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ARGUMENT ON BEHALF OF PETITIONER
By Mr. Crews

Mr. Crews: If it please the Court: This case comes up
on certiorari through the First Circult. The court below,
with a dissenting vote by Judge Woodbury, affirmed an inter-
locutory Judgment granted by District Judge Ford on motion
for summary Judgment which ordered the percentage royalty
payments, an accounting, and an injunetion against future
breach of a patent iicense agreement. The court grauted
certiorari to pass on five questions, which are printed on page
9 of our brief here, |

The motion for summary Juggment brought by the plaintiff
Hazeltine alleged that Automatic Radio was using in its radio
set manufactured fo?r of Hazeltine'’s patents. This was denied
by Automatic Radio, thereby raising an issue of faect which
precluded a recovery on summary Jjudgment for the use of patents.
Summary judgment was nevertheiess granted because the license
agreement countains a provision that the licensee will pay
royaltiesAon all sets made by it regardless of whether they
usé any of the blaintiff"s patents in those sets. That provi-
sion 1n.that license agreement requiring the payment of royal-
ties regardless of ﬁhether patents are uzed 1is, we submit, a

misuse of the patent, and that is the first question presented

here.
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Ve éubmitlthat that is particularly trmue in the case of a
patent-holding company éuch'as Hazeltine. Hazeltine has the
right to grant licenses under approximately 570 patents and
200 patent applicatlions owned by itself and five other owners.
It has outstanding under these patents approximately 130
license agreements, all in standgrd form, to various manu-
facturers of radio receivers,

Automatic Radio was one of théwlicensees whose llcense
was assigned in 1942. At the seme time the parties exchanged
mutual releases. settling all previous differences between them.

The speclfic point on whiech Judge Woodbury dissented below
was this first point I mentioned, namely, whether 1t is a
misuae of patents to charge royalties dn sets whilch do not use
those pateﬁts. |

The second, third and fourth questions presented here also
go to the question of misuse of patents.

Hazeltine attemﬁts to restrict the uses which may be ﬁade
of the radio sets éold to.the bublic by its 1icensees.

The second question 1s whether a patent owner can, by
means of his patent, restrict the use that may be made of a
device mahufactufed under the patent after 1t has passed lnto
the hands of the public in the ordinary channels of trade, in
this case across the counters of retail stores. |

" Your Honors may recognize that as one of the two questions

which was before this Court and considered twice but left




unanswered ln the General Talking Pietures case.
The third question was also presented but left unanswered
" in the General Talking Plctures case and has to do with whether
a patent owner can control the uses of a device 1n the hands
of the public after its sale by means of a restrictive use
notice whieh 1s placed on that device.

'Thelparticularhlicense here, license proviaion; is found
at page 8 of the record -- and at thils point of the record the
record page numbers are the numbers that appear in the corners
of the pages and not those that appeaf at the center of the
pages. |

The license agreement grants a license to Automatic Radio
-- "a personal, indivisible, non-transferable and non-excluéive
license to manufacture at its factory located at 122 Brookline
‘Avenue, Boston, Massachusetts, and not elsewhere without
previous written permission obtained from licensor, the appara-
tus specified in Section 2 hereinafter and to sell % # % and
for resale for such uses."

In other words, the license agreement, the patent holder
under the license agreement, attempts to contrbl the uses to
whirh a pétented device may be put in the hands of the public
after 1ts sale and title has passed.

The particular uses which are permitted under this license

agreement are stated immediately following Section 2 on the

same page:
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"The apparatus for which the said license is granted is
as follows; the use in each case 13 limited to use in homes,
use for educational purposes and private non-commercial use."”

So,_in essence, these radio receivers, sold by these 130
manufacturers, may be used in homes and schools, but they may
not be used in restaurants or railroa¢ stations, and so forth.

The restricﬁiye-use notice which!is required by Hagel-
tine %o be bu£ on all of the radio sets made and sold by these
manufacturers contains that same language, and the specific
wording of it 1is printed on page 3 of my brief. It cays:

"Licensed by Hazeltine Corporation only for’ﬁsegin homes,
for educational purposes, and for private, Aon-coﬁmereial use,

under one or more of the following patents and undér pending

applications, followed by the word 'patent' and the number of

the patents which are, in the opinion of the licensor, involved
in épparatus of the types licensed hereunder manufactured by
one or more licensees of licensor."”

So»that not only is this restriction as to use put on
these seté but the sets are marked with a large humber of
paténis which have no applicafion to those sets as the patent
marking Ineludes all patents used by all licensees in the manu-
facture of any radlo set.

| We have in the record at page 257 one of the patente

marking notices that has been sent out by Hazeltine for use

by its licensees and 1t contains a list of 72 patents which
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those licensees are required to mark on their sets, although
Automatie Radio in this ease 1s charged with using only four
Hazeltine patents in 1£s sets and denies using any.

The fifth question presented here.goes to the question of
whether Automatic Radlo has the right to challenge the validity
of the patents it is charged with using. We assert that a
licensee under a pool of patenfs,-here 570'patents and 200
applications, has the right, when sued for royaltles under a

- license agreement, to challenge the validity of the patents
he 1s charged with using,

The Government in this ease has filed a brief as Amicus
Curiae 1n support of the petitioner's position, as it did also
in support of the petitioner's position in the General Talking
Plctures case,

Justiece Jackson: Are the same questioné 1nvolved here
as were involved in the General Talking Pictures case? |

. Mr. Crews: Two questiohs are involved here, word for
wérd, with two of the issues involved in the Genefal Talking
Pletures case.

Plaintiff, Hazeltine, is a company which was organized
in about 1924 to-éxploit the invention of the neutrodyne cir-
cuit, which was invented by Professor Allen Hazeltine of'the
Stevens Instiltute of Technology. Professor Hazeltine 1is very
wide;y known as the ﬁan who took the squeals out of radio.

Your Honors may recall, in the early 1920's, how the radio

Lo
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used to holler and squeal, and particularly sometimes if you
reached your'hand-ngxt to it, to tune 1it, they hollered like
a stuck pig, and Professor Hazelt;ne, by the neutrodyne, the
‘.inventioh of the neutrodﬁne eircuit, took the squeals out of
radio."It was a great invention.

He was granted three patents on that invention. Those
patents were in litigation, all of them were held valid and
1nfr1nged, by the courts. Professor Hazeltine himself and
Hazeltlne Company made millions of dollars out of them.

-The neutrodyne circuit became obsoiete in 1927, and I
might say that fhe patents, those neutrodyne patents, have
now expifed many years ago, but they became obsolete in 1927
‘wiyh the introduction of the screen grid tube, and starting
about 1920 they were no longer used.

_Under those eircuﬁstances Hazeltine found it necessary,
1f 1t wanted to have 1ts‘licensees continue to pay royalties,
to find some other means to force or encourage:those royalties.
It had bought other patents in the meantime, and 1t had hired
englneers and put them to work in its laboratories, in an
attempt tg make other inventions, and partly through habit,
aﬁd partly through other reasons, it was able to maintain its
licensing position, and today, as I said before, still has

130 licensees who are paying it royaltiles.
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Now, in 1927 it found itself, Hazeltine.found itself,
in the position of having to go in the business of making
inventions as a commercial proposition. In other words,
to take a certaln amount of money and hire a number of
engineers and find out if they could make enough'inveutions
end get gobd enough patents to keep the organizatlon going,
with royalties equal to the cost of obtaining them., That
is a position which I believe to be economically impossible,
except with miraculous luck, because of our tex setup, and
our other setup; it 18 just not in the cards,

Automatic Radio has an affidavit in this case to the
offect that of the royalties which the public pays on ac-
count of Hazeltine licenses, Hazeltine puts into research
on radlo approximately three to five per cent. That 1s dis-
puted by H@zeltine but they do not give us the figures, the
correct figures on their side, We do have some figures,
however, from which we can determine that those are pretiy
close to the correct figures, ,

Hazeltine boasts of the fact that it spends a half
million dollars e year for research, but in the year 1946
it pald its officers and directors over a quarter of‘a million
dollars. And there is in the record a financlal statement
of Hazeltine for that year, showing, on page 263, that 1t

made e distribution of $444,000 as a distribution to stock-

holders from provision for amortization of patents; that 1t
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. paid dividends.of $437,000; on the next page, page 265, ﬁhap
it set aside a provision for Federal taxe& on income, of
$592,000; end it carried to surplus a balance of $886,060.

When 1t is reslized that a license fee paid by & menu-
facturer is a manufacturing expense, and is a part of the
mark-up all the way to the public, and that mark-up amounts
to something like 2-to~1l to 3-to-1, it is se;n that the
figures, Automatic Radlo figures; of ‘about three to five
. per cent of the royalty income going into research, are not
far wrong.

The Chief Justice: What is therimportance of that
;1n this case? |

Mr. Crews: The significence of that, your Honor, is
this: it is, in other words, to give soma'explanaiion of
how 1t 1s possible that & company could have 570 patents and
yet not have any patents which is used by a compeny vwhich is
-manufacturing radlo recelvers. Tﬁe pafents tﬁey have ob-
tained are these little piddliﬁg patents-dn this and that,
whicﬁ no company need use,

The chiéf Jusfice: I didn't understand the signif-
lcance of it, . |

Mr.ACrewsz I think, your Honor, that there is some

inteéllectual satisfaction in trying to understand how these

things can be, while it dossn't actually, as I feared, dl-

roctly affect the legal proposition of whether the collection
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of royalties on sets which do not use patents 1s proper.

Now, the vay Hazeltine has been able, through the years,
to continue collecting royalties is twofold, really. In the
early days 1t fliled many suits ageinst dealers and distributors,
In one case it sued 26 Atwater Kent dealers simultaneously.
The primary wey it has done it, however, has been by making
all of its patent infringement suits inordinately expenaive |
and thereby holding & threat over that portion of the industry
which doeé not vant to take licenses; the threat of these
terrificly expensive sults,

In the twenty years since the neutrodyne patents have
become obsolete Hazeltine has sued on ten different patahts.
Every one of those ten patents has bgen held invalid or hot
infringed or both.

