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Executive Summary

Purpose

Background

Results in Brief

Over the past 11 years, section 337 of the Tariff Act of 1930, as
amended (19 U.S.C 1337), has been an important tool for protecting
intellectual property rights against counterfeit and infringing imports.
During the course of our work, a number of bills were introduced, one of
which was passed by the House of Representatives, which largely aim to
(1) mcrease access to section 337 rehef, (2) improve the International
Trade Commussion’s (ITC) administration of section 337, (3) clarify the
ITC’s authonty to 1ssue multiple remedies, and (4) strengthen the Cus-
toms Service’s enforcement of section 337 exclusion orders We focused
our work on evaluating these proposals.

Although section 337 relief has been available since passage of the
Tarff Act of 1922 (which contained the essential provisions of what
was later to become section 337), firms began using 1t extensively to
protect intellectual property rights only when 1t was amended by the
Trade Act of 1974, Section 337 proceedings, which are governed by the
Administrative Procedure Act, typically begin with the filing of a com-
plaint with the 1TC, which then informs the alleged infringers named i
the complaint (“respondents’) and assigns the case to an administrative
law judge. The judge presides over an adversarial proceeding and sub-
mi1ts an nitial determination to the Commission—the 6 member panel
that oversees operation of the 1TC and 1ssues the agency’s official deter-
minations. To obtain relief, a complainant must demonstrate that a valid
and enforceable intellectual property right has been infringed and also
must meet certain “economic’” tests

The Commission can adopt, modify, or reject the judge’s determination.
Should it find in favor of the complamnant, the Commission can issue
rehef unless, after considering its effect on the “public interest,” 1t finds
that it should not do so Relief under section 337 most often takes the
form of exclusion orders, which instruct the U S Customs Service to
stop imports of goods that counterfeit or infringe the intellectual prop-
erty right covered by the order. The Comrmssion also 1ssues cease and
desist orders, which mstruct respondents to discontinue certain actions
found to violate the intellectual property rights of complainants. The
President has the authority to disapprove the Commission’s determina-
tion for policy reasons within 60 days

Section 337 of the Tanff Act of 1930 can more effectively protect U S,
mtellectual property rights against counterfeit and infringing imports
Legislative changes are needed to.
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Executive Summary

Increase access to section 337 relief by eliminating or redefining statu-
tory cnteria for obtaining relief

Direct the ITC to speed relief when complainants need expedited govern-
ment assistance and when no respondents participate in the
proceedings.

Clanfy the ITC’s authority to 1ssue both exclusion orders and cease and
desist orders to remedy the same unfair trade practice.

Strengthen the Customs Service’s ability to enforce section 337 exclu-
sion orders.

Principal Findings

FEconomic Tests

Section 337 originally was intended as a trade statute to protect U.S.
firms and workers against all types of unfair foreign trade practices
Therefore, the provision of rehef 1s contingent on the firms’ meeting cer-
tain economic tests normally not associated with the protection of intel-
lectual property rights These tests require complainants to demonstrate
that (1) there 1s a domestic industry, (2} 1t 1s efficiently and economi-
cally operated, and (3) the unfair acts of respondents have the effect or
tendency to destroy or substantially injure that industry. Because of
these tests, some holders of valid and enforceable intellectual property
rights that are being infringed by imports are denied access to section
337 relief

ITC Administration

The 1TC’s 7-month time frame for providing expedited relief to firms that
need immediate assistance undermines the effectiveness of such relief
Many see this time frame as mordinately long, especially in light of the
one-year statutory deadhine for providing permanent relief. During the
course of the proceedings for expedited rehef, which involve a separate
hearing before an admimstrative law judge and Commission review of
the initial determination, foreign firms can flood the domestic market
with counterfeit and infringing goods, causing lost sales and damaging
consumer confidence 1n the complainant’s products Further, this 7-
month time frame has discouraged some firms in need of expedited
relief from seeking 1t

The ITC’s time frame for providing relief when no respondents partici-

pate—generally a full year—also undermines the effectiveness of sec-
tion 337 relief Before providing relief in such “default” proceedings, the
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Executive Summary

ITC needs to assure 1tself that rehef is warranted Nevertheless, during
the course of these proceedings, respondents can continue to import the
alleged infringing goods.

Section 337 authorizes the ITC to 1ssue cease and desist orders “‘in lieu
of”” exclusion orders Until recently, the Commission had interpreted
this statutory language as prohibiting it from issuing both orders to
address the same unfair practice, thus limiting the effectiveness of sec-
tion 337 rehef. Although the Commission recently reinterpreted this
provision and 1ssued both types of relief for the same unfair practice,
the statutory support for the revised reading 1s not free from doubt.

Customs Enforcement

Recommendations

Because exclusion orders do not authorize Customs to seize counterfeit
and infringing goods, some knowledgeable officials do not consider them
to be effective deterrents to importation of such goods In a GAO survey
of firms that received exclusion orders, about two-thirds of the survey
respondents that indicated they had a basis to judge reported that
mports of counterfeit and infringing goods covered by these orders con-
tinued to enter the country Although these firms most often saw a sub-
stantial decrease in these imports, they reportedly caused significant
losses 1n sales and loss of consumer confidence 1n the legitimate
products.

GAD recommends that Congress amend section 337 of the Tariff Act of
1930 for cases involving protection of intellectual property rights as
follows

Eliminate the requirement that a complainant be efficiently and econom-
ically operated, eliminate the domestic industry requirement, and rede-
fine the injury requirement so that ownership of a valid and enforceable
U.S 1ntellectual property right and proof of infringement by 1imports 18
sufficient to meet the injury test

Require the ITC, at the request of the complainant, to make temporary
relief effective within 10 days of receipt of an administrative law
Judge’s affirmative mnitial determination on temporary relief, while
requiring the complainant to post bond, unless it finds that such action
would be contrary to the “public interest ”’ The Commission could then
review the initial determination in accordance with 1ts current
procedures

In cases where no respondents participate, require the ITC, at the request
of the complamant, to provide interim relief 1f (1) the facts as set out in
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Executive Summary

Agency Comments and
Our Evaluation

the complaint, supporting documents, and other information available to
the Commission demonstrate that a violation of section 337 1s likely to
have occurred and (2) the provision of interim relief is not deemed con-
trary to the public interest. Also require the ITC to make its determina-
tion on permanent relief no later than 6 months from the date all
respondents are officially determined to be in default, not to exceed 12
months from the date the Commission instituted the investigation.
Clearly authorize the ITC to 1ssue both exclusion orders and cease and
desist orders to remedy the same unfair trade practice

Authonze the 17C to direct the U S Customs Service to seize counterfeit
or infringing goods when there 1s evidence that a firm or firms have on
more than one occasion attempted to bring such goods into the country
1 knowing violation of exclusion orders

Appendix I contains specific legislative language for these
recommendations

The Office of the U.S. Trade Representative expressed general agree-
ment with a draft of this report. The Department of the Treasury gener-
ally agreed with GAO’s conclusions and recommendations on Custom’s
enforcement of exclusion orders (See apps. IIl and IV)

The irc Chairwoman 1n April 1986 commented on a draft of this report.
(See app. V.) Her comments recommended that GAO reconsider its posi-
tion on amending the section 337 economic tests, They expressed con-
cern that GAO based 1ts conclusions only on the perceptions of
corplainants and that 1ts recommendation would, among other things,
lessen the impact of section 337 in encouraging domestic exploitation of
mntellectual property rights and raise trade policy concerns GAO believes
that its methodology adequately took into consideration all pertinent
views on eliminating the economic tests and that 1ts recommendation
could enhance domestic entrepreneurial activity. The comments also
characterized GAO’s recommendations regarding 1TC admunistration of
section 337 proceedings as “‘a useful foundation for thoughtful discus-
sion’’ and expressed general agreement with GAO’s recommendation
regarding Customs enforcement of exclusion orders but suggested that
Customs, and not the I1TC, should decide when 1t is appropriate to seize
and take custody of goods Gao continues to believe that Customs should
seek ITC authorization to enforce an exclusion order by seizing and
taking into custody imported goods, since the statute grants to the ¢
the authority to determine the appropriate form of rehef
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Chapter 1

Section 337 of the Tariff Act of 1930: An
Important Tool for Combating Countertfeit and
Infringing Imports

Section 337: What Is It?
How Does It Work?

As revised by the Trade Act of 1974, section 337 of the Tariff Act of
1930, as amended (19 U S C 1337), has become an important tool for
protecting patents, as well as trademarks and copyrights,! against coun-
terfeit and infringing? imports. Since the 1974 amendments, firms have
increased their use of this provision, focusing congressional attention on
section 337 and resulting 1n the introduction of legislation to amend the
statute

Section 337 gives U.S. firms a means to combat unfair practices in inter-
national trade. It declares unlawful all

“Unfair methods of competition and unfair acts in the importation of articles into
the United States the effect or tendency of which 1s to destroy or substantially
injure an industry, efficiently and economically operated, in the United States, or to
prevent the estabhishment of such an industry ”

To establish that there has been a violation and obtain relief, which
most often takes the form of Customs Service assistance, firms partici-
pate in an adversanal proceeding administered by the International
Trade Commission (ITC) in which they must demonstrate that they meet
certain statutory criteria

A typical proceeding (see fig. 1.1) begins with the filing of a complaint
that a firm or firms have engaged in unfair methods or acts of competi-
tion.? Upon receipt of a complaint, the ITC must decide within 30 days
whether to formally institute proceedings. Such proceedings must be

Ipatents, which protect functional and design inventions, give mventors the right to exclude others
from makang, using, or selling their inventions Trademarks protect words, names, symbols, devices,
or a combination thereof, used by a manufacturer or merchant to 1dentify 1ts goods and distinguish
them from others Copyrights protect iterary and artistic expressions, they grant to an author, com-
poser, playwright, publisher, or distnbutor the exclusive right to publish, produce, sell, or distribute a
Iiterary, musical, dramatic, or artistic work

2Trademark counterferting generally refers to the deliberate, unauthonzed duphcation of another’s
trademark or packaging and trademark mfringement to the unauthorized use of a trademark that 1s
s0 sumilar to another existing trademark that, considering the products mvolved, consumers are likely
to become confused Copyright infringement generally refers to the unauthorized use or copying of a
copynghted work Patent infringement generally refers to the unauthorized manufacture, use, or sale
in the Uruted States of all devices embodying the patented invention, whether copied from an autho-
rzed device or resulting from independent development

3Since 1975, the TTC has self-imtiated two cases In such cases, the positions of the complamants are
represented 1n the proceedings by the ITC mvestigative attorneys The ITC, on its own mitiative,
remnstituted Airtight Cast Iron Stoves in July 1981 after realizing that the exclusion order 15sued in
the onginal case chid not thoroughly address the import infringement problems of the complamant
The ITC also self-imtiated Apparatus for Flow Ingection Analysts in June 1983 at the request of the
U S Department of Agriculture
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Chapter 1

Section 337 of the Tariff Act of 1930: An
Important Tool for Combating Counterfeit
and Infringing Imports

concluded in one year (18 months 1n “more complicated’’ cases)* and be
conducted in accordance with the Administrative Procedure Act (b

U.S C 5561 et seq). This Act provides for notification of parties that
might be adversely affected by an I1TC determination and for a hearing
on the record before an ITC administrative law judge If the ITC proceeds
with an investigation, it publishes a notice of the investigation in the
Federal Register and notifies by mail alleged infringers named in the
petition (“respondents’) The ITC has rejected about one or two of the
dozens of complaints it receives each year.

4A case can be deemed “more complicated” 1f 1t.1s of an involved nature due to the subject matter,
difficulty in obtaiung information, or large number of participants
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Chapter 1
Section 337 of the Tariff Act of 1930: An

Important Tool for Combating Counterfeit
and Infringing I'mports

Figure 1.1: Procedure For Obtaining Relief Under Section 337
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Chapter 1

Section 337 of the Tariff Act of 1930: An
Important Tool for Combating Counterfeit
and Infnnging Imports
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Within the first month after the notice 1s published, the case 1s assigned
to an administrative law judge, who presides over an adversarial pro-
ceeding In which attorneys for the complainant and the respondents
who choose to participate present their cases This proceeding is held
“on the record” and normally includes discovery (including depositions
and mterrogatories), cross-examination of witnesses, and filing of briefs
Investigative attorneys from the 17¢’s Office of Unfair Import Investiga-
trons also participate in the proceedings and have all the rights and obli-
gations of the private parties to the proceedings They are responsible
for protecting the public interest, which they do largely by ensuring that
the record of the proceeding is complete and by helping to narrow the
1ssues under contention [ 'nless the case 1s deemed more complicated,
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Chapter 1

Section 337 of the Tariff Act of 1930: An
Important Tool for Combating Counterfeit
and Infringing Imports

the judge must submit within 9 months of the notice’s publication an
nitial determination containing findings of fact and conclusions of law
to the Commission—the 6 member panel that oversees operation of the
ITC and 1ssues the agency’s official determinations.

The Commission has about 3 months to review the initial determination
{which 1t can adopt, modify, or reject) and render a final determuination
Under ITC rules, the Commission has 45 days to decide whether to
review an initial determination. If it decides not to make a review, the
mit1al determination 1s adopted as the 1TC’'s final determination, If it
decides to review the mitial determination, the Commission has the
remainder of the statutory time period (usually about 45 days) to reach
a final disposition of the case If 1t finds 1n favor of the complainant, the
Commussion can grant relief unless, after considering the “‘public
mterest” (i.e , the public health and welfare, competitive conditions in
the United States economy, the production of like or directly competi-
tive articles in the United States, and United States consumers), the
Commission finds that it should not do so ®

Should it decide to 1ssue relief, the ITC has a number of remedies at its
disposal It most often 1ssues general exclusion orders, which instruct
the Customs Service to exclude all shipments of goods that counterfeit
or infringe the intellectual property right covered by the order. It can
also 1ssue tailored exclusion orders, which are directed at stopping
imports of counterfeit and infringing products made by certain overseas
firms, or cease and desist orders,® which instruct respondents to discon-
tinue certain actions found to violate the intellectual property nghts of
the complainants.

