorneys'
fees to the prevailing party. Attorneys' fees are not allowed as a
matter of course in the ordinary patent suit. The Fifth Circuit recently had occasion to examine several aspects of the "exceptional
case" provision.
The general standard for the allowance of attorneys' fees in
patent cases requires that the trial court, in its discretion, find
either unfairness, bad faith, or some other inequitable conduct on
the part of the losing party.9 In Garrett, where the patents for
inflatable aircraft escape chutes were held invalid, Judge Rives
stated that the denial of attorneys' fees was within the trial court's
discretion. He emphasized that the Fifth Circuit would not interfere
with the trial court's exercise of this discretion unless there was a
clear abuse of discretion in the sense that it was either not exercised
at all or that its exercise was based on an erroneous concept of law. 10°
Often a finding of defendant's willful and wanton patent infringement leads to the conclusion that a case is "exceptional"
within the meaning of section 285 and thus justifies an award of
attorneys' fees. If a trial court finds a patent valid and awards
attorneys' fees because of a jury finding that defendant willfully and
wantonly infringed the patent, the Fifth Circuit will apparently
carefully review the record to see if the "exceptional case"
requirement is satisfied. Judge Ainsworth proceeded with such a
review in Gaddis, the case involving a polymer chemical feeder.
After doing so, he concluded that there was nothing to indicate that
defendant was aware of plaintiff's patent when defendant began to
market a competing line of feeders.' 1 Thus, the jury finding that
defendant willfully and wantonly infringed plaintiff's patent was
unwarranted, and a reversal of the award of attorneys' fees was
required.10°
for nonobviousness first enunciated in Graham v. John Deere Co., 383 U.S. 1 (1966). See Ag
Pro Inc. v. Sakraida, 474 F.2d 167 (5th Cir. 1973), wherein the court held in an earlier appeal
that plaintiff's patent was nonobvious and therefore valid.
99. 60 AM. JUR. (SECOND)- Patents § 488 (1972).
100. Garrett Corp. v. American Safety Flight Sys., Inc., 502 F.2d 9, 22 (5th Cir. Oct.
1974).
101. Gaddis v. Calgon Corp., 506 F.2d 880, 887 (5th Cir. Jan. 1975).
102. Id.
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Application of the "exceptional case" rule varies so greatly in
the reported cases that the only safe generalization is that attorneys'
fees are justified only if the offensive conduct makes it grossly unjust
that the successful litigant be left to bear the burden of his own
attorneys' fees.'03 In White and Gaddis the Fifth Circuit was unwilling to find that the defendants' conduct, something less than willful
and wanton infringement, was so grossly unjust as to warrant an
award of "exceptional case" attorneys' fees.
D.

Patent Holder's Fraud on Patent Office As Basis For
Infringement Defendant's Antitrust Counterclaim

The grant of monopoly power to a patent holder is a limited
exception to the general policy favoring free competition.' 4 When a
patent is procured by fraud, however, the patent holder is no more
than a common law monopolizer. He holds a void grant covering
subject matter withdrawn from the public domain in a manner
prohibited by the antitrust laws.'"5 If fraud in patent procurement
is proven, the holder may be liable'016 to the defendant in the holder's
infringement suit for treble damages.'"' The basic elements of an
antitrust counterclaim are proof of fraud and of the relevant market
for the product.
The issue of the antitrust counterclaim liability of a patent
holder suing for infringement was before the Fifth Circuit in Becton,
Dickinson & Co. v. Sherwood Medical Industries, Inc.'0 Plaintiffcompany employed two alleged patent holders. The patents were for
blood sampling devices which permitted multiple sample collection
but required only one body penetration and avoided embarrassing
spillage. The district court found both patents invalid, the first
because one of its joint holders was improperly joined as an inventor, and the second because it was obvious. The district court found
fraud on the Patent Office but denied defendant's counterclaim
because of defendant's failure to prove market and damages.
Writing for the court, Chief Judge Brown observed that the
antitrust remedy for wrongful assertion of a void patent carries with
it a heavy burden of proof. He noted that the Fifth Circuit requires
that the defendant show that the patent holder intentionally de103.
104.
105.
106.
107.
108.