The citations for those cases are on pages 4 end 5 of
my brief, | |

Despite the fact of this continued fallure to enforce
i1ts pateﬁts 1t has kept these licensees in line, that 1is,
the small licensees, The blg companies, foﬁ the most part,
do not take Hazeltline licenses or pay Hazeltine royalties,
There are two exéeptlons to that, namely, tha.Radio Corpora-

tion of America and Zenith.

But the record shows that Hazeltine grants licenses

under patents vhich are owned by both of these companiesg

and, independently of that, Hazeltine's licenses have no
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“favored nation" clause, so that the large companies get very
- favorable royalties as compared to the swall companies, inde-
pendently of any specilal aﬁranggment,due to special patent
licensing.

IIWOuid like to read to your Honors a statement -; be-
fore I say that, let me say this: It was in 1937 that,'due
to this continued failure to be able to sugtain eny of 1its
patents in the courts, that Hazeltine changed its licensing
system to call for this payment of royalties on every set
made, regerdless of whether 1t used any of 1its patents, and
1t has since that time used that form of license.

Now, I have made the statement, I think I have msde 1t
here already, that these teﬁ patents that it has sued on,
and that have been held to be invalid or not infringed, are
the best patents 1t has, and I have made the atatemant that
it makes 1ts‘patent'1nfringement sults inordinately expensive.
I get those facts from'a statement made in court by Mr.
Dodds, Exeéutive Vice President and trial attorney for
Hazeltine, in 1947, in a trial against General Motors. That
| statement is quoted on pagelﬁ of my brief, and reads as
follovs: |

"Now, contrary to your Honor's impression, it 1s.not
" the weak patents which get to the court, it 1is fhe strong

patents, and the resson for that is economics. We cannot

éfford, because it i1s economicslly unsound, to bring an
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infringement action on a minor patent. Each of these patents
vhich has been stricken down enjoyed the primd facie validity
of a grant by the Patent 0ffice. Each was evaluated by our
patent coqnsel highly enough to risk an expensive infringe-
ment litigatipn; which we have found runs in excess of
$100,000 per case * # & " |

"Now, it has been testiéied that ve own about 450 patents,
of these, somevhat less than 100 are in use, and of those
only a handful are of the importance of the patents'which ve
have here in suit."

And those two patents which were there in sult were in
turn held invalld by the District Court, affirmed by the
Sixth Circuit Oourt of Appeals, and since then also held
invalid in the Seventh Circuit, |

The first question novw 18 the question of whether it
13 a misuse of patents by the holder or Administrator of a
pool of 570 patents to charge royalties on the total ﬁroduc-
tion of its licensees, whother any of those patents are used
in ﬁhose sets or not,

Nov, the broad principle which we rely on in support of
the proposition fhat that_is‘a hisusp of pﬁtenﬁs is that the
monopoly of a patent may not be extended'in any vay %o c&ver
anything beyond the scope of what that pstent itself covers,

‘I think 1% would be very clear 1f Hazeltine had only a

single patent, let’s say a refrigerator patent,”that i% could -
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not collect royalties from the entire production of 130 radio
manufacturers without in fact extending the scope of that
patent beyond the limits of the patent tself.

I think it 1s equally clear that it does not get extra
rights to collect royalties without extending the scope
simply by reason of having extra patents where those patents
in their turn also are not,,do not cover the apparatus on
vhich the roﬁalties ere paid,

Now, this scheme of collecting royalties on one patented
appabatua is slmply one more of a very greaf many schemes
for tying in unpatented materials to petents, which this
Court has condemned for wany years., |

Those tying-in cases have taken the form of positive
and negetive tvie-ins, That 13,'3 licensee, under a patent,
or a lessee of a patented machine, or a purchaser of a
patented article, 1s required to purchase unpatented supplies
frbm'the patent holder; or the negative form is that he 1is
‘requlired to refrain from purcﬁasing unpatented supplies from
a certain source.k

The gaﬁe tie-in principle has been applied to attempts
Yo control one patented device by another patent which did
not cover it. In the lsso gasoline case. ‘

It has also been applied-to the attempt to control a'

copyrighted article by another copyright which did not cover

i%t. In the Paraméunt Pictures case, which this Court referred




to as "block booking".

One o:'the cases in which this tle-in occurred was the
Motion Picture patent case in which the purchaser of a
patented motlon plcture machine was required to purchase
unpatented filﬁ from the patent holder in order to get the
right to use the machine. And this Court condemned that as
an improper extension of the patent monopgly.

In the United Shoe Machinery case the lessee was given
the right to lease and use a patented machine ohly with
unpatented supplies bought from the lessor, That ves con-
demne d by this Courﬁ on the same ground'that it was an
attempt to extend the monopoly beyond what was covered by
the patent itself.

Justice Frahkfurter: This 1s a mode of determining
royalties, isn't 1t?

Mr..Crewsz Yes, your Honor.

Jﬁstice Frankfurter: That is very different from. the
shoe machinery case,

Mr. Crews: It is the same as the shoe machinery case
in that a patent 1s used in order to get payment, the payment
beinglbased on soﬁething the patent does not cover.

Justice Frankfurter: How do wo know that?

Mr, Crews: You knov it because this case arose on

motion for sumwary judgment and it 1s disputed as a question

of fact ihat Automatic Radio was using any of Hazeltine'’s
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patents --

Justice Prenkfurter: How do ve know that the mode of
determining the royalties does not cover the use of that
which they did use? They could have imposed a flat royalty.

Mr, Crews: Maybe they could, your Honor, but they did
not.

Justice Frankfurter: They could?

Mr, créws; I suppose your question is whether that
is proper? |

Justice Frankfurter:  Yes.

Mr, Crevs: If 1t vas a flat sum per year I think it
vould be proper, your Honor,

Justice Frankfurter: Although you wouldn't use it?

Mr. Crews: Although we would not be.using it, Yes,

. your Honér. I think & flat rate per year would be proper.
There are considersble differences between the tvo. '

But I vant to be sure that I have completely ansvered
your Honotfs previous Question, .There is no dispute here
that these royalties are measured by unpatented msterial;
that the liqenﬁee is required to pay royalties, percentage
royalties, on ever& set he makes, whether or not he uses the
patent., That is undisputed, that that is the situation here,
and that was the speoifié grounds on which Judge‘Wobdburv

dissented below,

Justice Frankfurter: What I mean is, hov do we know
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that the royalty which i1s measured in that way isn't compensa-
tion for thg patent enjoyment which the licensee gets?

Mr. Crews: Your Hono --

Justice Frankfurter: How do we know that that isn't
a falr compensation for vhatever is valuable in the patents
',that are used?

Mr. Crews: I think your question, your Honor, may be
ansvered in this way, that a flat sum is proper, and thst
theée royalties might in some particular year amount ¢o
exactly the same amount of ﬁoney a8 they would amount to 1if
a flat sum had been charged, then 1t would seem to be proper,
that that would be a proper measure.

The fact is that they may amount to almost anything.
They may amount to 10 or 50 or 100 times more than that,
even though the paténts ere not used at all.

Justice Frankfurter: 1Is there anything in the record
or in the data on the basis of which the summary judgment
wes entered which indicates what the relationship is between
the cost of the laboratories which produce all these patents,
or any of them, and the.multiple patenta? | |

Nr, Crews:f That vas the questlon I went into & while
ago, your Homor, and sald that it vas disputed on the record.
The Automatic Radio figures are that Hazeltine puts something

like three to five per cent of the money paid by the public

on sccount of Hazeltine royalties back into research on radio
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receivers,‘but that is disputed on the record, and I went
into that and ahdwed it,

Justice Frankfurter: That does not ansver the question
vhether, evén though three or five per cent may be attribu-~
table to the expenditure to produce all these patents, The
difference in cost 1s so difficult to ascertain that Judge
Ford sald, belovw, that nobody cen measure it. He didn't say
you can use eny or all because 1£ costs the same whether you
use any or all.

Mr, Crews: Well, this Court said, in the United States
against General Electric case, that tha royalties charged
must Dear a reasonable relation to the value of patents
licensed,

This license here, under these terms, bears no relation-
ship wvhatever to the value of the patents licensed, A
manﬁtacturew might be turning out two models, one of which
used # Hazeltine patent, and one of which did not, He '
might be manufacturing edqual qﬁantities of each, He might
discontinue the one that used the Haszeltine patents and add
tvo more quéls, neither of which used the Hazeltine patents,
So that his total.production would go up .enormously; hils
royalties would go up enormously but his use of Hazeltine
patents would go dovn %o zero.

‘Justlice Frankfurter: But you have the availability

of the patents, which, so far as Hazeltine 1s concerned, may
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be the same whe%her Jou used one or three patents.

Mr, Crews: We do have the avallability 1f we want to
use them., In this case we dld not vant to use them and the
license contains a provision that where we do not mark the
Hazeltine patents they are not licensed and do not come
under 1£. We.did not mark them, Nevertheless, they insist
ve must pay royalties.

Justice Frankfurter: jWﬁich would be true Af they
charged you a flat rate?

Mr., Crevws: Yes, your Honor.

These tying-in cases continued.. There vas the IBM
case, in which the unpatanteﬁ cards vere tied in with the
right to use the patented machine., The Barber Asphalt case,
in vhich the patent holder sold unpatented asphalt for use
in practicing the patented method., This Court held there
that the patents vere misused,

Morton Salt against Suppiger, a caaehin which the
purchase of unpatented salt tablets was tied in with the
use of a patented machine,

The Eythl Qasoline case, in which one patent was tiled
in wvith anothar,'very much as is attempted to be done here,
in that case this couft made the following statement:

"Thé patent monopoly of one invention may no more be

enlarged for the exploltation of a monopoly of another than

for the exploitation of an unpatented article or.for the
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exploitation or promotion of a business not embraced within

the patent,"

B, B. Chemical Company v, Ellils tied in unpatented ma-
terials supplied by the patent owner for use in a patented
method,

The Mercold cases Were two more cases that tied in,
in eaoh.of those cases the patent owner, the licensee had
B to paiﬁmoney. In each case he got something for his money.
In each case ﬁhat‘he got for his money that he was required
to pay was something that the patent did not cover. And
that vas the pbase of those cases, each of éhose cases, which
this Court found to be improper, as I read them, and ihat
18 exactly what the paténﬁ ovner is here doing.