At any time befcre the ITC 1ssues 1ts final determination, parties to a
proceeding may decide to resolve the dispute through a settlement or
consent order agreement For instance, in exchange for a royalty pay-
ment, the complainant may license the respondent to import the product
embodying the intellectual property right Consent orders provide for

"Sinee 1974, the ITC has demed reliet to protect the “‘public welfare” in two cases (1) Certain Auto-
matic Crankpin Grinders in December 1979, because the complainant could not meet the domestic
demand for a product essential to the automotive mdustry and (2) Certain Inchined Field Acceleration
Tubes in December 1980, because the imported article was 4 linear particle accelerator intended for
use 1n academic research

"From January 1975 to April 1986, the ITC 1ssued 40 cease and desist orders in 8 separate section
337 imvestigations
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Chapter 1

Section 337 of the Tanff Act of 1930 An
Important Tool for Combating Counterfeit
and Infringing Imports

ITc enforcement? whereas settlement agreements are enforced through

breach of contract actions in state or federal courts. Before terminating
a section 337 proceeding based on such an agreement, however, the 11¢
determines that the proposed agreement 1s 1in the public interest

ITC determinations are not necessarily final Under ITC regulations, any
party to a sectwon 337 proceeding may petition the 1TC fo reconsider 1ts
determination within 14 days after recerving the final determination
Further, the 11C must transmit affirmative determinations to the Presi-
dent, who, “for policy reasons,” may disapprove them within 60 days.?
If, within the 60 day penod, the President does not disapprove the
determination or notifies the ITC that he approves it, the determination
becomes final for the purpose of judicial appeal.

Any person adversely affected by a final determination (1.e , can show a
real, present injury), including those not party to the original 1TC pro-
ceedings, may file an appeal to the Court of Appeals for the Federal
Crircuit within 60 days of the date of the final determination The Court
will review the final determination to ensure that 1t was not arbitrary or
capricious, an abuse of discretion, or otherwise not 1n accordance with
the law The Appeals Court also has authority to review 1TC findings on
the public interest considerations

Approximately one-quarter of the petitions for section 337 relief also
Iinclude separate requests for expedited temporary rehief In such a case,
the administrative law judge must hold an additional hearing and 1ssue a
separate mitial determination on temporary relief within 4 months from
the date the case was instituted. The Commuission then has 30 days to
decide whether 1t will review some or all of the mtial determination and

"The ITC does not actually monitor comphance with consent order agreements but assumes that these
agreements are working properly unless informed otherwise The remedies available to the ITC in
enforcing consent orders usually include exclusion orders or ¢ease and desist orders As of Apnil

1985, the ITC has invoked ts authority to enforce consent order agreements only once In July 1983,
1t partially revoked the consent order 1ssued in Grooved Wooden Handle Kitchen Utensils and Gad-
gets and 1ssued a temporary exclusion order, which was followed by a cease and desist order 1n Apnl
1984

87To date the President has disapproved four section 337 final determunations The President disap-
proved the determunations in Certain Headboxes [ {April 1981) and Certain Molded-in Sandwich
Panel Inserts (April 1982) because he believed that the rehef provided was unnecessanly broad The
ITC remstituted these cases and granted relief which met with Presidential approval The other dis-
approvals were permanent The President disapproved the deterrmnation in Certain Stainless Steel
Pipe and Tube (March 1978) because he did not believe that the ITC had jurisdiction under section
337 over a predatory pricing situation He disapproved the determination in Certain Alkaline Bat-
teries (November 1984), which was directed at stopping the importation of so-called “grey market ’
products made by the foreign hcensee of the complamant, largely because Customs regulations were
mnconsistent with the Commission’s ex¢ lusion order
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Chapter 1

Section 337 of the Tanff Act of 1930. An
Important Tool for Combating Counterfeit
and Infringing Imports

Trade Act of 1974
Amendments Increase
Use of Section 337

60 additional days to 1ssue 1ts final determination As with permanent
relief, 1f the Commission decides not to review the mitial determination,
1t 15 adopted as the 1TC’s final determination. Temporary relief, which
can take the form of a temporary exclusion or cease and desist order,
remains 1n effect untal the ITC concludes its investigation. Under a tem-
porary exclusion order, by far the most common type of expedited
rehef, an importer must post a bond with the Customs Service in order
to bring goods covered by the order into the country Should the tempo-
rary order be made permanent, the importer would have to re-export or
destroy goods brought in under the temporary order or forfeit the bond
Affirmative final determinations on temporary relief are subject to
Presidential disapproval, all final determinations on temporary relief
can be appealed to the Court of Appeals for the Federal Circuit

Although section 337 relhief has been available since passage of the
Tanff Act of 1922 (which contained the essential provisions of what
was later to become section 337), firms began using 1t extensively only
when 1t was amended by the Trade Act of 1974 Prior to the 1974
amendments, section 337 had been rarely used, largely because the U S
Tanff Commission, as the ITC was then known, had only advisory
responsibility and often tock 2 or more years to make a recommendation
to the President The President, who alone could initiate remedial action,
often exercised great latitude in deciding whether to accept or reject the
Tariff Commission’s recommendation

With the Trade Act of 1974, Congress made substantial amendments to
section 337 which corrected these and other deficiencies Among other
things,” the new law 1mposed the 12- to 18-month deadline for con-
cluding proceedings and authorized the ITC to determune whether and
what type of relief was warranted, subject to Presidential disapproval
The Trade Act also required the ITC to accept “all equitable defenses,”
which could include patent misuse and invalidity, whereas, before, pat-
ents were presumed valid unless a court had deemed otherwise. These
changes transformed <ection 337 imnto what one prominent attorney has
characterized as “the best forum wherein to challenge widespread
infringement of U S ntellectual property rights ”

The Trade Act of 1974 also expanded the types of remedies available to the ITC and made section

337 proceedings subject to certan provisions of the Administrative Procedure Act and judical
res lew
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Chapter 1

Section 337 of the Tariff Act of 1930: An
Important Tool for Combating Counterfeit
and Infringing Imports

Since passage of the 1974 trade act, U.S. firms have made substantial
use of section 337 to protect patents and, to a lesser extent trademarks
and copyrights, from counterfeit and infringing imports. (See fig. 1.2.)
Between January 1975 and April 1985, approximately 75 percent of the
224 cases instituted by the 1TC involved patent infringement, 22 percent
involved trademark infringement, and 4 percent involved copyright
mfringement; 4 percent did not involve violation of intellectual property
rights Complamnants i about half of the cases also charged that respon-
dents had committed other types of unfair acts '

]
igure 1.2: Section 337 Cases Initiated by Calendar Year

0 Number of Cases

Ll

1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 19862

Year

aiTC Projection for Fiscal Year 1986
Source International Trade Commission

100ther unfair methods of competition and unfair acts alleged in section 337 proceedings include
breach of contract, collusive bidding conspiracy to monopolize, faillure to mark country of ongn,
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Section 337 Is
Considered Preferable
to District Court
Litigation

Chapter 1

Section 337 of the Tariff Act of 1930: An
Important Tool for Combating Counterfeit
and Infringing Imports

According to attorneys and officials of companies that have initiated
proceedings, the value of section 337 proceedings 1s particularly
apparent when compared with litigation in federal district court—the
only other means for protecting patents against foreign infringement. In
particular, they cite the relative timeliness of the proceedings and the
ability to deal with all foreign infringers in the context of one
proceeding

Whale the ITC concludes the large majority of section 337 cases in 12
months, concluding district court patent litigation proceedings often
takes as long as 3 to 5 years. In the absence of a statutory deadline,
htigants in district court tend to make fuller presentations of their cases
than they would 1n section 337 proceedings Further, the courts often
face very heavy workloads and must give criminal cases priority over
other types of litigation due to the requirements of the Speedy Tnal Act

Furthermore, an I1TC exclusion order 1s more effective in addressing the
importation of infringing goods. Through an exclusion order, a U.S. firm
can deal with infringement by foreign firms that are often beyond the
reach of district courts Exclusion orders are “in rem,” that is, directed
at the infringing products as opposed to the manufacturer or distributor
of these products, and they are enforced at the border, before the goods
enter the stream of domestic commerce, A firm need obtain only one
order for Customs to stop mports of all infringing goods, regardless of
source, including goods produced and/or imported by persons not party
to the original proceeding. In contrast, remedies available through dis-
trict court—an mjunction and/or monetary damages—are “‘in per-
sonam,” that is, directed against individuals Since U.S district courts
have no jurnisdiction over foreign concerns without sufficient presence in
the United States, remed:es often can be enforced only against domestic
parties, usually distributors of the infringing products Thus, to obtain
relief equal to an exclusion order, patent holders must often 1nitiate
numerous district court proceedings, often in different areas of the
country, to stop several domestic distributors from marketing the
infringing goods. One company official likened using the district court
system to “‘stamping out brush fires ' Further, patent holders are under-
standably reluctant to initiate district court proceedings which may
result in injunctions and monetary damages being assessed against dis-
tributors who are also major domestic customers

false advertising, designation of ongin, and labehing, product disparagement, palming off (1 , rsrep-
resenting a product as being 1dentical to another product), trade dress misappropnation (1 e , unau-
thorized use of another product’s packaging in such a way as to mtentionally cause confusion), and
trade secret misappropriation (1 e unauthonzed use of a trade secret)
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The advantage of section 337 over district court litigation is illustrated
by the following examples The ITC determination in Furazolidone
pointed out that the patent holder in this case had “brought 56 suits
against different importers, and the end 1s not in sight.” The president
of Video Commander, Inc , a company that manufactures a video
switching system, testified before the Subcommittee on Oversight and
Investigations, House Committee on Energy and Commerce, that, to deal
with low-cost Taiwanese imports that infringed his patent, he moved his
manufacturing operation to Taiwan rather than imitiate legal action
against all the companies that market the infringing systems

Section 337 1s preferable to district court litigation for two additional
reasons. It is the only means for protecting a process patent against
infringing imports At present, the owner of a U.S. process patent cannot
use district court to obtain rehef against a foreign firm that uses the
patented process to manufacture a product abroad and import that
product mto the United States.'' In order to use district court, the per-
formance of the patented process must take place in the United States.'2
However, the importation of goods made by a process that infringes a
U.S. patent is specifically cited in 19 U.S C. 1337a as an unfair trade
practice in violation of section 337 Several firms have used this provi-
s1on 1n section 337 to protect process patents in international trade

Second, the ITC is seen as being less hostile toward protection of patents
than are the district courts This perception appears to be supported by
overall statistics on ITC and district court determinations In his July 23,
1985 opinion, In Re Convertible Rowing Exerciser Patent Litigation,
Chief Judge Murray Schwartz of the U.S IDistrict Court of Delaware
cited statistics showing that, “‘since the passage of the Trade Act of
1974, holders of U.S. patents have prevailed on the issue of patent
validity in about 65% of the ITC decisions, as compared to 40 to 45% of
the district court decisions ” However, this perception should change in
the future. According to knowledgeable officials, the creation in 1982 of
the Court of Appeals for the Federal Circuit, which hears appeals of all

HSeveral bills, mcluding H R 1069 and S 1543 (introduced during the 99th Cong , 1st Sess ), have
been introduced to extend protection to process patents infringed in international trade

12In Preventing  Importation of Products in Violation Of Property Rights (a paper prepared for an
October 1984 Amenican Bar Association conference on “Industnal and Intellectual Property The
Antitrust Interface™), A Paul Victor writes “35 US C 271 (a) provides that {W]hoever without
authonty makes, uses or sells any patented mvention, within the Uruted States during the term of the
patent therefor, infringes the patent '’ Since process patents seek to protect the process and not a
particular product, in order to preseni, a proper claim of infringement of such patents under 356 US C
271, ‘1t 15 not only necessary to have the performance of a patented process but that performance
must occur withan the prescribed terrmitory for which the monopoly was granted ™
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Congress Is
Considering
Amendments

patent cases from both the ITC and federal district courts, should make
determinations from these forums more clearly uniform

The popularity of section 337 has focused congressional attention on the
statute. A bill passed by the House of Representatives and several intro-
duced 1n the Senate contain provisions to amend sectton 337 While
these bills differ 1n specifics, they for the most part arm to

Increase access to sectron 337 relief by eliminating or redefining certain
tests that must be met to obtain rehef,

improve ITC administration of section 337 proceedings when complam-
ants need immediate assistance and when no respondents participate;
clarify the 1TC’s authority to 1ssue both exclusion and cease and desist
orders to address the same unfair trade practice; and

strengthen the Customs Service's ability to enforce exclusion orders

Objectives, Scope, and
Methodology

We made this review to assess the effectiveness of section 337 of the
Tariff Act of 1930 as a means for US firms to protect their intellectual
property rights against counterfert and mfringing imports. We assessed
the statute itself as a means for protecting intellectual property We also
reviewed ITC adminustration of section 337 proceedings and Customs
Service enforcement of exclusion orders

The scope of this review largely reflects the provisions of the recent leg-
1slative initiatives that would amend section 337.