60 AM. JUR. (SECOND)- Patents § 488 (1972).
54 AM. JuR. (SECOND)- Monopolies § 94 (1971).
8 DELLER, DELLER'S WALKER ON PATENTS § 675, at 324 (2d ed. 1973).
Sherman Act § 2, 15 U.S.C. § 2 (1970).
Clayton Act § 4, 15 U.S.C. § 15 (1970).
516 F.2d 514 (5th Cir. July 1975).
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frauded the Patent Office.109 To decide whether the patent holder
in this case had intentionally defrauded the Patent Office, the court
examined several oaths alleged to have been falsely sworn to by the
plaintiff-company. First, plaintiff's oath that one of its patentholding employees was the sole inventor, later changed to an oath
that the employee was a co-inventor, was found to be far short of a
finding of fraud or equivalent bad conduct. The fact of coinventorship was only revealed by means of discovery in the present
litigation, years after the claim was filed. Falsity, said the court,
calls for more than inaccuracy or imputed knowledge that the "coinventors" ought to have known that their statement of joint inventorship was inaccurate."' Second, plaintiffs mistaken oath that the
invention was conceived in 1968, whereas proof in this litigation
showed the correct date of invention to have been 1964, was not
proven to have been a knowing, deliberate, or conscious misstatement.' Finally, the court found that plaintiff's failure to disclose
the most pertinent prior art to the Patent Office was not sufficient
to carry defendant's burden when he sought the antitrust remedy.
Chief Judge Brown observed that fair dealing does not mechanically
mandate that every patent which might someday bear on the claim
be cited unfailingly in the original application."', The holding of the
court in Becton is consistent with the weight of authority that requires knowing and willful misrepresentation of facts to the Patent
113
Office before the antitrust counterclaim will be effective.
IV.

TRADE SECRETS

In contrast to statutory patent and copyright protection, trade
secret law finds its origin in the common law obligation imposed on
those with knowledge of a trade secret not wrongfully to breach
secrecy. Thus, trade secret law is characterized by less certainty
than its statutory cousins and, consequently, may extend to protect
subject matter that is not susceptible to patent or copyright protection.1 4 This is the situation with computer software which is developed for sale. The technical information contained in software can
109.
110.
111.
112.
113.
(1965).
114.