Automatic Radio is paying money. For that money it is
getting the right to manufacture sets whiph do not use any
Hazéltlné patent. Therefore, it is against a right which
is outside of the scope of any patent Hazeltine has, a right
which Hazeltine is not entitled to deny 1t under 1its
patents.

Justice Reed: I didn't understand the word ydu used.
It is paying for the privilege?

' Mr{ Craus: It is paying money for the right vhich
Hezeltine grants it.to make sets which do not use any Hazel-

tine patents,

In other words, a right vhich Hazeltine bas no right to
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exclude 1t from, Yet, that is what it is getting for its
money. It is getting for its money something which 1s en-
tirely outside of and beyond the scope of any patent held
by Hazeltine,

Justice Burton: It could be said 1t is paying it on
the number of articles that it might use a patent on; isn't
that 1t¢? .

Mr, Crews: If it was, 1t would be paying it on s
‘basis which bore no relation whatsoever to the Hazeltine
patent.

Justice Burton: Here 1s a man that vants a license

and may want to use Hazeltine patents on all his products,
| and then pays this rate.

Mr. Crevs: In this caese before your Honors it is pay-
ing it without using any Eazeltine patents,

Justice Burton: He has the right to, but chooses not
to use 1t, but he protects himself with the right to use it
if he vants to; isn't that true?

Mr, Crevs: Then that raises the question of Vhether
a future ﬁatent right -- 1f you are thinking about the in-
ventlons tbat have not yet come out of the laboretory --

Justice Burton: I wasn'tg,

 Mr. Crevs: That is one of the arguments that Hazel-

tine makes ,

Jusgtice Burton: They are in there, too,
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Mr, Crews: They are in thers, too., Those, of course,

are things they do not have the right to stop us from using

now,
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The complimentary type of control I mentioned before, of
tying in patents with rights not covered by the patent, the
negative type, was held to be bad by the Third Circuit Court
of Appeals in RCA v. Lord, and in National Loekwasher Company
v. G. K, Garrett, where the licensee made an agreement not to
deal in competing products, and it was striecken down.

It was also held bad by this Court in the Shoe Machinery
case, and in #he case of the United States against U. S.
Gypsum, aﬁd in the Gypsum case this Court said:

"The patents grant no privilege to their owners of
organizing the use of those patents to monopolize an industry
through price control, through royaltles for the patents drawn
from patent-free lndustry produets and through regulation of
distribution.”

So this royalty scheme which Hazeltine has set up tends
to and does diseourage the production of competing apparatus,
because it is a.tax on that competing apparatus, competing
unpatented apparatus. It reduces the chance that its patents
will be challenged., It makes the royaltles low; increases the
likelihood to take a license, and reduces the opportunity to
challenge its patents.

The.royalties bear no relation to the value of the patents
and good patents are caused to support bad ones.

- Por those reasona, that I have stated, we submit that the

first question should be answered that Hazeltline's royalty




" scheme is a misuse of patents.

The second and third and fourth questions go to the misuse
of patents,

The second question 1s whether it is a misuse of patents
for a patent holder to restriet the uses of a device in the
hands of a pﬁrchaser in the ordinary channels of trade.

The third question 1s whether he may do so by use of a
restrictive use notice which is required to be affired to the
patented device.

| And the fourth question 1s whether 1t is a misuse of
patents for him to require that restrictive use notice to be
attached to the device.

This business of attempting to restriet the uses which
may be made of a patented device go back for more than one
hundred yearé, and for more‘than one hundred years this Court
has consistently stricken down every attempt so to control the
uses,

. The question first came up 1in 1846, in the case of Wilaon
v. Rousseau; at a time when the law permitted extension of the
term of a patent. There a purchaser bought a patented device
within the Originai term and the patent owner tried to enforce
his patenf against thaf purchaser during the extended term
and this Court held in that case that he could not do so on

the ground that once the patented device had been sold and

title had passed the monopqly of the patent was exhausted and
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could no longer bévexercised.

In 1852, in the case of Bloomer v. McQuewan the case came
up of the purchaser from a licensee whose license was limited
to the original term of the patent, whether he had the right
to use that patented device in the extended time, whether the
extended term belonged to someoﬁe else, and this Court again
said that having bought the device and paid for it it was his
to use for any purpose; and the monopoly of the patent was

exhausted, could not thereafter be exercised against the

patented device.
The question came up again on restrictions in the place
of use of patented devices. In the case of Adams against

Burks, in 1873, the purchaser bought a patented article from

a licensee who was licensed to sell it only in a restricted
territory, and the question was whether that purchaser could
use that device elsewhere than in that restricted territory,
and this court held that it could, having bought it and having
paid for it the monopoly of fhe‘patént was exhausted and he
could use 1t anywhere he pleased.

Another angle.dr the same question came up in Hobbie v.
Jennison, in 1893, where the purchaser bought a pateﬁted
article from a licensee licensed to sell it only in one State
¥ and used it in another State, where the exclusive right to sell

that patented article belonged to another, and this Court held

that that was perfectly all right, and the patent monopoly was
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‘exhausted by the sale of the device by one who had the authority
to'séll, even though his authority to sell was limited to a
single State, the purchaser having bought it, the patent mono-
poly was exhausted and he could use it anywhere.

In the case of Standard Folding Beds, in 1895, it was
held that the purchaser from a territorilally limited lilcensee
could take the patented device into another State and could
gsell it there, although the right to sell in that State belong-
ed to someone else.

Then we had a series of cases in this Court on the con-
trol of:retdil prices. Bauer v. O'Donnell, arising in the
Distriet of Columbia, where the patent holder put a notice on
bottles of a product sold in O'Donnell’s drug store limiting
the price at which thoée bottles eould be sold to $1, and sued
for infringement where O!Donnell sold thew for less than a
dollar. This Couri held that a patent owner could not control
the retail'pricé of a device, again for the same reason, that
once the patent owner had sold the device the full title passed,
and he could not thereafter exercise any control whatever over
the uses of the sales price of that device.

In Straus v. ﬁictor Talking Machine Company -- this brings
us down to 1917 -- the licensee patent holder conveyed through
his licensee a license to use the phonographs for the 1life of

the patents provided a fee of $200 was paid. This Court saw

through that as simply another attempt to control the retail
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price and held that the devieces had been sold and the attempt
to control the price of $200 on the retail was beyond the
monopoly of the patent.

And 1n Boston Store against American Graphophone, there

was another variation of that.

Then we come to the Motion Picture Patent case, which

gile .
Ew
e
e

followed by five years the Henry v. A. B. Dick Company case,
and specifically overruling 1it.

In the Motion Picture Patent case the attempt was made
to control the uses to whiech a patented device ecould be put
after it had been sold by one with authority to sell. This
COuft held that the uses could not be controlled by analogy
to the retall prices, the retail price could not be fixed,

- the fe-use of the device could not be controlled, purchaser
having bought 1t the monopoly was exhausted.

Those last four casés I mentioned, Bauer, Straus, Boston
Store and Motion Pleture, the patents all lnvolved the use of
a restrictive use notilce applied.to the patent device, the.
same type of notice that Hazeltine requires here, and that
question was before this Court as to whether those restrictions
coﬁld be saved by the use of a restrictive use notice, and

é- this Court held that they could not.

It said that the gtatute contains no provision for such

a notiece, and the patent can derive no aid from it.

That Motion Picture Patent case, I think, is controlling




/ ef

here on the second and third questlons presented, deépite the
fact that since it was decided this Court has had before it
the General Talking Picture case.

The GenerallTalking Picture case, the two questions
presented were not answered, on the grouﬁd that they were not
in the cése. |

| This certiorarl has been granted here on.the ground that

they are in the case here. And as I read the Motion Picture

patent case, and wvhat the majority there had to say, it is
1ﬁ direet -- i mean the General Talking Pictures -~ it is in
direect conflict with the'ﬁofion éicture Patent case.

And this Court has-repéatedly, in recent years, cited with
approval the Motion Piqture ratent case, thereby reaffirming
the doctrine of that case.

Notably, all three opinions of the Court in the Line

Materials case cited tThe Motion Pleture patent cége with
approval,

So that I submit that under the Motion Piecture Patent

case the questions two and three here should be answered in
L~ the negative.

The fourth qﬁestion here 1s closely tied in to questions
two and three, namely, 1s 1t a misuse of patents for the
Adninistrator of a patent pool to require thils restrictive

"use notice to be use&.

Now, all of these cases I have just reviewed for one
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hundred years have consistently held throughout that time

that the varlous restrilctions attempted were bad because they
were attempts to extend the monopoly of the patent beyond that
which the patent covered.

The recent mlsuse cases in tbis Court, Morton Salt against
Suppiger, B. B.  Chemical versus Ellis, Carbice Corporation, and
so forth, have all held that any attempt to extend the monopoly
of a patent beyond the monopoly set by the grant of the patent
itsell constitutes a mlsuse.

Therefore on those two lines of cases I submit that the
fourth question should be answered in the affirmative.

Now, the f;fth question presented raises the question of
whether Automatic Radlo may in this case challenge the validity
of the patent 1t 1is chargéd with using.

Justice Burton: Is 1t your position that 1f there was a
clauée agaiﬁst the restrictive use of the product by licensee,
that that is also & defense against paying a royalty on 1t?

Mr. Cfews: Yes, your Honor, and this Court held in the
Sola case, 1n the MacGregor versus Westinghouse Electric case,
that it was a defense %o a sult for royaltles to show that the
patenfs were invaiid where fhey were belng used for a purpose
wvhich would constitute a misuse of the patent 1if they were not
valid.

Justice Burton: You mean the licensee has its defense

against paying the royalties because the man to whom he sold




it %s misusing the patents?

Mr, Crews: No, your Honor. No; I am afraid I haven't

made myself clear there,

iThe licensee has a defense when sued for royalties where
the licensor, the patent holder, has enforced conditions 1p
his license whieh conditions, the enforcement of which condi-
tions constitute a misuse of the licensor's patents. It is
the patent holder, the licensor in each case who has misused
his patent by his actions with respect to them.‘

Justice Burton: There 18 no claim in this case as to
that?