Qur assessment of the statute, in chapter 2, focuses on the need for com-
plamants to meet certain economic tests, unrelated to the 1ssues of
validity and infringement, to obtain relief

QOur assessment of ITC administration, in chapter 3, focuses largely on its
(1) efforts to provide expedited relief to complainants that need imme-
diate assistance, (2) handling of proceedings when no respondents par-
ficipate, and (3) authority to 1ssue both exclusion and cease and desist
orders to remedy the same unfair trade practice

Our assessment of Customs Service enforcement of exclusion orders,
chapter 4, addresses whether the 1TC should be given the authorty to
direct Customs to seize counterfeit and mfringmg goods when enforcing
these orders
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We made a detailed study of the legislative history of section 337;
reviewed ITC Implementing regulations, case histories, and the judicial
precedents created under the statute; reviewed Court of Appeals for the
Federal Circuit decisions regarding 1TC procedures; and reviewed Cus-
toms’ implementing regulations. We examined the testimony and, when
available, reports of hearings on government efforts to help firms to
protect their intellectual property rights held by the Subcommittee on
Oversight and Investigations, House Commuittee on Energy and Com-
merce; Subcommittee on Trade, House Committee on Ways and Means,
and Subcommuttee on International Trade, Senate Committee on
Fiance We also reviewed numerous legal and other academic studies of
ITCc adminustration of section 337 procedures.

We interviewed officials involved in administering section 337, including
each of the ITC administrative law judges and commissioners, and repre-
sentatives of ITC’s Office of Unfair Import Investigations and Office of
General Counsel. We interviewed Customs Service officials at headgquar-
ters and at 1ts regional office in Chicago and reviewed procedures there.
We also mterviewed attorneys who represented both complamants and
respondents in ITC proceedings and met with an official of the Adminis-
trative Conference of the United States, which 1s concerned with
improvements in the administrative procedures of federal agencies.

We conducted a survey of firms that have initiated section 337 proceed-
mgs (See app. 111 ) Our universe included all firms that had mtiated
section 337 proceedings to protect intellectual property rights starting
January 1, 1975 and had concluded all itigation as of April 25, 1985,
About 71 percent of the 163 firms we surveyed! returned completed
questionnaires, 11 percent informed us that the information we were
seeking was no longer available, and 18 percent did not respond For the
responses cited 1n this report, the proportion of respondents indicating
that they had no basis upon which to provide answers averaged about
16 percent and in no mstance exceeded 26 percent. We held in-depth,
follow-up mmterviews with representatives from 11 firms that provided
noteworthy responses to verify and amphfy the questionnaire
responses

In addition, we assessed whether changes to section 337 envisioned in
recent proposed legislation would be 1nconsistent with U S obligations
under the General Agreement on Tanffs and Trade (GATT) The GATT 18

We excluded from our survey universe eight firms for which we could not find a current address
These firms represented less than 5 percent of the firms meeting our entena
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the preeminent multilateral trade agreement and contains provisions
governing the manner in which contracting parties may treat imports,
including those which infringe intellectual property rights We inter-
viewed officials of the GATT Secretariat, which administers the Agree-
ment, and reviewed the case history of the one formal GATT dispute
involving section 337

Our review was made 1n accordance with generally accepted govern-
ment audit standards

Agency Comments and
Our Evaluation

The Office of the U S. Trade Representative commented that “Those
who have prepared the report have done an excellent job” and
expressed 1ts hope that it be released soon. It also suggested that we (1)
explain what patents, trademarks, and copyrights are in chapter 1 and
mnterpret the summary data contained 1n later chapters by type of intel-
lectual property right involved and (2) expand our analysis of the impli-
cations of the Admimistrative Procedure Act on ITC procedures n section
337 cases. As suggested, we have included in chapter 1 explanations of
patents, trademarks, and copyrights. However, since none of the legisla-
tive proposals to amend section 337 differentiate among patents, trade-
marks, and copyrights, we did not believe that analyzing our data by
type of intellectual property right would contribute materially to delib-
erations on this matter We also expanded our discussion of the Admun-
1strative Procedure Act in chapter 1, reviewed Court of Appeals for the
Federal Circuit decisions regarding 1Tc procedures, and met with an offi-
cial of the Adminustrative Conference of the United States regarding our
proposals

ITC Chairwoman’s
Comments and Our
Evaluation

The rrc Chairwoman'* commented on the methodology used i this
report.’> Her comments expressed the view that our report “suffers
enormously from an absence of balance” and that 1t “was flawed by
basing 1ts conclusions on the perceptions of only the proponents of trade
remedies ” Specifically, they pointed to the fact that only complainants
were surveyed and expressed the view that we based our conclusions
solely on their views and did not effectively seek out the views of

14Ms Stern’s term as ITC Chairwomadn expired on June 16, 1986 She was replaced by Commissioner
Susan Liebeler Where comments of the ITC Chairrwoman are cited throughout this report, they refer
to the comments provided by Chairwoman Stern

5By statute (19 U8 C 1341), No member of the Commussion, m making public statements with

respect to any policy matter for which the Comrmssion has responsibility, shall represent tumself as
speaking for the Commission or his views as bemg the views of the Commussien, with respect to such
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“respondents ultimately found not in violation of section 337" and of
“third parties who have had their legitimate trade disrupted by Cus-
toms’ good faith efforts to enforce . exclusion orders ”

These comments on our methodology apparently pertain only to our
conclusions and recommendations regarding the economic tests (see ch.
2) and, as such, reflect a misunderstanding of the methodology we used.
Our findings and conclusions regarding the economic tests were not
based solely on the views of complainants, respondents, or any other
participant or non-participant in section 337 proceedings Nor were they
based entirely on the results of our survey, which did not elicit the opin-
10ns of complamnants regarding the appropriateness of the section 337
economic tests. Our survey was designed primarily to obtain informa-
tion on the level of counterfeit and infringing goods entering the country
during the course of section 337 proceedings and after exclusion orders
were 1ssued We based our findings and conclusions on our review of (1)
the legislative history of section 337, (2) the case histones and prece-
dents created since passage of the 1974 trade act amendments, (3) infor-
mation obtained 1n interviews with representatives from the 117¢’s Office
of General Counsel and Office of Unfair Import Investigations, the
administrative law judges and commussioners, and attorneys that have
represented both complainants and respondents in section 337 proceed-
ings, and (4) information obtained in interviews with representatives
from the GATT Secretariat knowledgeable about the Agreement’s provi-
sions regarding protection of intellectual property rights

These comments expressed general agreement with our conclusions and
recommendations regarding ITC adminustration of section 337 proceed-
mngs and Customs Service enforcement of exclusion orders They stated
that our proposals regarding temporary exclusion orders and default
proceedings (see ch. 3) provide “'a useful foundation for thoughtful dis-
cussion” and that our proposal to clarfy the ITC's authority to 1ssue
both exclusion and cease and desist orders to address the same unfair
trade practice (see ch 3)1s “*a good 1dea and one which has a long his-
tory of support at the Commission *” They also commented that “Seizure
of counterfeit or infringing goods 1n situations where there are multiple
knowing attempts to import such goods 1s a constructive idea ” (See ch
4)

matter except to the extent that the Comrmssion has adopted the pohicy being expressed ' We under-
stand that the Charrwoman responded to our draft report without seeking the Commussion’s appt oval
or a delegation of responsibility

Page 21 GAO/NSIAD-86-150 Intellectual Property Rights



Chapter 2

Need to Increase Access to Section 337

Legislative Support for
Amending the
Economic Tests in
Section 337

We support mitiatives to increase access to section 337 rehef for
infringement of intellectual property rights by ehminating or redefining
the statute’s “economuc’ tests These tests require complamants to
demonstrate that (1) there 1s a domestic industry, (2) 1t is efficiently and
economically operated, and (3) the unfair acts of respondents have the
effect or tendency to destroy or substantially injure that industry
Because of these tests, holders of valid and enforceable intellectual
property rights that are being infringed by imports are denied access to
section 337 rehef We do not share the concerns of opponents to the pro-
posed amendments, who argue that resulting changes would create
administrative and other problems

Reflecting the increasing use of section 337 to protect mntellectual prop-
erty rights against counterfeit and infringing imports, the proposed
amendments to section 337 aim to improve the statute’s application to
protecting these rights, thus furthering legislative changes begun with
the Trade Act of 1974 Among other things, these bills would increase
access to section 337 relief for firms experiencing violations of their
mtellectual property rights by eliminating or redefining the statute’s
economic tests, which appear inappropriate when associated with pro-
tection of such rights Specifically, these bills would (1) ehminate the
economi¢ and efficient operation test, (2) elilminate the domestic
mdustry test or broaden the definition of domestic industry to include,
among other things, substantial hicensing or research and development
activity, and (3) redefine the injury test to make demonstration of
infringement of a valid and enforceable U S ntellectual property right
sufficient to constitute injury.

Section 337 contans these economic tests because 1t was originally
mtended as a trade statute to protect U S workers and firms from all
types of unfair foreign trade practices and was not originally intended
to be used primarily to protect intellectual property rights It was
enacted in response to unsettled market conditions and the deepening
worldwide post-World War I depression to give US firms a means for
dealing with all types of unfair acts in international trade Senator
Smoot, a major force behind passage of the statute, described section
316 of the Tariff Act of 1922, the precursor to section 337, as “‘a
dumping law with teeth in 1it-——one which will reach all forms of unfair
competition in importation.” (Underscoring added ) The use of economuc
tests for granting relief 1s common 1n U S. trade law for protecting firms
and workers against unfair foreign trade practices As section 337 was
ongmally envisioned, the economic tests ensured that granting rehief
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was 1n the best economic interest of the United States by requiring com-
plamants to demonstrate that the unfair trade practice was causing eco-
nomic mjury to a well-managed domestic concern

Congress amended section 337 by the Trade Act of 1974 to improve the
statute’s application to protecting intellectual property rights. As noted
in chapter 1, the 1974 trade act amendments, among other things,
imposed a 12- to 18-month deadline for concluding proceedings, autho-
rized the ITC, rather than the President, to determine whether and what
types of relief was warranted, subject to Presidential disapproval,
required the ITC to accept all equitable defenses, which could include
patent misuse and invahdity, and made section 337 proceedings subject
to the Administrative Procedure Act and judicial review But Congress
stopped short of amending any of the economic tests Its focus was on
maintamng “public health and welfare and the assurance of compet-
tive conditions,” which were not considered to be necessarly synony-
mous with protecting intellectual property rights The report of the
Senate Committee on Finance emphasized that available remedies were
to be weighed against potential harm to the “public interest ™

Since passage of the 1974 trade act, firms have used section 337 almost
exclusively to protect intellectual property rights (See ch 1 ) In a pre-
sentation before a November 1985 Georgetown Law Center conference
on 1ntellectual property, a former chief of the 1Tc’s Office of Unfair
Import Investigations described section 337 as a

“tast-track hitigation of inteliectual property rights in which successful htigants
can obtain a general exclusion order, which directs the Customs Service to refuse
entry to the infringing products {(Underscoring added )

This trend reflects, in part, the growing importance of intellectual prop-
erty rights to the international competitiveness of UJ'S industry
According to the U.S Department of Commerce

“IT'S industry and aitizens hold more intellectual property than any other country’s
industry or nationals In 1983 the United States had a $4 7 billion favorable balance
of payments in licensing and sale ot patents, copyrights, and trademarks, compared

with an overall negative balance ot payments of $40 8 illion ™

! According to one knowledgeable ITC official the economue tests help the ITC fulfill this legislative
intent Using these tests, the ITC <an weigh the etfect of the counterfeit and infringmg 1mports on the
public nterest and competitive conditwns agatnst the potential mpact of granting rehef
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The Commerce Department went on to state that “Effective protection
of inteltectual property rights 1s crucial to the export and sale of prod-
ucts and services by United States industry in foreign markets.”

Section 337 Economic
Tests Deny Access to
Firms Needing Relief

According to knowledgeable officials, the economic tests play no useful
role in protecting intellectual property rights According to certain ITC
officials, denying rehef to the owners of valid and infringed U.S. intel-
lectual property rights because the owners cannot meet one or more of
the economic tests gives to the foreign firms involved “a license to steal”
these rights.

Numerous government and private sector officials believe that there is
no justification for requiring intellectual property owners to meet eco-
nomic tests to obtain relhief under section 337 Of note, Senator
Lautenberg, who has introduced a number of bills to amend section 337,
characterized these requirements as “‘unwarranted hurdles that have
blocked relief for a range of American firms.”’2 In testimony before the
Subcommuttee on Trade, House Commuttee on Ways and Means, the U S.
Trade Representative stated that the section 337 economic tests “‘create
needless uncertainty for intellectual property rights owners seeking
relief

These tests are not required in other means of obtaining relief against
infringement of intellectual property rights. A plaintiff in federal dis-
trict court need demonstrate only that the right in question 1s valid and
enforceable and has been infringed to obtain relief Possibly of greater
relevance to section 337 proceedings, the U.S. Customs Service has stat-
utory authority to protect registered trademarks and copyrights® against
counterfeit and infringing imports without requiring the owners to meet
any economic tests, owners of such rights need not use section 337 but
can record them directly with the Customs Service ¢ This divergence

2Senator Frank Lautenberg, “Modermzng a Weapon Against Counterfeiting,” International
Anticounterfeiting Coalition Bulletin, September/October 1985, p 1

ITrademarks registered with the L S Patent and Trademark Office of the Department of Commerce
and copyrights registered with the Copyright Office of the Labrary of Congress or unregistered claims
to copynght 1n works entitled to protection under the limiversal Copyright Convention may be
recorded with Customs

45ection 337 has been used 1n rare cases for trademarks that had previously been registered with the
federal government, such as in Muature Plug-in Blade Fuses and in Power Woodworking Tools,
Their Parts, Accessories and Speaial Purpose Tools
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Despite Broad
Interpretation of Tests,
Some Firms Cannot
Obtain Needed
Assistance

places owners of intellectual property rights, such as patents,® that
cannot be recorded directly with Customs at a comparative disadvan-
tage in obtaining Customs assistance. Amending the section 337 eco-
nomic tests would not hinder Customs’ efforts to enforce exclusion
orders ¢ Once the exclusion order 1s issued, the economic tests become
irrelevant to Customs’ enforcement efforts.