Id. at 521.
Id. at 523.
Id. at 522.
Id. at 524.
See Walker Process Equip., Inc. v. Food Mach. & Chem. Corp., 382 U.S. 172
Bender, Trade Secret Protection of Software, in
22 (1969).
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be valuable to competitors and thus can qualify as a trade secret."'
Such was the holding of the Fifth Circuit in the important case of
University Computing Co. v. Lykes- Youngstown Corp. 116 This opinion is significant in two respects. First, it clearly extends trade secret protection to computer software. Thus, the case establishes
that a computer system can be wrongfully appropriated." 7 Second,
and most important, the opinion lucidly collects, analyzes, and applies the case law regarding the proper measure of damages when a
plaintiff suffers no specific injury. Thus, it provides more reliable
guidelines for the resolution of the issue of damages in future trade
secret cases.
On the question of the proper measure of damages,"' the court
declined to use a standard based on the value of the loss to University Computing Company (UCC), the trade secret owner, because
no specific injury to UCC could be ascertained. UCC had sustained
no such injury because Lykes-Youngstown Corporation (LYC), who
had misappropriated the system, had been unsuccessful in its attempts to market the system and UCC could therefore still attempt
to market it. The court concluded, therefore, that the damage standard had to be based on the benefit defendant LYC received from
misappropriating the computer software system."'
The court then identified two variations of the benefit-todefendant measure. The first variation, based on the actual profits
realized by a defendant from the misappropriation of the trade secret, was found to be inapplicable because of LYC's failure to market the system. The second variation, which places the risk of failure
of the trade secret on the defendant rather than on the plaintiff, was
held to be applicable here. 20 This variation, derived by analogy to
patent damages,' assesses damages by resorting to a reasonable
115. Under the Restatement's formulation, a trade secret is defined as: "Any formula,
pattern, device or compilation of information which is used in one's business and which gives
him an advantage over competitors who do not know or use it." RESTATEMENT OF TORTS § 757,
Explanatory Notes, comment b, at 5 (1939).
116. 504 F.2d 518 (5th Cir. Nov. 1974).
117. Id. Evidence produced at trial showed that the system had unique capabilities and
features which made it a valuable competitive product. LYC itself described the system to a
potential customer as "the finest automated merchandising system available today." Id. at
535.
118. See generally R. MILGRIM, TRADE SECRETS § 7.08[3] (Business Organizations Vol.
12, 1975).
119. University Computing Co. v. Lykes-Youngstown Corp., 504 F.2d 518 (5th Cir. Nov.
1974).
120. Id.
121. See 35 U.S.C. § 284 (1970).
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royalty standard.
Judge Tuttle, writing for the court in University Computing,
then examined case law to ascertain the precise form of the reasonable royalty measure. He identified two interpretive trends in the
case law. First, some courts determine what royalty a willing seller
and a willing buyer would agree on if a defendant tried to acquire
the trade secret legally via a licensing agreement.' According to
this approach, reasoned Judge Tuttle, a plaintiff would be entitled
to the actual value of the appropriated trade secret.'23 Second, some
courts apply a standard based on a comparison of a defendant's
projected costs in developing the appropriated trade secret. 24 This
approach was found inappropriate because it failed to consider the
value of the trade secret in the particular trade or business after it
was put to use. Therefore, the broader, fictitious licensing interpre25
tation of reasonable royalty was applied.
The court observed that this interpretation involved the calculation of "what the parties would have agreed to as a fair price for
licensing the defendant to put the trade secret to the use defendant
intended at the time the misappropriation took place."'2 6 To assist
lower courts in applying this standard, Judge Tuttle listed several
factors to be considered.'2 7 One of these factors allows the court to
consider any unique circumstance in the particular case that might
have an effect on the parties' agreement. Its generality indicates
that the Fifth Circuit considers the measure of damages in trade
secret cases to be very flexible.
Because misappropriation must be accompanied by actual
commercial use to be compensable under the reasonable royalty
standard, the court also had to determine whether such use had
occurred. The court first recognized that the use of computer software is much more subtle than the manifest and extensive use of
other trade secrets in manufacturing processes. It concluded, how122. University Computing Co. v. Lykes-Youngstown Corp., 504 F.2d 518, 537 (5th Cir.
Nov. 1974).
123. Id.
124. Id. at 538.
125. Id.
126. Id. at 539.
127. Id. These included the commercial setting in which the injury occurred, the likelihood of future consequences of the misappropriation, the nature and extent of the use to
which the defendant put the trade secret, the resulting and foreseeable changes in the competitive posture of the parties, the prices that past purchasers or licensees paid for the trade
secret, and the nature and extent of the use the defendant intended for the trade secret. Id.
at 539.
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ever, that three separate facts in University Computing constituted
a pattern of use sufficient to justify imposition of damages. Defendants had offered the system to potential buyers and thus had exercised dominion and control over the trade secret. Defendants had
revealed the components of the system to a third party expert and
thus had damaged UCC's plans to preserve the system in confidence. Finally, defendants had installed the system in their own inhouse computer and had offered it for use by clients on a timesharing basis. Taken together, these facts demonstrated to Judge
Tuttle a pattern of use that made it proper for the jury to find that
defendants used the system commercially for purposes of applying
the reasonable royalty damage standard.'
David Hassler
Richard Schleier
128. The court also considered the related issues of whether the jury had been properly
instructed as to the appropriate measure of damages and whether the district court had erred
in admitting expert testimony as to the value of the unrestricted use of the software system.
Considering the charge as a whole, the Fifth Circuit concluded that the district court properly
instructed the jury that they could assess damages only for the actual use of the system in
an amount that would fairly approximate the price upon which LYC and UCC would have
agreed had LYC actually been licensed to use the software system. Finally, it was appropriate
for UCC to prove its best estimate of the proper sales price for the software system by means
of expert testimony.