Mr, Crews: That is not direetly in the case in the sense
that there 1s no re-user in this case. However, these previous
caseg have held thst such re-use may not be controlled and
have s0 held for the last hundred years, Neverthelesé these
restrietive use notices go right on being used and right on
being held over the heads of the publie for whatever effect they
have. There appears to be no way of stopping the use of such
restrictive use notices unless in a case such as this.

For the fifth question --

Justice Frankfurter: Before you move on ==

Mr. Crews: Yes, sir.

Justice Frankfurter: Judge Magruder says, in his opinion,

that the Jjudgment on appeal here does not require the affixing

of these notices.
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Mr, Crews: The judgment granted an 1ﬁjunction specifical-
1y requiring the complying with certain provisions of the
license agreement. The notlce, llcense notice,clause in the
llcense agreement was not one of those clauses which was men-
tioned as requiring specific performance of 1it.

Justice Frankfurter:. That 1s not 1n the judgment.

- Mpr. Crews: The judgment does not require that that notilece
be affixed. Hazeltine, however, asserts that we have to pay
royalties on these sets whether we use that license notice or
not.

Justice Frankfurter: If that provision i1s not required
by the judgment, then the presence of 1t, not enforced, it
would seem to me would invalidate the license.

Mr. Crewsﬁ Merely because thils particular Judgment in
this particular case did not enforce that particular provision,
where 1t is denied that we use any Hazeltine patents, it seems
to me that has ano effect on the question of whether 1t 1s a
misuse of ﬁhe patent‘to include that provision in all 130 ofA
their licenses.,

Justlce Frankfurter: Suppose you do not affix these
notices. You would not be violating this injunction?

Mr. Crews: The specific 1anguagé of 1t, no, =ir. We

’

would, however, have to pay royalties on the sets to whiéh we

fall to affix the unotices.

Justice FPrankfurter: I understand that.
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Mr, Crews: The fifth question, whether we may challenge
the valldity of the patents which we are chaésed with using.
For that question I go back to the case of Pope versus Gormully,
decided by this 6ourt in 1802. In that ecase the patent holder
sued for royaltiesvalleéediy due under a patent license where
the licenselagreement contained a provision that the licensee
would not challenge the validity of the patents. This Court
held that that 1iceﬁse agreement was 1llegal, was'unenforceable,
beeguse of the presence of that provision in it, saying that
i1t was against publiec policy to prohibit the challenge of the
validity of 65 patents which were there 1nvolved.

- Now, if that is true fhere, then 1t seems to me, neces-

sarily to be true here, that in the case of 570 patents we
may either challenge #he vélidity of those patents or the
agreement 1s necessarlly invalidated and ﬁay not be enforced.

That case of Pope against Gormully has been cited by this
Court repeatedly in recent cases, thereby reaffirminé its

authority, and I belleve it applies here.
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ARGUMENT ON BEHALF OF RESPONDENT
By Mr. Dodds

Mr. Dodds: If it please the Court, there are just six
points which I hope to have an opportunity of covering in our
ar@ment, and I believe these six points will show that there
igs no merit in the defenses of petitioner and that there 1is
no substance in them.

The first polnt which I would like to make, point number
one, 1s that Hazeltline Research -- that 1s, respondent here --
is not engaged in any activities which would lead to any sort
of violations of the anti-trust laws. It 1s not now engaged

in and never has been engaged in the general manufacture or
sale of apparatus in competition with petitioner or in competi-
tion with any of 1ts liceusees.

Point number two 1s that respondent 1s not now and never
has been engaged in building up a monopoly of patents. What
it now ddes is to offer simple non-exclusive licenses to all
manufacturers under all of 1its pafents, under the same terms
and conditions.

In fact,‘wé believe that respondent has substantially
added to the competition in the radio and television industry
by supplying to meny small compénies and medium-sized companies,.
who could not afford extensive research, the technical know-how,

engineering assistance, and design information ﬁhich enabled

them more readily to compete with some of the larger and better
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integrated companies.
Now, a third point is that the past relations between

petitioner and respondent here comprise only a serles of

' suecessively broken contracts by petitioner. We belleve this

Justifies viewing with considerable skepticism the defenses
which petitioner has, that they are actually raised 1in good
faith,
| As point number four, we belleve the methed of computing
the license fee as a nominal percentage on the sales of radio
apparatus petitioner 1s making is one which 1s a purely private
transaction. It represents an evaluation as between licensor
and licensee as to what is a fair return for the use of Hazel-
tine's patents. We think 1t does not in any way impinge on
the publie interest and does not 1n any way create or extend
a monopoly. |

As point number five, we believe that the license notice
provision, which Mr. Crews has diseussed, is of the form ﬁhich
1s expressly approved by'this Court in the General Talking
Pletures case, and we belleve further that insofar as the
facts of this case raise the issue, 1t is also within the
dissenting,bpinioﬁ of Mr. Justice Black in the General Talking
Pictures case. |

But, in any event, the license notice iséue is not

presented tb this Court for decision, because some five years .

ago Hazeltine waived it in writing to petitiloner and also
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14censees. That license provision has not been used by anyone
for five years, It 1s not before the Court. It 1s purely an
academic and moot question.

Point number six. Some considerable argument hasibeen
made that the license agreement requires the application of
such a license notice to unpatented apparatus. We say the
language of the agreement is perfectly clear that we do not
have that right, we have never urged that right, and we have
never insisted upon it.

Now, when I take up these points in order, point number
one, we say that Hazeltine has no manufacturing monopoly or
anything that even points in that direction.  Petitioner here
1s not a ménufacturer. It conducts research and development
work in the radio and television filelds. It has laboratories
in Little Neck, Long Island, in Chilcago, and in Los Angeles,
in which it gives englneering assistance and technical know=-
how to manufacturers who are located in those respective sec-
tions of the country.

This research and development work has extended back
over a periocd of nearly 25 years, and Hazeltine spent maﬁy
millions of dollars in that effort, and the record shows in
the last. year preceding filing of this complaint some $500,000
was spent by Hazeltine in this direction. That represents a

figufe which is way beyond what many small or medium-sized

radioc manufacturers could afford to spend; and, yet; they
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colleetively receive the benefits of this engineering work.

Now, on this point I should mention parenthetically that
the figures which Mr. Crews read to you are not figures of
respondent. They are figures of Hazeltine Corporation, whieh
ineludes a number of subsidilary corporations engaged in quilte
different activities. There is nothing in the record whatever
to indicate any of these figures with respect'to respondent
here.

Point number two -- we say we have not engaged in any
activities which tend to build up a monopoly of patents. The
inventions which we have acquired have been from this research
and development work. We freely license to anyone, any com-
pany that is interested in a license -- all they have to do is
ask for a license and we give 1t to them, They have a license
under all patents, with no strings attached. The same terms
and conditions apply to every licensee. It is a free open-
ended license with the entire industry, with anyone who seeks
to take advantage of 1t.

Now, we believe that this nominal royalty that we have
charged is only a fair consideration for the license under the
patents and‘for the engineering and know-how which all these
licensees acquire by virtue of a license agreement. We believe
that 1t aids and promotes competition in the radio industry
becaugse it tends to put some of the smaller companies and some

of the medium~sized companies more closely on a par with the
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huge companies who can afford to expend sums of the some order
of magnitude we have been talking about. It puts them more
nearly on an equal footing and on equality with then.

Now, while it is true that the majority of the Hazeltine
licensees are smaller companies and medlum-sized companies,
at the same time our contributions have been recognized by
many of the larger companies in the industry. As Mr. Crews
mentioned, the Radio Corporation of America 1s a licensee,
Westinghouse, Zenith, Stromberg-Carlson.

I would like to negative any imputation that there is

any speclal deal, because every one of those companies has the

" same agreement which Automatic has, or i1ts later revised form.

There are no special terms or econditions.

Point numbef three. We believe that the past relation-
ships between the parties have indlcated a decided lack of
good falth. Let me Just trace the history briefly.

Back in 1935 petitioner first decided it would like to
have avallable the licenses and englneering 1d£ormation of
Hazeltine. 1t took a license agreement. What happened?
Immediately after it took a license agreement, it wrote to our
counsel: F"We are not using any of your patents, we won!t pay
you any royalties.” Not a year after or two years after, but
immediately after. |

What happened? We were foreced to bring suit in a Massa-

chusetts State court, and as a result of interrogatories filed




37

in that suilt, it turned out rather than that they were not
| using any,.that they were using 27 of our patents 1n thelr
recelvers.

A consent decree wés entered into to that effect, and
they paié,royalties. Théy paid royélties a little over two
years, although every single time we had to dun them, and they
were 1§te in reporting. We had to insistently demand the pay-
ment of those royalties.

They did that for about two and one-half years, and then
they stopped. We went to court and asked for a final decree.
The consent dedree was an interlocutory decree. That same
decree was made final and 1t continued in substance the prior
decree. At that time there was a settlement made. The licensee
took a second iicense for a five-year periocd, The agreement
was entered into. Then after that final decree, there were
extended negotiations, which I mentioned, entered into, and
there was -- I think I skipped one pecint -- there was a first
settlement at the time of the consent decree and a second
license, and at the time of the final decree there was a second
settlement and a third license agreement that was finally
entered intb in September, 1942, and at that time we were at
war and the ﬁanufacture of ecivilian apparatus of that type
was all prohibited; so that the llicense was more or less in

suspense or abeyance, in any event.

At that time they took their license and they say this
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was a second settlement agreement. What happened? Immediately
after the war, while the license agreement was still in effeect,
as soon as the war was over they came with the same ery: "We
are not uslng your patents. Therefore, we won't pay yoﬁ royal-
ties."

But when we got into the case at bar, there were exchanges
of interrogatories filed. They supplied us voluntarily with
circuit diagrams of thelr recelvers saying, "Tell us what we
are using."

We pointed out they were using ten of our patents. Now,
Mr. Crews has sald they deny they use any of the patents. The
only basis for that denial is the fact that he alleges a general
statement 1in his answer that they were not using any of our
patents.

In this motion for summary judgment, I may add, they filed
a counter motion for summary Judgment,'agreeing there were no
facts 1n dispute and asking the court to decide the case on
the record.