In effect, the economic tests in section 337 permit respondents to engage
in behavior otherwise proscribed by U.S law. For instance, patent law
gives patent holders (and/or any licensees) 100 percent of the domestic
market for products embodying the patents. Denying section 337 relhief
solely because of inability to meet any of the economic tests allows
respondents to violate the patent rights of inventors without permission
and without paying compensation. Complainants denied relief because
of these tests have no recourse to protect their rights except to initiate
lengthy federal district court cases which, as discussed 1n chapter 1,
often do not provide adequate protection against infringing imports. By
not fully extending section 337 protection to all valid intellectual prop-
erty rights infringed by imports, the 1TC, according to 1T¢ Chairman
Liebeler, “reduces the value of these rights and the incentive to invest 1n
developing and producing new products >7

Since passage of the 1974 trade act, the ITC has mterpreted the economic
tests broadly, thus mitigating their impact Nevertheless, because of the
economic tests, firms have (1) lost section 337 proceedings, (2) termi-
nated proceedings or accepted settlement agreements that they viewed
as not 1n their best interests, and (3) been discouraged from mtiating
proceedings

5Customs has no statutory authority to operate a recordation system for patents, common law (1 ¢,
unregistered) trademarks, and trade secrets The Semuconductor Chip Protection Act, which created a
st geners type of intellectual property nght for mask works (1 e, the pattern on the surface of a
semiconductor chip), leaves 1t up to the Customs Service to decide whether 1t will require an ITC
determunation under section 337 before 1t will protect 2 mask work

Y1t 15 much more difficult to ensure vahdity and o detect infringement of patents, unregistered trade-
marks, etc than for registered trademarks and copyrights Because the validity of such intellectual
property nights may be suspect, Customs needs a judicial or admurustrative determination that they
are valid Because patents are generally far more complex than trademarks or copyrghts and
nfringement 1s much more difficult to detect, Custoras needs greater evidence that a patent 1s being
infringed The Department of the Treasury's comments (see app V) provide further elaboration on
this matter

“Section 337 Newsletter, vol 2, no 5 p 16
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ITC Broadly Interprets the
Economic Tests

The ITC has never demed relief to a complainant on the grounds that 1t
was not efficiently and economically operated. According to one promi-
nent attorney, the ITC seems to satisfy itself with a statement that the
industry uses “modern manufacturing equipment and processing
methods.” According to ITc officials, although 1t developed factors to be
taken mto consideration in determining whether a firm meets this crite-
rion, the 1TC does not seriously consider this requirement The ITC basi-
cally follows the practice of federal district court judges of not second-
guessing business decisions that appear to have some rational basis.

The iTC has attempted to interpret the domestic industry test in section
337 to reflect the changing nature of American business For purposes
of section 337, the “industry” can be the company that 1s bringing the
section 337 action, a part of that company, that company and several
other American companies or parts thereof, or any combination of these.
The 1ssue of what types of activities are needed to satisfy the “domestic
industry” test has become increasingly complex as U S. firms increase
their use of foreign sourcing.® Typically, a complamnant 1s selling a
product in the United States that 1s at least partially manufactured
abroad. Prior to 1981, the 1TC’s determinations were interpreted to mean
that a substantial domestic manufacturing operation was needed to meet
the domestic industry requirement Since that time, the 1TC has broad-
ened the concept of domestic industry, particularly in cases involving
trademarks and copyrnights, to include, among other things, distribution,
research and development, and sales and servicing.

Two landmark cases 1n this regard are Certain Airtight Cast-Iron Stoves
and Certain Cube Puzzies, both of which involved common law (i e.,
unregistered) trademarks. Although the complamnant in Certain Cast-
Iron Stoves, Jotul, Inc . manufactured its stoves in Norway and imported
them into the United States, the 1TC found that 1ts domestic activities

were sufficient to constitute a service industry, noting that in section
337:

“Congress anticipated that the great majonity of cases brought under Section 337
would involve manufacturing industries However, there was some indication that
the law was not intended to be limited to the protection of manufacturing
mdustries

3In testimony before the Subcommuttee on Trade, House Commuttee on Ways and Means, 1n 1983, then
ITC Chairman Alfred Eckes reflected the concern of the ITC on this 1ssue by stating that “In the
absence of clear guidance from the statute and legislative history, the Commussion has been
attempting on a case-by-case basis to apply the statute, which was written onginally more than 50
years ago, to modern circumstances of trade in which US based firms mncreasingly source out ele-
ments of production to toreign supphers ™
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[Text omitted]

“The Senate Finance Committee’s report on the Trade Act of 1974 makes clear that
the law’s objective 15 more than merely the protection of American manufacturers

Jotul USA, a wholly owned subsidiary of Jotul, Inc., tested the stoves,
made any necessary repairs, and distributed them to local warehouses.
In addition, 1t designed advertising and printed brochures for use by its
dealers, prepared a service manual, and instructed 1ts dealers on the
safe mstallation of the stoves Simlarly, the complamant in Certain
Cube Puzzles, Ideal, Inc , manufactured its products abroad and
imported them into the United States under the trademark “Rubik’s
Cube ” However, since 1t tested and packaged each of the puzzles domes-
tically, the ITC found that Ideal’s domestic operations, which were
responsible for half of the puzzle's value, were sufficient to meet the
statute’s domestic industry standard

The 11C has also found the existence of an industry even where the com-
plainant has not yet established a domestic manufacturing capacity. The
statute terms as uniawful “‘Unfair methods of competition . the effect
or tendency of whichi1sto  prevent the establishment of such an
industry . .1n the United States ” (Underscoring added.) Consequently,
complainants who can demonstrate that they intended to establish a
domestic industry are able to obtain relief under section 337. For
example, the complainant in Certain Caulking Guns (as of April 1985,
the only 1nstance 1n which a complainant successfully demonstrated pre-
vention of establishment), had been importing its products from a manu-
facturing plant in Hong Kong. However, 1t had established a business
plan to close that plant and begin domestic production As proof, it pre-
sented to the ITC contractual commitments for obtaining machinery,
plant buildings, and staff

Nevertheless, the 1TC continues to closely review the nature and extent
of domestic operations 1n relation to the intellectual property right
under consideration and, should they be insufficient, will deny relief
The most notable case 1n this regard 1s Certain Mimature Battery-Oper-
ated, All-Terrain, Wheeled Vehicles, which, unlike Certamn Airtight Cast-
Iron Stoves and Certain Cube Puzzles, was based on allegations of patent
mfringement In such cases, the Commussion traditionally has found a
domestic industry only when the patents are “worked” (i.e , used in
manufacturing) in the United States In thus case, the 17C determined
that the complamnant’s operations, which largely involved advertising

Page 27 GAO/NSIAD-86-150 Intellectual Property Rights



Chapter 2
Need to Increase Access to Section 337

and selling activities and adding accessories, were 1nsufficient to consti-
tute a domestic industry and, thus, it denied rehef

Lastly, the 1Tc has been wilhing to accept small showings of present
mjury as sufficient to meet the statute’s injury requirement. Virtually
all government and private sector officials with whom we spoke com-
mented that the injury requirement was extremely low Of note, the 1TC
Trial Lawyers Association, in commenting on S.1647 (the “Intellectual
Property Rights Enforcement Amendments of 1985™), one of the bills
ntroduced to amend section 337, characterized the injury requirement
as “easily satisfied.”

The ITC bases this policy on the statutory language in section 337 that
the complainant need show only that the unfair trade act would have a
“tendency” to substantially injure the domestic industry.® Thus, the
injury need not be an accomplished fact. For instance, the findings of
injury in Certain Trolley Wheel Assemblies and in Amorphous Metals
were based upon the fact that respondents had provided samples of
their products to potential customers so that their products could be
mspected and ultimately sold in the United States. Similarly, the finding
of mjury in Reclosable Plastic Bags was not based upon a showing of
present injury, at the time of the ITC’s determination, imports never rep-
resented more than 1 5 percent of domestic annual consumption and the
complainant’s business was very strong. During 1970-75, the com-
plainant’s sales of the domestic product rose from 145 8 million units to
1 1 bilhon units, production increased from 173 4 malhion umnits to 1.1 bil-
hon units, and employment increased from 52 workers to 130 workers.
Rather, the determination was based upon the existence of sufficient
manufacturing capacity overseas to injure the complainant and evidence
that respondents imntended to market infringing products in the United
States

9This policy 1s supported by the legislative history of section 337 and by decisions of the Court of
Appeals for the Federal Circuit The Commuttee on Ways and Means report on the Trade Act of 1974
amendments which eventually became the current statute stated that “Where unfair methods and
acts have resulted in conceivable losses of sales, a tendency to substantially mjure such industry has
been establhished ” (Underscoring added )} The Court of Appeals for the Federal Cireuit concluded n
Bally/Midway that, where the unfair practice 1s the mportation of products that infringe an ntellec-
tual property rght, “even a relatively small loss of sales may establish  the requsite injury ° More
recently, the Court of Appeals concluded 1n Textron, Inc v USITC that “in the context of patent,
trademark or copyright infringement, the domestic industry must normally establish that the
mfringer holds, or threatens to hold, a sigrficant share of the domestic market in the covered articles
" (Underscorng added )
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Economic Tests Bar Firms
From Obtaining Section 337
Relief

Despite this broad interpretation, some holders of U.S. intellectual prop-
erty rights who seek relief from counterfeit or infringing imports are
denied access to section 337 relief due to their mahlity to meet one or
more of these economic tests Company officials with whom we spoke
told us that their firms have been injured, sometimes severely, by their
mability to obtain section 337 relief against counterfeit and/or
infringing imports. In addition to lost royalties, firms have lost sales and
have decreased the number of persons they employ due to these
mmports

Since the 1974 trade act amendments, 11 firms have been unable to meet
all the economic criteria and 6 of them were denied relief solely for this
reason ' (See fig 2.1 ) Firms were unable to meet the economic tests for
several reasons They could not meet the mjury requirement largely
because they could not demonstrate (1) injury or a potential for injury
or (2) a causal relation between the infringing imports and lost sales and
employment. Firms were unable to meet the domestic industry criterion
usually because they maintained a substantial portion of their produc-
tion and related facilities overseas or because the goods produced in the
United States were not covered by the patents in question. One such
firm 1s Schaper Manufacturing Co., the complainant in Certain Miniature
Battery-Operated, All Terrain, Wheeled Vehicles Because it lost 1ts case,
Schaper accepted a licensing agreement with the foreign respondent
This agreement required the respondent to pay a royalty to Schaper at a
rate that was considerably lower than the toy industry’s normal royalty
rate. A company official told us that, because of the ITC decision,
Schaper has lost millions of dollars 1n sales to foreign infringers of its
patent.

!In a paper prepared for a Practicmg Law Institute conference on Itigating section 337 cases, an
attorney advised that “‘a respondent who decdes to litigate [a section 337 case]  should devote
major effort to the economic 1ssues ' and that “building the economic side of the case should be the
first order of business ™
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]
Table 2.1: Section 337 Cases in Which Complainants Did Not Meet ANl Economic Criterta (Jan 1975 to Jan 1986)

Case Date of
Number Complainant Title of Proceeding - Determination Final Determination
337-TA-010  American Optical Corp Ultra-Microtome Freezing Attachments  Apnl 1976 - N_gﬂ@estrc ndustry
337-TA-026  Solder Removal Co Solder Removal Wicks July 1977 Patent invalid, other unfarr acts cause
- no substantial injury -
337-TA-045  Presto Lock Co Combination Locks February ‘No substantial in) ury
1979
337-TA-049  Samsonite Co?p ~ Attache Casés_‘__ i ~ March 1979 979  No suEsEntral rnjury -
337-TA-103  Western Marine ~ Stabilized Hull Units and Components June 1882 One patent claim invalid, another not
Electronics, Inc Thereof - ) infringed, no domestic rnd_ustry -
337-TA-1168  Illinois Toel Works, Inc Drill Paint Screws for Drywall March 1983  No rnfrrngement no substantial injury

o Construction o
337-TA-122  Schaper Manufacturrng Miniature, Battery Operated All Terrain, October 1982 No domestic | mdustry

Co . ~ Wheeled Vehicles o S
337-TA-164 R C Dudek & Co, Inc Modular Structural Systems June 1984 Importatron stopped, no domestic
|ndustry
337-TA-189  Corning Glass Works _ Optical Wavegurde Fibers B _Apnl 1985 No s_u_bstantral injury o
337-TA-198  Texas Instruments, Inc Portable Electronrc Calculators ~ dJune 1985  No infringement, no domestic rndustry
337-TA-201  Warner Bros | inc ~ Products With Gremlins Characler January ary 1886 No domestic ndustry
Depictions

Source International Trade Commission

These 11 cases may be only part of the story Firms have terminated
proceedings or accepted settlement agreements that they judged not in
their best interests because they could not meet all the economic critera.
One such firm 1s I P Container Corporation, the complainant in Plastic
Molding Apparatus According to a company official, this company
accepted a settlement agreement which was not judged to be 1n its best
mterest because 1t did not believe 1t would meet the domestic industry
and/or mjury requirement. The company used 1ts allegedly infringed
patent in machinery used to manufacture contaners, it did not sell the
machinery 1tself Consequently, since the imported machinery did not
directly compete with any product sold by 1.P Container, the 1rc staff
attorneys advised the company that 1t would probably be unabie to meet
either the domestic industry or injury requirement As a result, this
company accepted a settlement agreement with the foreign respondent
which required the foreign firm to pay I P. Container a modest Licensing
fee plus a small indemnity that did not even cover I P Container’s
attorney fees The existence 1n the domestic marketplace of foreign-
made machmery has hmited the company’s ability to license 1ts patented
equipment to other producers. A company official told us that, because
1t did not prevail 1n 1ts section 337 case, I P Container 1s losing millions
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of dollars in heensing fees annually and must face stiffer domestic com-
petition from other domestic firms using the allegedly infringing
equipment

Other firms may be discouraged from even mitiating section 337 pro-
ceedings because of these tests. There 1s no way to determine precisely
the number of firms that have been so affected. Nonetheless, several
attorneys who regularly hitigate section 337 proceedings and 17¢C staff
attorneys told us that they were aware of numerous firms that decided
not to mitiate proceedings, apparently because they did not believe they
could meet all of the economic tests. One such firm 1s a sporting goods
company that manufactures a patented product that it alleges is being
copred by several Taiwanese producers. These firms are exporting the
allegedly infringing products to the Urnuted States and selling them at a
lower price, often 1n major sporting goods retail outlets. To compete
with these imports, the patent holder has attempted to reduce its pro-
duction costs by moving much of its manufacturing operations from the
Umted States to Taiwan As a result, the firm 1s reluctant to initiate a
costly section 337 proceeding, fearing that it will not meet the domestic
mdustry requirement.

The cost of section 337 proceedings compounds reluctance to nitiate
these proceedings, especially for smaller firms. According to our survey,
most section 337 proceedings that are litigated to final determination
cost between $100,000 and $1 nullion, with a few costing over $2.5 mil-
hon Attorneys knowledgeable about section 337 itigation charge about
$125 to $150 an hour Since the htigation 1s compressed 1nto a one year
period, law firms often have to devote more attorneys to section 337
cases than to simlar district court cases Thus, section 337 complamnants
bear litigation costs that are roughly equivalent to district court costs
but in a much shorter period of time In addition, to adequately repre-
sent their clients, attorneys must hire expert witnesses, who charge as
much as $250 an hour We were told that some expert witnesses com-
mand as much as $4,000 a day

Economic Tests Create
Other Problems

The need to meet the economic tests also creates other problems It adds
substantially to the overall cost of litigating a section 337 proceeding.
Some attorneys with whom we met estimated that these costs can equal
as much as 50 percent or more of the cost of hitigating the proceeding.
Litigating the economic criteria also requires the sharing of large
amounts of sensitive business information with outside legal counsel
representing respondents Although the administrative law judges can
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Objections to
Amending the
Economic Tests

issue broad protective orders aimed at ensuring that this information 1s
not misused, complamants with whom we met were wary of sharing
such information with attorneys representing their competitors, fearing
that it may be compromused.

Several officials, most notably from the rTc Trial Lawyers Association,
object to amending the economic tests, claiming that such action will,
among other things,

thrust upon the ITC the role of a patent, trademark, and copyright court,
allow foreign firms to use section 337 to utiate cases against other for-
eign firms as well as U S. firms, and

bring into question the consistency of section 337 with U.S. obligations
under GATT

Eliminating the Efficient
and Economic Operation
Criteria Generally
Approved

There 1s substantial support for eliminating the requirement that the
complamnant demonstrate that it 1s efficiently and economically oper-
ated. Meeting this test 1s an unnecessary expense for htigants and the
itc Former rrc Chairman Alfred Eckes testified in 1983 before the Sub-
committee on Trade, House Committee on Ways and Means, that this
eriterion should be eliminated, stating that:

“Despite more than 50 years of experience with litigation concerning this phrase,
the Commission has never found a complainant not to be ‘efficiently and economi-
cally operated ' Nonetheless, there has been considerable expense to parties and the
government in almost every case due to the discovery of facts related to the issue,
trial presentation, briefing, and consideration by the administrative law judge and
the Commission ™’

In 1985, the American Bar Association’s Committee on Patent, Trade-
mark, and Copyright Law resolved that this requirement should be elim-
1nated, stating that

“the time and costs to the parties to an [TC proceeding and the time and expense of
the Commission staff are being wasted 1n accumulating and considering evidence
related to an 1ssue that has never been found determinative of an outcome of a Sec-
tion 337 proceeding "'

Private sector officials with whom we met shared these views. Some
observers, however, did not believe that this test should be entirely
eliminated. Some ITC officials suggested making 1t part of the public
mterest considerations The 1TC Trial Lawyers Association suggested
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that the test be maintained 1n the statute but effectively eliminated from
a substantive role by creating a presumption of efficient and economic
operation 1If the complainant meets the domestic industry test

Others familiar with section 337 hitigation believe that, 1f the efficient
and economic operation criterion was eliminated as a separate require-
ment, 1t would only reappear in Iitigation surrounding the mnjury
requirement. In effect, respondents would argue that the injury mcurred
by the complainant was self-inflicted by mnefficient and unecononmic
operation For mstance, in Meat Debonming Machines, the admimstrative
law judge found that the complainant did not meet the injury criterion
because the firm lost sales largely due to inefficient operation, as
opposed to infringement of its patent

Amending the Remaining
Tests Raises Opposition

Elimnating the domestic industry test and redefining the injury test
would have a much greater impact on the administration and use of sec-
tion 337 than would removing the efficient and economic operation test.
Some officials believe that, should either or both of these eritena be
amended, the ITC, an international trade agency expert in investigating
the impact of foreign competition on U S 1ndustry, may not be the
proper forum for adjudicating intellectual property disputes

We see no compelling reason for moving adjudication of section 337
intellectual property cases out of the 1TC should the economic tests be
amended. The 17C 15 generally viewed as doing a good job of adminis-
tering section 337 proceedings As an independent, non-partisan, fact-
finding body with a built-in appeal level, the 1T¢ would continue to be an
appropriate forum for adjudicating section 337 disputes The 17C, partic-
ularly its commssioners, administrative law judges, Office of General
Counsel, and Office of Unfair Import Investigations, has developed
expertise 1n adjudicating disputes involving intellectual property rights
through over a decade of experience with section 337 hitigation since the
1974 trade act amendments In addition, 1t has decades of experience in
addressing unfair trade practices, which would continue to be the basis
for section 337 complaints It would be difficult to move that expertise
to another agency, particularly since the individuals involved often have
responsibilities other than section 337 as well Further, the ITC’s experi-
ence places 1t 1n a strong position to make “judgement calls” 1n cases
where overriding public interest considerations require denying relief to
complaimants that otherwise warrant relief
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The other potential forums that have some experience m the intellectual
property area do not share all the qualifications of the rrc. The federal
district courts are already overburdened and, without substantial addi-
tional resources, would experience considerable difficulty meeting the
one year statutory deadline The Patent and Trademark Office may
suffer from the appearance of conflict of interest. It would be forced
nto the position of adjudicating the vahdity of patents and trademarks
that 1t had issued 1n the first place. Also, the Patent and Trademark
Office is part of the Department of Commerce, foreign concerns may
question whether Commerce, which represents American business in
government and international deliberations, could fairly adjudicate dis-
putes between U S and foreign concerns

Opponents of amending the economic tests argue that this change would
make federal district court intellectual property proceedings and ITC sec-
tion 337 proceedings virtually identical and duplicative. They add that,
the more nearly 1dentical the two proceedings are, the more likely 1t 1s
that, in situations involving concurrent litigation 1n both forums, the dis-
trict court will grant a motion to enjoin the ITC from continuing with 1ts
proceedings. We do not agree As we discussed in chapter 1, the relative
disadvantages of using federal district court to protect intellectual prop-
erty rights, particularly patents, from infringing imports makes section
337 an tmportant alternative for redress. Even if the economic tests
were amended, there are sufficient differences between district court
and section 337 litigation to warrant the existence of two separate
forums !

While it 1s not possible to foresee district court response to an amended
section 337, the differences between district court proceedings and an
amended section 337 would appear to be sufficient to give district court
Judges a basis to deny motions to enjoin the ITC from contiuing with a
section 337 proceeding,

Another argument 1s that, in addition to opening section 337 to U.S.
firms presently unable to meet this test, eliminating the domestic
industry test would allow foreign concerns to use section 337 agamst
other foreign concerns and U S. firms Such a change would, at least,

Chief Judge Murray Schwartz wrote in his decision In Re Convertible Rowing Exerciser Patent
Litigation that
“The ITC 15 confronted with the necessity of making a ‘determunation’ as to the validity, infringe-
ment. and where applicable, enforceabiity of  patents  This overlap of 1ssues 18 where the
similarity ends The two proceedings have different jurisdictional foundations, different final adjudi-
ations, different purposes, ditferent proof, different time constramts, different remedies, and dhf-
terent 1ssues on appeal "' (Undersconng added )
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increase the ITC’s workload Of possibly greater importance, some offi-
cals believe that the 1TC would be “wasting 1ts time” adjudicating cases
m which US firms and workers do not stand to benefit Worse yet, they
envision a potential situation where a foreign firm uses section 337 to
stop a U.S. firm from importing infringing products destined for use in
domestic assembly operations, thus possibly decreasing production and
employment in the United States

While we agree that eliminating the domestic injury criterion would
most likely increase the 17C’s workload, we do not share the concerns
regarding use of section 337 by foreign firms Such a change may entail
mcreased administrative costs for the 1TC and potential loss of produc-
tion and employment associated with allowing foreign firms to use sec-
tion 337 However, its primary aim is to strengthen the U 8 economy
and intellectual property system by increasing access to protection
available under section 337 We support the argument that foreign firms
deserve protection under section 337. By patenting an invention 1n the
United States, a foreign firm has performed a service for the U.S public
by (1) publicly disclosing information on 1ts invention so that U S. firms
can use the mnovation n their own research and development and (2)
most likely, making a product embodying that imnovation available to

U S consumers In exchange, this firm should be given opporturnuty to
protect its statutory monopoly over use of the invention, including use
of section 337 to protect it against foreign infringement Federal district
courts have been adjudicating patent suits imitiated by foreign firms for
decades; such an apphcation of section 337 would be consistent with
this precedent Improving protection for all patent holders should also
strengthen the ability of the U S government to encourage foreign gov-
ernments to strengthen their own protection of intellectual property
rights

In a sense, the domestic industry criterion of section 337 serves as a
disguised “working requirement”—a non-tariff barrier often used by
developing countries to generate domestic production and employment.
This policy generally requires that a firm must “work” (1 e , use in man-
ufacturing) a patent, or other 1ntellectual property right, domestically in
order to use domestic mechamsms to protect that right The U S govern-
ment has spoken out in multilateral forums against the use of such trade
barriers because they stifle innovation by allowing infringers to use the
research and development work of the inventor without receiving
authorization or paying compensation
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Opponents also argue that redefining the injury test may raise the 1ssue
of whether section 337 18 consistent with GATT rules on measures to pro-
tect ntellectual property rights Article XX(d) of the GATT permits
member countries to take measures otherwise inconsistent with the
Agreernent to secure complhiance with intellectual property rights laws
and regulations as long as the (1) laws and regulations in question are
not themselves inconsistent with the Agreement, (2) measures taken to
secure compliance are ‘‘necessary’’ for this purpose, and (3) measures
are not apphed mn a manner that would constitute a disgused restriction
on international trade or are implemented in a manner that discrimi-
nates between or among other members of the Agreement

Whule 1t 18 not possible to project the outcome of a GATT dispute settle-
ment procedure on a revised section 337, we do not have the same sense
of concern. We also understand that the Office of the U.S. Trade Repre-
sentative has reviewed this matter and found that ehminating the
domestic industry and injury tests would not give rise to GATT violations.
The first GATT criterion for measures to protect intellectual property
rights pertains to the intellectual property laws and regulations them-
selves and not to the measures used to enforce them Whle section 337
1s used to remedy violations of U.S intellectual property laws, 1t is dis-
tinct from these laws. Thus, redefining the mjury test would not affect
the GATT consistency of U.S. intellectual property laws and regulations

The GATT panel decision on the one dispute settlement case mnvolving
section 337 indicates that redefining the injury test would also not vio-
late the second GATT criterion In that case, which involved the exclusion
order issued in Certain Automotive Spring Assemblies, the GATT panel
did not define “necessary’ in terms of the quantum of mjury; indeed, it
characterized the section 337 mjury test as “irrelevant.” Instead, the
panel defined *‘necessary” in terms of the inability to effectively
address imports of infringing goods through the federal district courts
The panel’s final determination stated that

“1t was the view of the Panel that United States civil court action would not have

provided a satisfactory and effective means for protecting [the complainant’s]

patent rights against importation of the infringing product For the above rea-

sons, therefore, the Panel found that the exclusion order 1ssued under Section 337 of

the United States Tanff Act of 1930 was necessary in the sense of Article XX{(d) to
secure compliance with Uinited States patent law

Specifically, the GATT panel found that the issuance of a section 337

exclusion order was necessary because a district court remedy (see ch 1)
could not reach the large number of foreign firms that could potentiaily
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Conclusions

produce the spring assemblies in question. The panel went on to state
that 1t could envision a situation where a section 337 exclusion order
might not be necessary but the situation outhned by the panel 1s just as
hikely to occur at present as 1f the economic tests were amended

“The Panel did not, therefore, exclude the strong possibility that there might be
cases, for example, involving high-cost products of an advanced technical nature
and with a very limuted number of potential users in the United States, where a
procedure before a United States court might provide the patent holder with an
equally satisfactory and effective remedy against infringement ot his patent rights
In such cases the use of an exclusion order under Section 337 might not be necessary
mn terms of Article XX(d) 7

The GATT panel decision also indicates that amending the injury test
would not violate the thard GATT criterion The GATT panel found that the
exclusion order in the Spring Assemblies case was not applied in a
manner that would constitute a disguised restriction on legitimate inter-
national trade nor did 1t discriminate between or among other countries
The panel noted that “‘before an exclusion order could be 1ssued under
Section 337, both the vahdity of a patent and 1ts infringement by a for-
eign manufacturer had to be clearly established *’ It noted that notice of
the exclusion order is published in the Federal Register and the order 18
enforced by the U S Customs Service at the border The panel further
noted that, since “‘the exclusion order was directed against imports of
an article] produced 1 violation of a valid U S patent from all foreign
sources’” and not just a particular country, it “was not applied in a
manner which would constitute a means of arbitrary or unjustifiable
discrimination  ”’ Redefining the injury test would not affect the need
to demonstrate that a valid intellectual property right has been
infringed or the manner in which exclusion orders are enforced.