In connection with that motion and counter motion for
summary Jjudgment, they filed voluminous affidavits. - They filed
two affidavits -- three affidavits of their president -- no,
they filed two affidavits of their president, Mr. Houseman,
three affidavits of their counsel, an affidavit of their chief

englneer, and an affidavit of their technical expert; and in

that affidavit of their technical expert, thet affidavit 1s
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devoted entirely to consideration of these patents which we
pointe& out in our answers to their interrogatories were in
use. That affidavit‘points out-at length all the reasons why
those ten patents are invalid, but there is not a single sug-
gestion that ény of them are not in use.

As a matter of faet, 1t goes further as to one of the
patents. The technlcal expert, their own gxpert, says it is
in use. I refer to page élz of the record. They are talking
with respect to a wheeler patent, Number 2015327, and it says:

"The language of these claims is directed to the structure
of a vacuum tube, and the claims do not include any structure
except the structure of the tube itself. The tubes shown in
the exhibits éttached to plaintiff's answers to defendant’s
intefrogatories which use the structure are the following:"

Then there it polnts out the tubes in the various eircuits
which use the invention of the Wheeler patent, and yet Mr.
Crews says they are not using any of our patents.

Now, the foﬁrth point, your Honors, is this quesfion of
the royalties. The facts are, briefly, that thellicense agree-
ment, which 18 a gimple, non-exclusive license, grants a right
to the 1icénsee to use any one or more or all of the Hazeltine
patents as it sees fit, and 1t also grants it the right or
privilege'of using any of the fﬁture inventions which come out

of the Hazeltine laboratories.

The Hazeltine laboratories have been operating nearly 25
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years, they probably will continue to operate, they have made

many iaventions which have contributed to the progress of the
art in the past, and they will probably continue to 6o so. It
is quite probable that many of the licensees that accept the
license of the type we are talking about, carrying as it does
sueh a nominal rbyalty, might do it as well as a matter of
1nsﬁrénce. They do not kndﬁ’what inventions might come out of
the laboratories tomorrow that might be extremely valuable,
and by agreeing to pay this nominal royalty, with the right or
privilege of using any of the inventions which come out of the
iabératories, 1t is a relatively cheap‘form of insurance.

Justice Frankfurter: What do you mean by "nominal royal-
ty"?

Mr., Dodds: The royalty, Your Honor, is somewhat less than
A one percent., |
 Justice Frankfurter: One percent of what? |

Mr. Dodds: Of the manufacturer's selling price, which is
something less than one-half of one percent of the device as
it 1s sold over the couﬁter to the public.

Justice Black: I do not understand yet.'

Mr. Dodds: Your Honor, it is this: Due to the mafk-ups
which are allowed distributors, dealers, and so forth, a-
radioc which you buy across the counter would generally sell

for approximately twice the manufacturer!s selling price.

So if we charge a royalty -- suppose a manufacturen‘s
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selling price were $50. That would sell across the counter

at $100. We would charge one percent of the $50, which is

50 cents, and that 1s one-half a percent on the retail selling
price across the counter.

Justice Black: What do they have to pay if they do not
manufacture?

Mr. Dodds: If'theyAdo not manufacture any, they do not
pay anything except there 1s a minimum royalty of $2500 a year,
which is fairlj small, for continuity, which preserves the
iicense agreement in force,

Justice Black: I have not understood yet precisely what
‘this contract is. Do they have to meke a contract in order to
wanufacture? Would you mind explaining it?

Mr. Dodds: I think that is a helpful question. This
license agreement is both offered and voluntarily accepted.

As Mr. Crews pointed out, there are gquite a number of companies
who do not operate under license agreement from Hazeltine.

We think the majority do. They do because they think they get
value recelved, but it is purely a voluntary proposition on
their part whéther‘they do or not accept the license.

Justice Black: What is that value?

Mr. Dodds: The license agreement itself 1s a license
which glves the manufgcturer a right to manufacture and sell

various apparatus, partlcularly radio reeceivers, under any of

the patents which Hazeltine owns or acquires or under patents
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or inventions which may in the futurg come out of the research

. laboratories.

Justice Black: Suppose he says, "I only want one." What
ean he do? |

Mr. Dodds: He wants to use only one invention?

Justice Black: He wants to get a license to manufacture
one invention..

Mr. Dodds: That instance has érisen, and there are one
or two special instances where licenses have been granted under
a single patent for a single purpose.

Justice Black: What are the facts here on that?

Mr. Dodds: No facts one way or the other.

.Justiee,Blackz I understood from the other side they had
. to sign this one form or get none at all., 1Is that wrong?

Mr. D&dds: That 1s wroﬂg,

Justice Frankfurter: Judge Magruder in his opinion says
that it is nowhere alleged that Automatie had sought and had
been refused a license covering less than all these patents.
This particular contention has now been bresented on appeal
as a separate ground for defense. |

Mr. Dodda: I had forgotten that. That covers the point;

Justice Black: What 1s meant by this number one here,
the contention about misuse, that 1t is a misuse of patents

by the administrator of a pool of 570 patents and 200 patent

applications in the radio art to force the radio industry and
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the public -- and so on. You Just say tha@ is not correct.
Mr. Dodds: I say most definitely that 1s not correct,
your Honor. |
Justice Black: Suppose the record shows 1t to be correct.
gl Would you say that is a violation of the law or not?
Mr. Dodds: I am not quite sure I understand your ques-
tion, your Honor.
= Justice Blaék: Would you say that was a misuse of the
patent 1f the fecord shows that your company has done whaf
this question assumes it has done? |
Mr. Dodds: That is a little gdifficult to answer, Your
Honor, because I think that question is heavi;y loaded. It
48 1ike, "Have you stopped beating your wife?"
If I might slightly rephrése it --
Justice Black: May I ask this: What I understood you to
say is you have 570 patents --
‘ Mf. Dodds: Approximately.
Justice Blaek: -- and the people who want to use one of
your patents have to sign a contract to take them all.
| Mr. Dodds: That is definitely not right, your Honor.
b Justice Black: If that were true, would that be a misuse?
Mr. Dodds: I think that would be a misuse.
Justice Frankfurter: That is the Shoe Machinery law?

Mr, Dodds: That 1s correct. If we said in order to use

invention A, you also have to use invention B and inventioan C
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and invention D, I think that would be misuse, but I think

there is one thing we should meke clear, and that 1s a license
compelling the licensee to use inventions A, B, and C and those
giving him the privilege of using any of those that he wishes --

and that 1s the form our license agreement takes -- he 1s not

obligated to use any. He has the privilege of uslng any, as

B many as he wishes.

-Justice Black: And he has to pay for all the general

g

tribe, whether he uses any or not.
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Mr. Dodds: He pays a flat uniform rate, irrespective of

iy

g the extent of use., That is correo?.

_gz Justice Frankfurter: As I understand the Shoe Machinery
gituation, they had X numbei or 2 hundred patents in the Shoe
Machinery field. The manufacturer in Massachusetts or else-
where could not lease one of the machines without leasing them
all. Is that right? |

Mr. Dodds: I understand that is correct. '
Justice Frankfurter: You say that 1ls not true here?
Mr. Dodds: That is not true of this instance. There 1s

e

ho compulsion §n the part of the licensee to use aby invention,
tq make aﬁy partieularAapparatus, to sell any particular
apparatus or not to make or not to sell any particular appara-
tus. He has complete freedom wlth respect to what he manu~

factures and what he sells.

Justice Frankfurter: DBut you have a uniform fee for the
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sum total of your patents, and he can use what he wants or not
use them at all; is that right?

Mr, Dodds: Exactly, your Honor.

Justice Black: You mean, 1f I understand your answer to
that question, you say he can use what he wants to or not use
any at all. Do you mean you will not give him a license unless
he will agree to take this uniform contract you have and pay
this uniform amount? |

Mr. Dodds: No, I do not. As I mentioned a moment ago,
we have a few special licenses under that lease in that group,
but what happened is that the royalty rate is such that the
average manufacturer 1s not interested in a license under only
one patent. He wants freedom, He does not want to take a
license under patent A and then be threatened with a suit next
week because he changes his mind and decldes to use patent B..
He wants complete freedom. He is interested in having complete
freedom of design; 80 he does not worry about what he 1s making.
He has complete freedom of design insofar as the Hazeltine
patents are concerned.

Justice Burton: Is there not a practical consideration
involved 1n'your royalty.rate in a situatioﬁ where you have
hundred or more patents? You cannot tell what they are using'
and théy cannot tell what they are using, and you have to stop

and figure what they are usling; 1f you had to do that, you

never would flgure 1t out.
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‘Mr. Dodds: That is right. We could do 1t, but to do it
that would cost the licensee more'and would cost us more‘than
the royalties that are invélved. The radio 1s a pretty techni-
cal art. We have some hundred-odd licensees. Each licensee
ordinarily brings out five, ten, twenty different models every
year. It changes seasonally like clothing, like spring hats.
Every time he changes his receiver design, 4t would mean a
redetermination, a re-review of each of those many models,
hundreds, practically thousands in the country as a whole,
during the year, with each of the several patents to see what
is used.

It just seemed 2 practical expedlent and an easier ex-
pedient and one which certalaly does not impinge on the public
interest to say, “O,K;,:§0u pay us a nominal fee, you can use

" and in

anything you want, we will not have to be bothered,
the case of the liéensee Automatie, "You will not have to hire
a high-powered patent counsel'tq tell you what patents you are
using and you will not have to get an accounting department to
differentiate between whether this set or that set pays royal-
ty." It is a practical expedient.
Justice Burton: It 1s like a flat royalty except a big

usér’has to pay more than a little user.

Mr, Dodds: That 1s quite right. That also has a practical

significance, because obviously the benefits which a licensee

gets vary with the extent of his use. If he is a big licensee,




47

the value of the engineering service and use of patents is
obviously worth more than to a little licensee. So what he
pays 1s roughly proportionate to the benefits he gets from his
license.

Now, as i pointed out in my brief at pages 18 and 22, this
is not a new proposition. This form of license agreement has
come up again and again in the courts and it has uniformly
been approved &and it has never been disapproved. I have cited
in my brief deéisions by the Federal courts in New Jersey,
Pennsylvania, New York, Massachusetts, Calilfornia, Illinois,
the District of Columbla, and Ohlo -- eight courts in as many
States, and no court has disapproved this type of provision.

We submit that such rare unanimity 1s nearly conclusive
of the soundness of the rule.