Because of the economic¢ tests contained in section 337 of the Tanff Act
of 1930, as amended, some U.S firms with valid and enforceable intel-
lectual property rights are being denied government assistance in stop-
ping imports of counterfeit and infringing goods Section 337 contains
these requirements because 1t was originally intended as a broad trade
statute to protect U S industry against unfair foreign competition and
not to protect intellectual property While the 1TC has interpreted these
tests broadly, U.S firms that otherwise would warrant government
assistance continue to be denied rehef Although we recognize that some
officials beheve such a change may create problems, we support con-
gressional 1nitiatives to increase access to section 337 by amending the
economic tests
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We recommend that Congress amend section 337 of the Tariff Act of
1930 for cases involving intellectual property rights to (1) eliminate the
requirement that a complainant be efficiently and economically oper-
ated, (2) eliminate the domestic industry requirement, and (3) redefine
the mjury requirement so that ownership of a valid and enforceable U.S
ntellectual property rght and proof of infringement by imports is suffi-
clent to meet the injury test Appendix I contains specific legislative lan-
guage for this recommendation

The Department of the Treasury, the Customs Service’s parent agency,
In 1ts comments on a draft of this chapter, stated that it ‘“‘1mplies that
Customs has discretion with regard to [requiring firms recording trade-
marks and copyrights to meet economic tests.” Treasury suggested that
we revise the draft to make clear that “‘for trademarks and copyrights
different provisions of law are being enforced ”” We have revised this
report accordingly

The rr¢ Chairwoman commented on our conclusions and recommenda-
tions regarding the economic tests Her comments expressed the view
that “Although the efficient and economic operation requirement could
usefully be converted to one of the public interest factors  elimination
of the domestic industry and injury requirements would be 1ll-advised ”

These comments expressed the view that amending the economuc tests
would himit the effectiveness of section 337 1n encouraging domestic
entrepreneunal activity They stated that “Under the present statute,
the Commussion must weigh both the public interest served by pro-
tecting intellectual property and that served by fostering the
entrepreneurial activity which exploits the intellectual property.” They
added that this latter consideration 1s as important as protecting intel-
lectual property rights since “Society does not obtain the maximum ben-
efit from protecting intellectual property unless the property is
exploited It 15 such production-related activity that spawns eco-
nomic growth ”

Compared to the macroeconomic factors affecting entrepreneurial
activity in the United States, the impact of section 337 1s small. Still, we
believe that an amended section 337 could enhance the ability of the

U S ntellectual property protection system to encourage innovation and
entrepreneurial activity. It 18 very unclear how maintaining the eco-
nomic tests 1n then present form and, thus, denying effective relief to

Page 38 GAO/NSIAD86-150 Intellectual Property Rights



Chapter 2
Need to Increase Access to Section 337

some owners of valid intellectual property rights that are being
infringed by imports, can be seen as encouraging domestic exploitation
of those rights. In contrast, we believe that the section 337 economic
tests, by constraining government protection of intellectual property
rights agamst counterfeit and infringing imports, limits the effectiveness
of the U.S. intellectual property rights protection system as an incentive
for firms to develop, produce, and market new products

These comments also expressed the view that our ‘‘recommendation to
eliminate the domestic industry and injury requirements also raises
serious trade policy concerns " They pomted out that *‘Intellectual prop-
erty 1ssues will be on the agenda for the new round of trade negotiations
to be held under the auspices of the General Agreement on Tariffs and
Trade.” The comments stated that amending the economic tests would
alter the substance of the statute and thereby remove protection it now
has under the Agreement’s grandfather clause. Thus, they concluded
that “common sense dictates that this should be done 1n the context of
the GATT negotiations so the United States can obtain concessions from
1ts trading partners in return.” Whether the United States should unilat-
erally amend the economic tests or do so in the context of the upcoming
trade negotiations was beyond the scope of our review It can be best
addressed by the Office of the U S. Trade Representative, which has pri-
mary responsibility for representing the United States in GATT negotia-
tions. During recent testimony 1n support of removing all of the section
337 economic tests, the U S Trade Representative did not indicate that
they should be removed as part of the upcoming round of trade
negotiations

These comments also expressed some concerns that we have already
addressed m the chapter section dealing with objections to amending the
economic tests. They stated that amending the economic tests as we rec-
ommend would “transform the Commission into a forum for the adyudi-
cation of intellectual property rights” and cause the Commission to
“spend the bulk of 1ts time refereeing disputes among importers jock-
eying for market share 1n the United States ™’ They added, “One might
argue that a jurisdiction of this nature would be better placed in the
federal district courts ™’ Our evaluation of these comments are contained
on pp 32 to 37
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337 Proceedings

ITC Needs to Speed
Expedited Relief

Experience since passage of the 1974 Trade Act amendments demon-
strates that section 337 protection of intellectual property rights could
be more effective 1f the ITC could (1) speed the provision of relief to
firms that need expedited government assistance and when no respon-
dents participate 1n the proceedings and (2) 1ssue both exclusion orders
and cease and desist orders to remedy the same unfair trade practice.
We support mnitiatives to speed the provision of relief but suggest some
changes to proposed amendments to section 337 to give the 17¢ sufficient
time to develop a record and better protect the due process rights of
respondents We also support iitiatives to authorize the 1TC to issue
both exclusion and cease and desist orders to remedy the same unfair
act

During the time 1t takes the ITC to provide rehef to complainants that
require immediate assistance, respondents can flood the U.S. market
with infringing goods, undermining the mtent and effectiveness of the
expedited relief We believe that the time frame for providing such relief
can be reduced by almost half while still giving the ITC at least as much
time as 1t now has to determine whether relief 1s warranted.

Section 337 Authorizes the
ITC to Provide Expedited
Relief

Complamants seek expedited relief when they beheve that continued
mmports of the counterfeit or infringing product during the course of the
proceedings would severely undermine the effectiveness of the perma-
nent rehef, Respondents often use the one year time period for final
determinations to flood the domestic market with the infringing goods
At an Apnl 1985 Practicing Law Institute conference on section 337, an
attorney representing respondents recommended that they:

“consider ‘stockpiling’ exports to the United States, 1 e |, increase the level of
mports mto the United States on a basis that gets them into the stream of commerce
as fast as possible ’

By the time the iTC 1ssues 1ts final determination, the exclusion order, in
the words of one trade association official may be “too hittle, too late;”
the respondent may have already caused the complainant substantial
economic loss from which it may not be able to recover Counterfeit and
infringing imports can be particularly damaging when the product
embodying the mntellectual property right has a short market life, as do
many high-technology products. Because the ITC cannot require respon-
dents to pay monetary damages to complainants, the latter have no way,
other than through lengthy and costly district court proceedings, to
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recoup losses that occurred during the course of the section 337 pro-
ceeding. Thus, some method for obtaining expedited relief 1s needed.

Section 337(e) authonzes the ITC to provide relief prior to the 1ssuance
of a final determination, unless such relief would not be 1n the public
Interest

“If, during the course of an investigation under this section, the Commission deter-
mines that there 1s reason to believe that there 1s a violation of this section, 1t may
direct that the articles concerned be excluded from entry into the United States,
unless, after considering the effect of such exelusion upon the public health and
welfare, competitive conditions 1n the United States economy, the production of like
or directly competitive articles in the United States, and United States consumers, 1t
tinds that such articles should not be excluded from entry " (Underscoring added )

To obtain such relief, which 1s at the discretion of the ITC, a complaimnant
must specifically request 1t 1n a separate motion accompanying the peti-
tion mtiating the proceeding and must participate in a separate pro-
ceeding before an administrative law judge.

The 1TC has interpreted the provision so that the *‘reason to beheve”
standard 1s used as only a threshold, after which complainants must
meet a strict four-part balancing test similar to that used in federal dis-
trict court for issuing temporary injunctive rehef. If the ITC were to rely
solely on the reason to believe standard, virtually every complamnant
would seek temporary relief, overburdening the ITC’s administrative
capacity and relegating the hearing for permanent relief to a secondary
position In making the initial determination, the administrative law
Judge balances the following four factors

1. Likelihood that the complainant will prevail on the merits

2 Possibihty of immediate and substantial harm! to the complamnant if
temporary relief 1s not granted.

3 Prospective harm to the respondent 1f temporary relief 1s granted.

4. Prospective effect on the public interest 1f temporary relief 1s granted

'In Shde Fastener Stringers, the ITC further defined “substantial harm™ as being demonstrated by
evidence showing that the domestic industry would be unable to recover fully from an alleged unfair
act even 1f permanent relief were to be granted
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As noted in chapter 1, expedited relief virtually always takes the form
of a temporary exclusion order.? Such orders are in effect while the ITC
conducts 1ts proceedings on the provision of permanent rehief. They do
not stop the importation of the alleged infringing goods but, 1n accor-
dance with the statute, require importers to post a bond with the Cus-
toms Service in order to bring into the country goods covered by the
order. The value of the bond is not to be puritive but 1s supposed to be
set at a level that offsets the competitive advantage enjoyed by the
importer, Should the temporary order be made permanent, the importer
would have to re-export or destroy goods brought in under the order or
forfeit the bond ®

ITC Time Frame for
Providing Expedited Relief
Undermines Its
Effectiveness

The ITC presently takes as much as 7 months or longer to provide expe-
dited rehef * ITC regulations allow 4 months for the adminmstrative law
Judges to hold a hearing and make an 1mtial determination. They allow
30 days for the Commuission to determine whether or not to review an
mitial determination and, 1f the decision 1s affirmative, an additional 60
days for the Comrmssion’s final determination

The administrative law judges believe that they need 4 months to make
an informed decision Intellectual property cases, particularly patent lit-
1gation, are often very complex. Since they are making a decision on
only part of the record, the judges are concerned about 1ssuing tempo-
rary relief that subsequently may be overturned, unfairly damaging the
ability of respondents to sell legitimate products in the United States As
a result, the judges may allow a fuller development of positions than 1s
required by the Adminustrative Procedure Act. The Act requires only
that the judges hold a hearing at which the parties have the opportunity
to “present theiwr case by oral or documentary evidence, to submit
rebuttal evidence, and to conduct such cross examination as may be
required for a full and true disclosure of the facts,” such as when there
are disputes regarding 1ssues of fact According to participants, the

2As of Aprl 1985 the ITC has 1ssued only one temporary cease and desist order, m Comn-Operated
Audio-Visual Games

3The importer does not actually pay the tull cost of the bond but purchases a type of msurance policy
from a bonding firm tor a fraction of the cost of the bond The bonding company then posts the full
cost of the bond If the temporary exclusion order 1s made permanent and the importer 1s unable to
elther re-export or destroy the goods brought into the country under the bond, the bonding firm
forfeits the full cost of the bond This firm will then attempt to recover this money from the wnporter

#In addition to this T-month time frame, attorneys representing complainants take months to prepare
the case prnor to going to the 1TC

Page 42 GAO/NSIAD-86-150 Intellectual Property Rights



Chapter 3
Need to Improve ITC Administration of
Section 337 Proceedings

Judges often hold full evidentiary hearings in which positions are devel-
oped as fully as in proceedings for permanent relief,

Many see this 7-month time frame as mordinately long, especially 1n
light of the one-year deadline for providing permanent rehief. Com-
menting on the provision of temporary rehief in Certain Double-Sided
Floppy Disk Drives, a recently concluded temporary relief proceeding,
one attorney in a paper prepared for an October 1985 meeting of the 11¢
Trial Lawyers Association noted that

“In the context of a one-year statutory deadline for a final decision on the merits, 1t
seems ludicrous that determination on [temporary rehef] would consume fully three-
quarters of the Commission’s allotted investigation period ™

In thus case, the ITC did not make 1ts determination on the 1ssuance of
temporary relef until 11 months after the complainant had filed the
complaint and 9 months after the 11c had formally instituted the
proceedings

During this time peried, respondents can flood the domestic market with
the infringing goods, thus undermining the effectiveness of the tempo-
rary exclusion order Each of the firms receiving temporary relief that
responded to our survey (all but one of the firms receiving temporary
rehief during the time frame of our survey) claimed that infringing goods
entered the country during the course of the temporary relief proceed-
mgs and that 1t was mnjured by these imports One firm reported that 1t
lost $500,000 to $1 million 1n sales during the course of these proceed-
ngs and that the infringing imports hurt consumer confidence 1n its
product to a very great extent. Specifically, 1t commented that *‘[Our]
pricing was totally destroyed Our credibility was severely impaired
Customers became confused, many stopped buying altogether ” Another
firm that did not receive temporary rehef commented that it terminated
the temporary relief proceedings because the respondents had imported
enough of the product in question during the proceedings to meet
domestic demand for the next 5 years

Further, this lack of timeliness discourages firms that need expedited
government assistance from seeking i1t. Many such firms forego
requesting 1t, preferring to wait the 5 additional months for a permanent
exclusion order In the first 215 cases mitiated since January 1975, only
14 complainants participated 1n temporary relef proceedings and only 5
of them recetved expedited rehef Of the firms responding to our survey,
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nearly 80 percent of those that did not initiate temporary relief proceed-
1ngs reported that they needed expedited relief. Of these firms, nearly
half of those that believed they could meet the temporary relief critenia
cited the time required to obtain temporary relief as the major reason
why they did not seek 1t

Over 90 percent of our survey respondents that received permanent
relief but chose to forego expedited relief reported that they were
mjured by infringing imports during the course of the proceedings. Of
these firms that indicated they had a basis to judge, nearly 85 percent
reported losing over $100,000 in sales during the course of their section
337 proceedings, with about 35 percent of them reporting sales losses of
over $1 milhon. One firm commented that “by the time relief was
granted, the imported products had so injured the domestic market that
there was no longer any market ”’ In addition, nearly 75 percent of these
firms that indicated they had a basis to judge reported that these
mports damaged consumer confidence in their products to at least some
extent, with 65 percent of them stating that consumer confidence was
damaged from a moderate to very great extent

GAO Supports Intent of
Legislative Initiatives but
Suggests an Alternative
Solution

The proposed amendments to section 337 would shorten the time avail-
able for making a determination on a request for expedited relief Most
of them require the ITC to make a determination on a request for tempo-
rary rehef within 90 days from the date the petition 1s filed with the 1TC,
while authorizing 1t to require complamants to post bond. H.R 4800,
which was passed by the House, would give the 1t¢ 90 days from the
date of institution to make a determination, while authorizing it to
extend the 90-day period for an additional 60 days n cases designated
as more complicated

The rationale behind these proposals 1s that, if the complamant 1s
required to post bond and thus share in the monetary stake in the final
determmation with the respondents, the administrative law judges
would be more willing to 1ssue affirmative mitial determinations on tem-
porary relief with less information. This bond, which 1n the itc Chair-
woman’s opinion (see app V), should be payable to respondents if they
ultimately prevail, would probably equal the estimated injury that the
respondent would incur from the time the temporary relief became
effective until the final determination As a result, the judges would be
able to make their determimation quicker, decreasing the cost of the hiti-
gation Under the proposed amendments. respondents would continue to
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post bond to bring goods covered by a temporary exclusion order into
the country.

Knowledgeable officials, including those of the 1T¢ Trial Lawyers Associ-
ation, have commented that requiring the I1TC to make a determination
on temporary relief within 90 days from the date it receives the petition
would not give it sufficient time for an informed decision, especially
complex patent cases Assuming that the ITC takes one month to for-
mally institute proceedings and the Commission needs one month to
make 1ts final determination, it leaves the admimistrative law judges one
month to hold hearings and make an itial determination. Donald K.
Duvall, former chief 1T¢ admimstrative law judge, remarked before the
National Council of Patent Law Associations that “this proposed 90-day
time frame for complete adjudication of a temporary relief request 1s too
short and unworkable” and that the time allotted to the judge is “insuf-
ficient. . . to make a fair determmation in writing, based on the submis-
sions and affidavits of the parties much less conduct a mim-hearing
after limited discovery by the parties . 7

The proposed change may, in practice, substantially reduce the likeli-
hood of recerving temporary relief According to the 1TC Trial Lawyers
Association.

“A 60-day time Iimit [from mmstitution to final determination] would make 1t
extremely difficult for complainants to prevail in patent-based cases [A] com-
plainant would rarely have sufficient time to meet [the high standards for 1ssuance
of temporary relief 1n patent cases| i 60 or even 1n 90 days

The Association adds that *‘the short time period would also work a sub-
stantial hardship on respondents, as respondents would be unable to
prepare a defense to validity and infringement in such a short perod of
time ” Thus, if required to make their imitial determination in 30 days,
the judges may be even more reluctant than they are presently to issue
an mitial determination supporting the provision of temporary relief

Requiring the ITC to make temporary relief determinations in 90 days
would create a situation similar to that of federal district court. A dis-
trict court judge can 1ssue a prehiminary injunction i about 30 days
However, according to patent attorneys with whom we met, such injunc-
tions are virtually impossible to obtain A district court judge will 1ssue
a prehminary injunction only 1f the patent had been previously litigated
mn district court and found to be valid While I1¢ judges, on rare occa-
sions, have been willing to 1ssue affirmative mmitial determinations on
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temporary relief for patents that have not been previously hitigated, as
was the case most recently in Certain Double-Sided Floppy Disk Drives
and Components Thereof, reducing the time for making an initial deter-
mination to 90 days may make such findings nonexistent in the future.

H.R 4800 addresses this problem in two ways First, it requires the ITC
to make a determination on expedited relief within 90 days from the
date of institution of an investigation rather than from the date the com-
plaint 1s filed. Second, 1t authorizes the ITC to extend the 90-day deadline
for an additional 60 days in cases deemed to be more complicated. The
first provision could, in effect, extend the time available to the adminis-
trative law judge by 30 days. This 1s a step in the right direction but
even 60 days 1s probably inadequate to make a determination on most
requests for expedited relief This time frame could be extended 1n a
case deemed more complicated by an additional 60 days, potentially
mcreasing the time available to make the mitial determination to 4
months, the current standard However, the Commission has been reluc-
tant in the past to deem cases as more complicated

We believe that thus problem can be addressed i a way that would
reduce by about 3 months the present 7-month time frame for providing
relief in all cases involving requests for expedited relief, without
reducing the time the admimistrative law judge presently has under itc
regulations to hold a hearing and make an mnitial determination. We pro-
pose that, at the request of the complainant, the 1TC make temporary
relief effective within 10 days of the Commssion's receipt of a judge’s
affirmative 1mtial determination on temporary relief unless 1t finds that
such action would be contrary to the public interest The Commission
could then review the imtial determination in accordance with 1ts cur-
rent procedures To ensure that complainants do not unfairly benefit
should the temporary relief determination be overturned, the com-
plainant in such mstances should be required to post bond This pro-
posal, in effect, would create a faster temporary relief procedure
whereby a complainant experiencing sufficient injury to be willing to
post bond can obtain temporary relief about 4 months from the date of
institution A complainant deserving of temporary relief but unwilling to
post bond could still obtain temporary relief through the traditional 7
month procedure We recognize that this proposal 1s a departure from
normal ITC practice At present, the Commission has the right to review
and accept, reject, or umend the administrative law judge’s itial deter-
minations on temporary and permanent relief We believe, however, that
this modification is necessitated by the seriousness of the injury being
experienced by firms needing temporary rehef
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ITC Needs to Speed
Relief in Default Cases

In addition, the Commission might be able to expedite the 1ssuance of
final temporary relief determinations by making 1ts review of the mitial
determinations automatic It presently takes about 30 days to decide
whether 1t will review an 1mitial determunation and another 60 days to
make the review. According to a knowledgeable 1TC official, since the
Commission virtually always decides to review initial determinations on
temporary relief, it could bypass the 30-day procedure without hin-
dering its operations

The 1TC needs to speed the provision of relief to complainants in section
337 cases when no respondents participate. Since the 1974 Trade Act
amendments, there have been 40 cases in which no respondents partici-
pated. The ITC generally takes the full year to complete such “default”
proceedings, during which time named respondents can continue to
bring infringing goods into the country We support the intent of legisla-
tive imtiatives to speed the provision of relief 1n such cases but suggest
modifications

ITC Requires Evidence to
Issue Relief in Default
Proceedings

Under present regulations, a respondent can be found in default 1f,
among other things, it fails to (1) file a response to the complaint, (2)
appear at a hearing before the adminstrative law judge on the 1ssue of
violation of section 337, or (3) respond to a motion for summary deter-
mination Such a ruling allows the adminmistrative law judge to reach a
determination without the participation of defaulting respondents
Before finding respondents in default, the judge will take certain pre-
cautions to ensure that they received notice of the section 337 pro-
ceeding and chose not to attend

It 15 not uncommon for only some respondents (1 e , firms who have been
served notice) to participate in the section 337 proceeding Many may be
small firms unable to afford the litigation costs. A relatively large firm
sometimes presents the case for all foreign concerns In such cases, the
administrative law judge finds the nonparticipating respondents in
default but the ITC takes no remedial action against them until 1t makes
its final determination on the case. Complamants, attorneys, and trade
association officials with whom we spoke did not 1dentify lack of reme-
dial action against defaulters in such situations as an 1ssue
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In contrast, the ITC’s handling of cases that are totally uncontested was
1dentified as a problem Since the administrative law judges cannot auto-
matically find in favor of the complainants 1n such cases, the ITC con-
ducts full proceedings Staff attorneys from the Office of Unfair Import
Investigations represent not only the public interest at these proceedings
but also, as best they can, the positions of defaulting respondents.

ITC regulations and decisions emphasize that a default does not establish
per se a complanant’s nght to relief. As explained 1in Certain Electrical
Slow Cookers, the only effect a finding of default has at this stage 1s to
authorize the judges to

“create certain procedural disabilities for the defaulting party and to entertain,
without opposition, proposed findings and conclusions, based upon substantial, rel-
able, and probative evidence [1 e , a prima facie case], which would support a recom-
mended determination

The ITC requires that the attorney for the complainant make a good faith
effort to produce evidence to establish a prima facie case that a viola-
tion has 1n fact occurred. In Certain Food Shicers and Components
Thereof, the ITC went on to define “substantial, reliable, and probative”
evidence as including, but not hmited to (1) physical samples of the
mfringing good, (2) Customs’ mnvoices establishing importation, or (3)
affidavits of former customers establishing lost sales The complainant’s
mability to obtain such information does not preclude an affirmative
determination. Gaps in the complainant’s evidence would be bridged by
making adverse inferences where the complaimant has made a reason-
able effort to obtain such information. The 11C’s default rules were codi-
fied n 1T¢ Rule 210 25 (19 CF R. 210.25) in November 1984

The 17C requires a prima facie case for three reasons. First, 1t wants
some factual and iegal basis for 1ssuing relief, especially general exclu-
sion orders, which disrupt international trade and thus are seen as a
relatively powerful remedy The ITC wants to assure 1tself when issuing
exclusion orders that the named respondents and others are not being
unfairly harmed Similarly, the President needs some record for use 1in
deciding whether or not to disapprove an exclusion order for policy rea-
sons Also, the Court of Appeals needs some record upon which to adju-
dicate appeals of section 337 decisions, which can be initiated by any
party adversely affected by such a decision, including defaulting
respondents and those not party to the original proceedings (see ch 1)
Second, the 11¢ still behieves it necessary to review all factors to meet the
pubhic interest provistons of the statute
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Last, the ITC needs to assure 1tself that its sweepmg powers to exclude
goods are not abused by complainants Although such abuse has never
been found, 1t 1s possible, particularly in default cases A government
official gave us the following hypothetical example

A foreign government export promotfion agency convinces a small firm to export a
product to the United States The domestic firm that presently has a4 preponderance
of the market for that product, realizing that the new market entrant 15 small and
most likely unable to afford to litigate a section 337 case, 1nitiates a section 337
proceeding against the foreign firm, knowing full well that 1t has no basis upon
which to build a case It mmitiates the proceeding solely Lo frighten the foreign firm
from selling 1n the United States

The foreign firm receives a notice 1n the mail stating that 1t has been named as a
respondent 1n a section 337 case and recommending that it retain a U7 S attorney to
respond to the petition, which must be accomplished in 30 days from the date the
case was mitiated, and otherwise represent 1t in the proceedings, which will last one
yvear to 18 months Once 1t realizes the cost of litigating 2 section 337 case, the for-
eign firm decides that 1t would be best to leave the TS market rather than partic:-
pate 1n a costly legal battle even though 1t believes 1t can win

Default Procedures
Undermine Effectiveness of
Relief

During the course of these proceedings, however, defaulting respondents
can continue to import counterfeit and mfringing goods, undermining
the effectiveness of the section 337 rehief Our analysis of section 337
default cases concluded through April 1985 shows that the 17 has gen-
erally taken a full year to render final determinations During this
perlod, respondents are free to flood the domestic market with the
alleged infringing goods According to 11¢ officials, respondents may
purposely default to maximize their ability to sell the alleged mfringing
goods 1in the UJmited States Since the respondents do not participate 1n
such proceedings, the 1T often cannot obtain the information on their
sales of goods in the United States, which 1s needed to support 1ssuance
of a cease and desist order to stop these firms from selling goods
brought into the country

It 15 unclear why the 1Tc takes 12 months to conclude total default cases
Participants 1n these cases——the admimistrative law judges, commis-
sioners, and attorneys representing the complainants—tend to direct
the blame at each other Two facts are clear First, although the I17C reg-
ulations do not require the judges to hold full evidentiary hearings, they
do not believe that they can meet the Commission’s requirements
without doing so Second, since these cases are uncontested, the 1Tc and
the complainant’s attorneys tend to de-emphasize them and, as a result,
these cases are not completed expeditiously
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Virtually all of the firms responding to our survey that had obtained
rehef 1n default proceedings reported that their business was injured
during the course of these proceedings About 57 percent of those that
indicated they had a basis to judge reported that they lost $100,000 to
$1 mulhion 1n sales during the course of the default proceedings and
about 36 percent reported losses of $1 milhon to $5 million, with one
firm claiming to have lost over 85 million 1n sales. Of these firms, over
87 percent of those that indicated they had a basis to judge reported
that the presence of counterfeit and/or infringing goods hurt consumer
confidence 1n their products to at least some extent during the course of
the proceedings, with about 50 percent of them reporting substantial to
very great damage In addition to these losses, they incurred htigation
expenses of as much as $1 mullion, with one firm reporting Litigation
expenses of $2.5 million