We think that one of the cases I mentioned in the briefl -~
I would like partlcularly to call it to your Hoﬂors’ attention
-- that 1s Hazéltine versus De Wald, in whlech the defendant
was represented by Mr. Crews, who is counsel hére. That 1s
interesting because it 1s a decislon by the New York Supreme
Court and 1s a statement, therefore, of the New York law. This
license agréement expressly states that it is to be governed
by the New York laws. Juétice Hofstadter of the New York
Suprenme Céurt expressly approved this form of royalty payment.

Now, there is one point I would like to make note of, which

occurred since respondent's brief was filed last week. The
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Appellate Division of the New York Supreme Court on appeal
in the DeWald éase.reversed Justice Hofstadter in those
respects with whieh he disagreed with the Automatic case in
the Court of Appeals and granted summary judgment and brought
the decision in all fours with the decision of.the Court of
Appeals in the First Circuit.

We think that is significant as'a»statement of the New
York law by a higher court of the State of New York.

Justice Frankfurter: Is that reported in the Appellate

Division?

Mr. Dodds: That has not been reported yet.

@ﬁ' Justice Frankfurter: It is not in the Law Journal?

é%’ Mr. Dodds: It was mentioned in the Law Journal, but not
published in full.

1 3 Justice Reed: Do you have the date in mind?

Mr. Dodds: Yes, 1t was on last Wednesday. I do not re-

call the calendar date. That is when that decision came out.

I have coples I would be glad to leave with the elerk if anyone

1s interested.

Justice Frankfurter: May I refer back to the notice. You
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said that for five years that provision has been practically
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~a dead letter and has been universally waived.
-Mr. Dodds: It has been universally waived.

Justice Frankfurfer: Is that in the record?

Mr. Dodds: That is in the record but, unfortunately,
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belatedly. There is an affidavit by the President of respondent

Hazeltine, setting forth that fact and reproducing a copy of

the letter which was sent to all licensees, including peti-
tioner, and that is printed as an appendix in resporident 's
brief. |

Justice Frankfurter: You mean it was not before the
court below?

‘Mr. Dodds: It was not before the court below, and the
reagon for thét, your Honor, was that as a practical matter
that never assumed any importance until 1% got up here-and
the Department of Justice interested 1tself in 1t. It was
never rleaded in the answer or in the amended answer in the
District Court.

Justice Black: Does 1t stilll appear in the contract?

Mr. Dodds: I beg your pardon?

,Just;ce Black: Does it still appear in the contract,
these contracts that are being made now?

Mr. Dodds: It still appears in the new contracts, and
the reason 1s 4his.

Justice ﬁlack:’ I thought you said you had walved it.

Mr. Dodds: We have walved it by letter to each new
licensee. We have not formally deleted 1t from the license,
for the reason that ﬁhis simplified form of license notice,

which we have, which says, "Licensed under Hazeltine Corpora-

tion patents," has never been interpreted by any courts as a
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‘ compliance with the patent-marking requirements of the Revised
Statutes. The statutes put a duty upon the licensee to mark
that notice on his apparatus. Thgt license notice, that
simpiified form, whieh is not, I believe, subject to any
eriticism, has never been approved by any court.

Therefore, we have been a little reluctant to adopt thaé

formally. The license agreément 18 not in the exact form

which was approved by this Court in the General Talking Pictures
5 case, if and when this Court approves the simpler form, I
i%’ think there will be no question but what the form in the
s agreement itself will be changed.
- Justlece Black: You still have in your contracts a state-
ment that it ean only be used by the ultimate consumer for
i certain purposes and in a certain way?
Mr. Dodds: The licensge notice, which has been read --

I do not think that is quite a correct characterization of 1t,

i but that appears in the printed agreement, but the practice is
when - we sénd out the agreement, we send a letter with the
agreement.

Juétice Black: I understand.that. Do I understand that
your contract with the people which you make still carries a
statement that they must put a notice on the machline manu-
factured that it can only be used by the man who buys it and

pays his money for it for certain purposes?

Mr. Dodds: That is not quite correet in two respects.,
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I believe the letter we sent out with the executed coﬁtract is
a part of that contract and waives that provision.

Justice Black: But if it waives 1t, why do you put it
in there, if it is not to be held over the publiec to threaten
them? Why should you put it in there and put a letter out?

Mr. Dodds: Nobody has used 1it.

Justice Black: If 1t 1s not used, why do you put it in
your contract?

Mp. Dodds: Maybe our reason is not good. Our reason was
that the simplified form, which we have given them permission
to use, has never been approved by the courts. We were re-
luctant to depart from a form which had been approved by the
court to one which had‘not been approved by the court.

Justice Black: Do ycu think the law requires that you put
on a patented artliecle the use to which a man who buys it in
the open market can put 1t?

Mr. Dodds: That is not quite the point, your Honor.

The license notiece now in use merely says, "Licensed under the
patent rights of Hazeltine Research."

That license potice has never been approved by any court
authority as complying with the patent-marking requirements of
the statutes, Therefore, as I say, we have not formally
adopted 1t and suhstituted in our formal wrltten contract as

against one which had been specifically approved by the court.

Justice Blaek: I frankly do not quite understand. You
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# understand my views on it.because they were expressed in the
,Geﬁéral Talking Pilctures case.

Mf. Dodds: Very clearly.

Justice Black: I expressed them as strongly as.I could.
Now,lI cannot understand what you mean by 1t. At least, you
leave me with the impression that soméhow you think the law
requires &ou to put in your contract a statement that the man
who manufactures it must tell the publie, the user, the ulti-
mate consumer that buys it out or'the gtore, how he can use
i1t and when he can use 1t and what he can use it for.

Mr. Dodds: We do not feel that way, your Honor. We

perhaps could adopt some intermediate form of license notice
between that which we have been talking about here and one
which 1is actually in use. What I said 1s that I am not sure
5; that the -- I think this will clarify 1t, your Honor.
i% This license notice we have been talking about was accom-
panled with a list of patents which were 1n use by the licen<
i sees. Mr. Crews referred that to you, and it 1s reproduced in
the record. That, we thought, did comply with the patent
;g statutes. That was a listing of the series of patents in use
by the Hazeltine licensees, and that went along as a part of
the license notice. |

When we waived that license notice dealing with the ques-~
tion'of use, we also walved the.requirement of this rather long

list of patents, so that the notice which 1s now used by the
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licensee contains no reference to any patents by numbers. It
merely says, "Licensed under the patent rights of Hazeltine
Research, Inc.," and that, és I say, is the form of license
notice which has not had ccurt approval to date.

Justice Burton: You would have no doubt about the

adequacy of your present notice if you added on the number

and left out this language about home use?

Mr. Doddsé That is correct. That is a practical matter.

The reason we'left off the patent numbers was the llcensees

§§ complained that it cost too much to print up numbers every six
5% months to take care of patent expirations and new patents.
There was a fairly long list of patents, and it was a nulsance.

We used to revise that list every six months.
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Justice Frankfurter: Wherse does your notice differ
from that which was sustalned in ths General Telking
?1ctures case?

Mr. Dodds: We think the parailel is exact. We think
the notice 1is exact. We do not think it restricts the use
of the device in the hands of the user. We think it only
constitutes a notice of the extent of the licensee's license.

1t 1s merely informatory of the scope of the licensee's
license. We héve never enforced, we have neveﬁ sought to
enforce it against a user,

Justice Black: Why put it in the contract?

Mr. Dodds: The reason for that is -~

Justice Black: You say that it is licensed by the
Hazeltine Corporation only for use in homes or for educa-
tional purposes and in private and non-commercial use, I
understand you to say you have written them they do not have
to'do.that, but you 8t1ll keep putting 1t in the contracts.

Mr;lDddds: We kéep putting it in the contracts and
keep waiving ic.

(Leughter. )

Jﬁsticé Black: You keep waiving it. You notify all
of them that, "here 1t 13", but you then send them a letter
and say, “He don't mean 1%, but here it is in the contract."

Mr. Dodds: We waive 1%, I will tell you why it vas

originally sdopted. You raize the question vhy we used that,
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The ﬁeason is quite simple,

Justice Blécka AI em raising the quesatlon as to why
you use it nov, vhen in ensver to his argument thet it should
not be considered, that it is kind of moot because you have
notified them they do not have to pay 1t; but you still use
1t,

Mr, Dodds:  The practicel answer to that is that 1t
is an anachronism that crept in and stayed. Since 1945 it
has never been enforcedleither against the licensee or
agalnst any user or any purchaser. Haaeltlné hss no in-
centive in restricting anything in the hands of the user,

It does not sell. They are not competing with them. A1l
they are interested in is getting as many manufacturers as
possible to teke licenées,'pay royalties, and use inventlons.

Justice Black: You bave an interest in seemingly
dividing 1% up and letting one do this ~-- one manufactursr
at this place and one at amother,

Mr. Dodds: Yes,

Justice Black: And you manufacture 1%, and when it
1s sold to this eventual person, he can use it for a certain
kind of educational speech and the other man can use it for
a cerﬁain kind of music in his home,

Mr, Dodda: There are %o points involved. One 1s

the question of what the licensee can do and, second, any

notice which might carry over to the purchaser from the
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licensee, As betwveen the licensess, there 1s a very good
and practical reason for limiting a licensee; Licensee A,
for exemple, to bulld home receivers and Licensee B, for ex-
ample, to bulld commercial receiveﬁs. They are different
animals, different kinds of dogs,

" In one case you go into a radio étore and you buy a
twelve ninety five table model radio and bring 1t homo and
put it on your desk. . If you are going to buy & shipboard
radar set, vhich costs tens of thousands of dollars, or if
you are going to buy a receiver to use in a commercial air-
plane, you have an entirely different kind of animel, operat-
ing on a different frequency band, constructed differently,
havingAdiffereﬁt perfﬁrmance and different requirenents,

Justice Black: I can undersiand yourlargument nov,
You are dofending it. I can understand that. But the argu-
ment you made a while ego vas we should not consider it at
ell because you waived 1t and you are aendihg them & letter
ﬁhat they do not have to abide by 1it.

Mr, Dodds: There, your Honor, I think perhaps our
license notice may be a bit anachronistic,

Justicé Black: I do not know whet you mean by that.

Mr, Dodds: It 1s like Topsy, and 1t just grew, I%
has been there a 1ong'time, nobody criticizes it, this Court

approved 1% in the CGeneral Talking Plctures csse, nothing

over happened to i¢.
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I might say that waiver back in 1945 had nothing to do

vhatever with any of the crlticlsm that ve have been discuss-

ing here, The walver was solely dué to the fact that the
licensees objected to this frequent change of this long list
of patents., It just cost them money in changing labels and
nameplates.

Justice Fpankfurtera Why don't you accept Justice
Black's suggestion?: You say you stand on this decision of
this Court, which was peaffirmed on rehearing. Why should
you be so apologetic about it?

Mr, Dodds: We do.not care vhether we use this license
notice or another, Anything the llicensee wants to use ias
all right vith us. It does not have ths slightest consequence
to us vhich form of llcense notice we use, |

Justice Burton: As a practical matter, vhich form of
license notice is on the machines the public buys?

Mr, Dodds: The license notice vhich 1s on all of the
machines the public buys 1s a simple legend stating,
"licensed under U, S, Patent rights of Hazeltine Research,
Inc." |

Justice Burton: There 1s nothing about home use?

Mi. Dodds Nothing about the field of use, nothing
about patents, no restrictions, just a simple license.

Jﬁstice Minton: The terms of this contract are not

applied 4o this petitioner?
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3% Mr, Dodds: I beg your pardon?

E? Justice Minton: The terms of the contract are cer-
éé tainly not applied to this petitoner,

%g Mr. Dodds: ;I believe that is certainly correct, your
? Honor.

éi Justice Black: Are they in the contract?

Mr, Do@ds: I am Sorry?
Justice Black:  Are they in his contract?
£ Mr. Dodds: They are in his contract, except 1t has
been walved by letter. Petitioner recelved a letter.

| Justice Black: Was there any consideration for the
valver? |

Mr, Dodds: I doubt whether conaideration is neceasary

S
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there. |
Justice Black:  How would he knovw what would happesn

to him in the future under that contract? Do you think you
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i could enforgse it against him?
b .
& Mr., Dodds: I beg your perdon?

4 Justice Black: Do you think you could enforce i¢
i against him? ’
Mr. Dodds:  No.
. Justice Black: Even though you had written that
letter.

Mr. Dodds:  No.

Justice Black: Why not? Lavw suits are very expensive
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in patent litigation, particularly when you have the terms
of a contract; is that correct? ‘

Mr, Dodds: - That is correct. Bui I think after having
expressly waived it in writing to licensees, I be;ieve, if
nbthing else, we would be estopped because I think all
licensees have been acting in reliance upon that waiver,

Justicafalaak: I can understand you to say the Court
passed on it. Maybe they did, I can fully understant that,
ﬁowever, I do not qulte get the other,

Mr, Dodds: You mesn why we still use 1%t?

Justice Black: VWhy you put 1% in your contracts, send
it out fo the publlc, and then accompany it or send a letter
later and say, "ﬁell, vie dldn'ﬁ mean it in there."

Mr. Dodds: VWe 4o not send 1t later, ve send 1t at the
same time, ih the same envelope,

Justice Black: "It is in the contract, but we do not
mean it." 1

Mr., Dodds: I think that 13 not too uncommon a situa-
tion vhere you have a printed'form. Usually in sach license
agreement there are modlfying letteors to meet speclal cir-
cumstences., Rarely 1s there an agreement, a license agree-
ment, which is not modifled,

Justice Black: Are there any special circumstances

here or do you vwalve this with respect to everybody?

Mr, Dodds: We waive 1t with respect to everybody.
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Justice Reed: Maybe you had & lot of contracts
printed up. . |

Mr, Dodds: Tha’cl is true.

Justice Black: Is that the reason you did it?

Mr, Dodds: I would like to say yes, but I am afrsid

I cannot.

If I may gst back just for a moment to this question
of the royalties on the sslas of the apparatus of the type
licansed, the Department of Justice's criticism of this pro-
vision apbears tp ﬁs to be largely economic rather than
legal, and it also seems to us that 1% stems from a number
of erroneous factual assuﬁptions and premises,

First, 1t assumes that this provision for paying royal-
tien ﬁy.a licensee on his manufacture across the board in-
herently and necessarily, and I quote, "levies a toll on
unpatented apparatus,”

Kow, ve say thet there 1s absolutely no evidence to
that at all. The evidence in this case shows that petitioner
is using ten of our patents, and there is no evidencs to in-
dicate that the receivers vhich the othsr licensees were
making are.in any way different from the ones which
petitioner is making. |

In ﬁhe final analysia, a radio receiver novw has become

protty well uniform and standardized, a pretty standardized

plece of mevchandise, and there is no e¢vidence in this case
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that any licensee éver made and sold any receivers on which

they paild royslties which did not embody the Hazeltine in-

ventions, We belleve that the assumption in this respect
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Then, further, the Department considers only the present

e e

patented inventions and completely disresgerds the rights

under inveantions coming from continued research and develop-

s A i

ment work of the company. We meintain thet that alone is
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an adequate and legal consideration for the paﬁmant of the
royalty, aund by the mere addition of rights under our:present |
t patents; 1t does not convert what vas a perfectly légal con-
?I tract 1ﬁto an 1llegal one. He gete these additional rights
: for no édditional compensafion, no additional consideration.
f;' : Justice Frankfurter: Is this a device or means of
assessing or deterwining royalties ln this industry? Is
1% a device peculler to this industry?

. Mrr., Dodds; I think not, your Honor, As I pointed

out a moment 280, there have been at least elght other cases

O

in which.it has arisen. They vere all in different in-
dustries, none 1n the radio industry., They were all in
different industries,

I ¢hink it might be falr to say that 1t is procbably
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not the ordinary, I think it is the unusual situvation. If

a patent ovner has one patent on a refrigerator, there

really prébably 18 not any Jjustification For a provi&ién of

&




N Y e S LI R O

62

this sort, because it becomes reedlly and easily determined
ag to vhether he is or is not using the patent, and ths
burden is not great. You aré looking only et one patent
vith a fév olalms, and'you do not have the large range of
models of refrigerators as you do in the case of radio re-
ceivers,

I think it 1s an unusual provision, but 1t certainly is
not unidue.

Justice F?ankfurter: Is the common factor in the use

of that the multiplicity of patents, where such arrangements

. have been devised?

Mr. Doddss I think that is a faotor, and I think an-
other factor 1a the wide range of models and types of
apparatus involved in the license agreement. 1 think prob-
ably even multiplicity of patents might not justify 1t 4if
there was only one device and the mannfactﬁrers kept making
that same device Jear after year after year,

It bolls dovn in the final analysis -- the brief of
the Department suggests thia.COumt should reexamine or re-
verse the Gensral Talking Pictures case.. We think that
vhether théy do or not does not have any effect on the de-
cision of the Court in this case, because ve feel that the
questlons-thare presented are not realiy preSented hére,

You will recall that the General Talking Pictures case

ves en action for infringement against a purchasar from é




63

licensee for uses outsides of the fleld of the license and‘
outside the flield of the license notice. -

This Court enforced that license notice agalnst e
purchaser, and the reason they did it was because they
thought the purchaser had knovledge and he.was not acting
in good falth,

But in this case there 1s no purchaser, nor any in-
terest of any purchaszser, which is in any vay concerned. All
ve are talking about ia between licensor and licenses,

We say, further, that if this Court is going to reverse
the General Talking Pictures case vwe think it may well have
very serious and widespread and disastrous consequences on
industry generally, which we do .not concern ourselves with,
vhich we ave in no position to present; and which we are in
no position to evaluate and adequately defend.

We believe if there is going. to be any #éversaliof the
General Talking Pictures case, that should avait a case
where'ths issues are squarely presented, vhich we thihk they -
are not here. We think, just incidentally in passing, that
the Department of Justice may have overlooked one conssguence
of 1ts suggestion that the General Talking Plctures case be
reversed, and that 1s this:

I believe ﬁour Honors mighﬁ take Judicial notice of
the fact that the Government 1tself acquired thousands of

licenses from 1ts weprtime contrectorsz and develepmonits with
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respect tq lnventions wvhich were made in the performance of
those contracts, Every single one of those thousands of
license agreements 1s restricted to governmental uses, If
you are going to‘outlaw licenses for lim;ted uses, you will
invalidate those thousands of license agreements which the
Government nov holds, |

Thersfore, I would juét like %o relterate, in closing,
that ve bellieve Haezeltine has not 6ontributed %o or engaged
ip the building up of any monopoly in any type of'mannfacture, 
has not contriﬁuted to or engeged in the building up of a
monopoly of patents, and ve bslievé that the license fee
provision providing for the payment of royaltles on all
apéaratus of the type licensed is purely a prilvate effair
and does nof in any vay impinge upon the public interest.

Finelly, ve believe that the license notice provision
is oné expressly approved by this Court and that, in any
event, it has been walved for a great many years.

ARGUMENT ON BEHALF OF RESPONDENT
By Mr. La PFollette

Mr. la Follette: May 1t please the Court, I will not
trespasa ﬁn'your time by overtalking this case.. I would
like %o underwrite one point in particular.

That is, the Department of Justice's brief in this case

emphasizes the question of monopoly, and if 1t does not

sound personal, I would like %o say I think I have as good
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a noée for monopoly as the next fellow, and I am an officer
and divector of this company, have been since 1945, and that
Hazeltine, point No., 1, does not manufacture anything except-
ing for the Government of the United Stateé, the Armed Forces.
It has no motive, no purpose in monopoly of any kind in terms
of manufacture.

30 far as patents are 6oncernad, all of its patents are
avalleble to any comer.and,ir I may trespass & little on Mr.
Justice Black's time, I would like to emphasize as far as I
can see 1%, this case before this Court comes even wlthin
his dissent and that what Haieltine has done is not to waive
its rights betveen the licensor and the licensee, If I may
supplement Mr, Dodds' boint. that 1s what we have preserved,
the right beﬁveen licensor and licensee, bhecause that is the
method of determining the royalty rate,

What we have walved is any.rights as egainst gny third
persons, That 1s why we do not feel this case comes within
the Talking Pilctures case, even within jour dissent, sir.

REBUTTAL ARGUMENT ONX BEHALF OF PETITIONER
By Mr. Crevs

Mr., crews; 1f the Court please, I would like %o have
it very clearly understood thet there 1s a dispute of fact
on this record as to whether the Automatic Radio Manufactur-

ing‘COmpany 1s uvsing any of Hazeltine's patents,

On page 195 a atatement is made in Mr. Voodworth's
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affidavit:

“"Defendant has used no valid patents of Hazeltine in
any sets made by 1t at any time,"

Mr. Dodds referred to the Appella#e Division as re-
versing Justice Hﬁfstadter's decision in New York, That
reversal was»by a vote of four io one. There was one dis-
penting Judge. The four-Judge majority religd specifically
on the Automatié Radio case as thelr authérity and followed
it. Thereforé, we have four Judges who did not decids the
case independently, while we have one Judge who did inde-
pendently‘decidehit in our favor. |

With respect to this license notice, which Mr, Dodds
says that they have vaived continuously for meny years, that
appears in the appendix to Mr, Dodds' briéf at page 79. I%.
is Mﬁ. Binn's affidavit, which is there printed, and prints
one of the letiters, and says tﬁat a letter like this hes
been sent every year for five years and each of the 1etteﬁa
read substantially as follovs, Then he quotes the letter
and in the letter he quotes that license notice is waived
for a period.ot three months or four months from September 5,
1945, to January 1, 1946,

So what they are doing, apperently, is repeatedly waiv-
1ng'this license notice for & period of months and doing it

revocably, so that whenever this Court decides this case,

they simply mtop sending out these weiver notlces, and the
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provisions of the license agreement come into full force and

-effect and may be enforced.

Justice Frankfurter: I could not quite follow., This
Court has what?

Mr. Crews: If this Court should decide in this case
that the patent-marking notice, restwictivé notice, i
proper, then all they have to do i3 stop sending out these
vaiver notices and they can then force their licensees to
mark these restrictive-use notices on the sets they make,

Justice Frankfurter: They have no emphatic notice
that these restrictive notices do not apply to the purchaser?

Mr. Crewss You mesn Mr. Dodds?

Juastice Frankfurter: Yes, Both said this is not the
Telking Pictures case, this is not intended to bind buyers
fr&m the licensee, | |

Mr, Crews: I understood Mr., Dodds to séy this license,
thls réstmictivamuae notice, vas on all fours with the one in
the Generai Talking Pictures caée, applied to the users di-
rectly.,

Justice frankrurterz Ve have bad the most solemn
assurances that it is not intended to apply to consumers,

Mr, Crewa: Your Honor, the lenguage is there to be
read.

Justice Frank?urters I am only suggesting that it may

£ind its way into an opinion of ¢he Court in view of what
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Mr. Crews: That may be true, but the license agreement
says it is licensed only for use in thé home, and they mey
enforce 1t regardless of the representations mads heré.

Justice frankfurter:, Regardless of what this Court
says 1in 1ts opinion?

Nr. Crews: 0f course not, your Honor.

Justice Black:. I asked your oppﬁsing counsel -~ this
No. 1 point in your petition for writ of~ce§tiorar1, on page
3:

"Is it & misuse of patents'by the Administrator of a
pool of 570 patents and 200 patent applications in the redio
art, to force the radio industry and the pgblio, by means of
its 'standard’ licenses outstanding to 130 manufacturers, to

| pay royalties on the entire production of its licensees,
amounting to tens of millions of radlio sets, even though
none of the patents is used?"

On wvhat do you base that?

Mr, Crews: I base.that question on the fact that
theltine haé 130 licensses nov outstanding and in force
in the radilo 1ndﬁstry. Those licenses are all of a stendard
form. Those licenses all require each of thoase 130 licensees
to pay royalties, percentage royalties, %o Hazeltine on their
entire production of radio receivers, even though no Hazel-

tine license i3 ever used in any single one of those sets
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mede by those 130 manufacturers.

Justice Black: Where do you get the words "to force
the radio 1ndustry;? I understood Mr. Dodds to say they
did not require that in the contract.,

Mr. Crevs: 0f course, they have 130 standard con- -
tracts outstanding, your Honor. I see your Honor's interpre-
tation of the word "force', as to whether the license must
be taken.in thisArorm.

Justice Black: That is correct.

Mr. Crews: Now, there are 130 1icenses outstanding,
ell of which are in this form, They are a standard printed
form. They have for 25 years been a standard printed form,
vhich all of Hazeltine's numerous licensees over the years
have signed.

Mr, Dodds says they have a fev special ones, Now, those,
I imagine -- I do not knov anything about those from this
record -= I imagine they are not llcenses to manufacturers
of radlo receivers,

I imegine they are licenses to manufacturers of radar
equipment‘foﬁ the Government, or something like that., I do
not knov anything about them, I know they have 130 in this
form, .

Justice Black: . Did you allege hereo or is there proof,

by affidavit or otherwise, that you tried to get & different

form of contract and that you could not get a different form
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of contract?
Mr, Crews: Yes, there vas,

Justice Black: VWhere is that?

Mr, Crews: That was disputed, and, therefore, not an
issue, That was alleged as part of our motion for summsry
judgment, That was»disputed and, therefore, it raised an
issue of fact upon which we coﬁld not base & motion for
summary judgment. Therefore, it was dropped from the case,

Justice Féankfurtei: Therefore, it is not ln the case?

Mr. Crews: Therefore, it i8 not 1n the case, that 1s
correct, but it is in the case that all of these 130 manu-
facturers have to pay royalties oh all of thelr devices,
vhether they use any pateﬁt at all or not,

Justice Blaock: If they have the contract.

Mr, Crevs: Yes, 1f they have'g conﬁract, and 130 of
them have this standerd printed form of contract.

Justicé»nlacka But you have no ﬁroof or allegation
that they had to sign this in order to get any of the rights
to utilize any of the patents?

Mr, Crevs: No, your Honor, Whewe I find the tle-in
hpﬁe is in the fact that we have to pay royalties, even
though ve use none of the paﬁents. How, if they had & B
Grade B pétent, wvhich they forced us to take, and we had %o
pay on those for hslf of our production, that.WOuld be a

tie=-in3 bub they do not have a Grade B patent.
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If half of our production uses none of theilr patents .
or 1f a1l of our production uses none of their patents, ve
nevertheless have to pay royalties.

Justice Black: If you voluntarily meke a contract to
do that and you did not have to, how can you charge them
vith the responsibllity for your having entered into the
contract?
| Nr..crewaz Your Honor, I think the licensee voluntar-
ily entered into the contract in the Sola case and inm the West-
inghouse againat MacOGregor case, Nevertheless, he was per-
mitted t0 challenge the validity of thé patents he vwas
charged with using. |

Justice Frankfurter: So far as this record goes, for
all ve knov, you desired to have the benefits of these 130
patenta, to choose which ones you would use, which ones to
use.at your free will; is thaﬁ right? That 1is, as far as
this récurd goes? 4

Mr. Crews: I do not think that 1s quite true, your
Honor, This record shovs that HagZelilne -- the small manu-
facturers have been forced to”ﬁaka these Bagzeltine -~ “

Justice Frankfurter: We are not talking about the
othér paopia. So farlﬁa you are concernsd, for all we knov,
1t wvas o0 your advantage to have the opportunity of using
any of the 130 patents. |

Mr, Crevs: No, your Honox, Thore is an effidavit in
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the record by Automatic Radlio patent counsel, which says

that it was hie oplnion, after oafeful study, that Automﬁtic

f ' ' Redio was using no Hazeltine patents in 1ts sets, but he ad-

; vised his clients that they must sign a Hazeltine license

because the o&at of litigation would be prohibitive and

,i they had no cholce but to do sb. That is in the record,

] Justice Frankfurter; But there is a finding by the
Court of Appealé that there was neither allegation nor proof
that you couid'not have dbtaiﬁed some patent that you wanted
to‘use and not be bound to use sll éf the others.

Mr, Orews: That is correct.
Justice Minton: You took this contract in order to
be sufe that you saved yourself some expense,
. Mr, Crevs: Expense of batent litigation, and ve had
.‘¢ither to sign the contract or go out of business,
Justice M;ﬁtonz You were not forced to make the con-

\ tract, except as a business expediency. .

Mr. Crews: | Or go out of business.

Justice Burton: I want to get this cleér. You
referred to peges 78 and 79, about this notice. However, I
do not f£ind anytﬁing sbout three months' notice. It says
if they declded to use the old notice iﬁstead of the new
notice;'thsy would havé,to reviae a 1ist'of patents by 1946,
but that the vﬁple proceduré of the waiver here has no time
1imit on 4%, |
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Mr, Crews: It says this list will be effective until
January 1, 1946, In the event you do not wish to use this

license, then use the simple form.

Justice Burton: Yes, but if you do use the old form
with ths'list, then you must revise that every so often,
because you have the numbers on there and must revise 1t
within three months after that notice, but if you do not use
the nuwbers at all, then you use the weilver form, and that
is good forever, .

Mr. Crews: I would not so read 1t, your Honor, There
is a time limlt on the list, and it says if you do not use
the list, use this,

Justice Burton: This carriss no time llmit?

Mr, Crous: It carries no numbers, yes.

- Juatlce Burton: It has no time limit?

Jir, Crevs: But it seys it is to be used as a sub-
etitute for the list, which list is effective only for three
months,

Justice Burton: If you use the number 1ist, you have
to change 1t at the end of three months to be up to date,
but if you do not use the number list, I understood you use
the short form, .

Mr, Crews: That is vhat Er. Dodds says, as I ﬁnﬂeru
stood him, yes, air,

Juetice Burten: That iy what I thought thias ssald,

] |
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Mr. Creus: There 1s one other fact in the case not

.mentioned on either side, and that is that Automatic Redio

repudiatéd 1ts license under Hazeltine's patents. It has
set itself open to be sued for infringement and to meet the
challenge in that vay, Instead of that, they sued us for
royalties hera. |

The Chief Justice: That would save you at least per-
haps the expenée in suit. |

(Whemeupbn, at 4#:15 p.m,, oral argument in the sbove-

entitled cause was. concluded,)