GAO Supports Intent of
Legislative Initiatives but
Suggests an Alternative
Solution

The proposed amendments to section 337 would address this problem
for cases involving both complete and partial default by respondents
They provide for 1TC 1ssuance of tailored exclusion orders (i e., orders
directed only to a hmited number of respondents who were 1mnvited to
participate in the proceedings but chose not to attend) in partial and
complete default situations without the development of a record, unless
the 1tc finds that public welfare considerations preclude 1ssuing such
rehef In contrast, complainants in complete default cases wanting a
general exclusion order would need to establish a prima facie case,
which requires the development of a record We support the intent of
this legislation insofar as 1t relates to the 1ssuance of tailored exclusion
orders 1n complete default situations but suggest an alternative method
to resolve this problem that would provide immediate relief to complaimn-
ants i complete default proceedings while, at the same time, giving the
1TC the opportunity to develop a record to support granting relief

We believe that the default procedures should become effective only
when all respondents choose not to participate. As stated earlier, we
understand that partial defaults are relatively common It 1s accepted
practice that, before providing relief, the ITC expects complainants in
such proceedings to prove their cases against participating respondents.
Such practice should not cause unfair hardship to complainants Firms
that need immediate assistance to cope with mfringing imports could
seek temporary rehef, which, 1f made more timely, would adequately
help complainants deal with all infringing imports from defaulting as
well as partiapating respondents. In addition, allowing complammants to
request exclusion orders against defaulting parties 1n cases contested by
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some respondents could result in misuse of section 337 to restrain trade
For example, a U S and a foreign firm that dominate the domestic
market for a product could possibly mitiate section 337 proceedings
solely to exclude smaller firms that share the remainder of the market
but cannot afford a section 337 case Although the provision instructs
the ITC to take mnto consideration the impact of the exclusion order on
competitive conditions 1 the United States as part of the public interest
considerations, we understand that such misuse of section 337 would be
extremely difficult to prove

We also beheve that the ITC should always develop a record 1n complete
default situations to support 1ssuance of remedial relief Proposed
amendments, as now written, would authorize the ITC to 1ssue tailored
exclusion orders without developing a record to justify them In total
default cases in which the complainants do not request a general exclu-
sion order, the 11¢, without the benefit of a record, may be permanently
excluding from the U S market the products of foreign firms that were
not committing violations but could not justify the cost of htigation The
proposed amendments nstruct the I1¢ to take into consideration the
uapact of the tailored exclusion order on the public interest However,
given the abbreviated nature of the public interest segment of section
337 proceedings, 1t 1s very unlikely that the 1ssues of vahdity and
infringement could be addressed as part of this segment

We propose that, in section 337 cases in which no respondents partici-
pate, the 1TC, upon the request of a complainant, provide mterim rehef if
the facts set out 1n the complaint, supporting documents, and other
mformation available to the Commission demonstrate that a violation of
section 337 1s likely to have occurred However, the Commission would
not provide such mterim relief 1f such action was considered contrary to
the public interest Under our proposal, the interim relief would take the
form of (1) a tallored exclusion order directed at defaulting respondents,
with a bond provision for respondents similar to that of a temporary
exclusion order, and/or (2) an interim cease and desist order. The iTC
would then continue with the default proceedings to establish a prima
facie case, which we propose would have to be concluded within 6
months from the date all respondents were officially found 1n default,
not to exceed 12 months from the date the ITC began its investigation If,
after these proceedings. the rrc determines that rehief 1s warranted, 1t
would replace the temporary order with the appropriate permanent
relief
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ITC Authority to Issue
Exclusion and Cease
and Desist Orders for
the Same Violation
Should Be Clarified

Under such a procedure, a deserving complainant would be protected
from injury during the course of the proceedings, without unduly bur-
dening defaulting respondents, and the ITC could develop a record to
support the 1ssuance of relief Interim relief in complete default cases 1s
a more expeditious remedy than a temporary relief under section 337(e)
and 1s a justifiable consequence of the failure of any respondents to par-
ticipate in the proceedings We believe that a tailored exclusion order
with a bonding provision, possibly 1ssued 1in conjunction with interim
cease and desist orders, would be an appropriate remedy in this situa-
tion While such a remedy would afford adequate relef to the complain-
ants during the course of the proceedings, it would not constitute a
complete bar to importation of the alleged infringing goods The
defauiting respondents could continue to import goods, but only under
bond and subject to re-exportation or destruction should the temporary
order be made permanent Yet, the prospect of such an order would
serve as an incentive for respondents to participate Importers not party
to the proceeding would not be affected Should the Commssion ulti-
mately find against the complainants, the interim order would have
been 1n effect for no longer than 6 months

Until recently, the 11C’s position was that section 337(f) prohibited 1ssu-
ance of both exclusion orders and cease and desist orders to remedy the
same unfair trade practice In a recent case, the 11C decided that, under
certain circumstances, 1t could 1ssue both orders to remedy the same
unfair practice Nevertheless, the ITC Chairwoman has supported legisla-
tion to eliminate any legal question that the 1TC has authority to use both
remedies We beheve that section 337(f) should be amended to clanfy
the ITC’s authority to choose the appropriate remedy-— exclusion order
and/or cease and desist order—to address violations

Section 337(f) provides that the ITC can 1ssue cease and desist orders “‘in
heu of”” exclusion ot ders to bar persons from engaging in unfair trade
practices This provision was included in the Trade Act of 1974 to pro-
vide the rrc with another remedy, besides exclusion orders, to address
violations of section 337 In practice, cease and desist orders are most
effective m stopping domestic concerns from pursuing some activity,
usually conducted after importation of the counterfeit or infringing
goods, that 15 regarded as a violation of the statute

The first important 1TC decision interpreting section 337(f) occurred in

the 1979 Doxycyclhine case The 11C determined that doxycychne, a
chemical product. was being imported and sold in the United States in
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violation of a valid U.S patent Although the complamnant requested
both an exclusion order barnng future imports and a cease and desist
order to prevent future domestic sales of previously imported doxy-
cycline, the ITC 185ued only an exclusion order. In the prevailing decision,
two ITC commussioners concluded that the ITC could 1ssue a cease and
desist order only 1n lieu of and not in addition to an exclusion order °

The Commission has since broadened 1ts interpretation of section 337(f)
In 1980, the 1TC 1ssued both exclusion orders and cease and desist orders
for separate violations of section 337 in Certain Airtight Cast Iron
Stoves It 1ssued the exclusion order to stop the imports of stoves and 6
cease and desist orders to stop domestic companies from false adver-
tising, passing off their products as those of the complainant, and
infringing common law and registered U.S trademarks mn violation of
the statute The Commuission indicated that this result was consistent
with section 337(f) and the decision m Doxycycline since the orders
were aimed at addressing separate and distinct unfair acts ¢ Recently, in
Certain Compound Action Metal Cutting Snips, the ITC 1ssued an exclu-
sion order and a cease and desist order barring sales from inventory to
remedy the same unfair trade practice—patent infringement The Com-
mission concluded that section 337(f) does not prevent such action
because the unfair act of patent infringement involves multiple import
or sales transactions or multiple injuries * Thus, section 337(f) appar-
ently would affect only the 1ssuance of both a cease and desist order and
an exclusion order to remedy a particular import and sales transaction
or injury Some ITC staff believe that these cases—from Doxycycline to
Certain Compound Action Metal Cutting Smps—reflect the Commuis-
sion’s efforts to address unfair trade practices in hight of the remedy
hmitation contained in section 337(f)

In recent testimony before the Subcommittee on Courts, Civil Liberties,
and the Admnistration of Justice, House Committee on the Judiciary,
the ITC Chairwoman supported legislation that would “confirm current
Commussion practice.” stating that “should HR 3776] be enacted, 1t

One commissioner, citing section 337(gK3) as support, also believed that cease and desist orders
could be issued only to bar imports and not domestic sdles Two commissioners argued that the ITC
should 1ssue cease and desist orders in addition to the exclusion order because the sale of previously
imported doxycyeline and 1ts nuportation imto the United States were separate violations of section
337

YSee also Certain Molded In Sandwich Panel Inserts and Methods tor Thelr Installation (1982) and
Certain Plastic Food Storage Containers (1984)

“One commussioner also justifi d the issuance of both vrders because they applied to different goods,
1¢ prospective mmports and pres wously imported goods
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Conclusions

Recommendations

would be without legal question that the Commuission has authority to
order such relief when the Commission determines that both remedies
are necessary ' (Underscoring added ) In our view, the 1TC should have
the flexibility to select the appropriate remedy—exclusion orders and/
or cease and desist orders—to deal with unfair foreign trade practices
We believe this could be best accomplished by amending section 337(f)
to make 1t clear that cease and desist orders may be used together with
exclusion orders in dealing with unfair foreign trade practices in
imported articles

Changes in legislation are needed to improve ITC's administration of sec-
tion 337 proceedings ITC procedures for providing expedited relief and
for adminustermg default proceedings undermine the effectiveness of
section 337 relief Many complainants have sustained substantial injury
during the 7 months it takes the ITC to provide expedited relief. Because
of this time frame, many firms that needed expedited assistance chose
to forego seeking temporary relief and suffered loss of sales and con-
sumer confidence Similarly, many complainants have sustained sub-
stantial inyury during the time the I1TC takes to conclude default
proceedings In addition, the statute should clearly authorize the 1Tc to
1ssue both exclusion orders and cease and desist orders to remedy the
same unfair trade practice

We recommend that Congress amend section 337 of the Tariff Act of
1930 for cases involving protection of intellectual property rights as
follows

Require the International Trade Commission, at the request of the com-
plamant, to make temporary relief effective withun 10 days of a judge’s
affirmative mitial determimation on temporary relief, while requiring
the complainant to post bond, unless 1t finds that such action would be
contrary to the “public interest.” The Commission may then review the
mitial determination i accordance with 1ts current procedures

In cases where no respondents participate, require the ITC, at the request
of the complainant, to provide interim relief if (1) the facts as set out 1n
the complaint, supporting documents, and other information available to
the Commussion demonstrate that a violation of section 337 1s likely to
have occurred and (2) the provision of interim rehef 1s not deemed con-
trary to the pubhic interest Also require the 1TC to make 1ts determuna-
t1on on permanent telief no later than 6 months from the date all
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respondents are officially determined to be in default, not to exceed 12
months from the date the Commission mstituted the investigation.
Clearly authorize the International Trade Commission to 1ssue both
exclusion orders and cease and desist orders to remedy the same unfair
trade practice

Appendix | contains specific legislative language for these
recommendations

The 1TC Chairwoman commented on our conclusions and recommenda-
trons regarding IT7C adminstration of section 337 (See app V ) Overall,
her comments contained no objections to our findings and conclusions
regarding ITC administration of section 337 They stated that our recom-
mendations regarding ITC administration of section 337 “could provide a
useful foundation for thoughtful discussion” but did not endorse them
pending further study of their impact

The comments expressed the view that our recommendation to expedite
the provision of temporary relief 1s “an iteresting recommendation
[that would shorten the time required for the Commission to act on
requests for temporary relief " They added, however, that “the amend-
ment should provide that complainant’s bond, if forfeited, should go to
respondents rather than the U S Treasury They explained that ‘“The
purpose of having complamant post a bond 1s presumably to hold
respondents harmless if the Commuission ultimately determines that
there 1s no violation of the statute This purpose can only be accom-
phshed 1if complainant’s bond, 1f forfeited, 1s payable to respondents and
not to the U S. Treasury " We have revised the section dealing with
expedited relief to reflect this comment

The comments also expressed the view that our proposal to expedite the
provision of relief in default proceedings 1s “an mnteresting recommenda-
tion "® They added, however, that our recommendation may give rise to
“definitional problems ™ In our draft report, we proposed that the 1Tc
complete section 337 proceedings in which no respondents participate
no later than 6 months from the date the investigation was begun The

$We did not address a related 15sue mvolving the abibty of defaulting respondents to appeal adverse
ITC determunations to the Court of Appeals for the Federal Circurt The comments noted that “Section
337(c) currently allows detaulting respondents to appeal adverse Commission determinations to
the [Court of Appeals], and such appeals have in fact been taken’ and suggested that consideration be
given to “amending section 337 to prolbit defaulting respondents from appealing to the [Court ot
Appeals| on 15sues other than those concerning whether the prescribed default procedures have been
properly tollowed ”
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comments pomted out that “many investigations will be several months
old before 1t can be determined which respondents are participating”
and added, in a situation “‘where the last respondent ceases to particl-
pate one week short of s1x months after the date of institution of the
Investigation w ould the Commuission still be required to complete
1ts investigation within six months?”’ We have amended our recommen-
dation to state that the TC be required to complete the proceedings no
later than 6 months from the date all respondents are officially found 1n
default, not to exceed 12 months from the date of institution of an
mmvestigation

The comments expressed the view that our recommendation that the ¢
be clearly authorized to 1ssue both exclusion orders and cease and desist
orders to address the same unfair trade practice 1s *‘a good 1dea and one
which has a long history of support at the Commission.”
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About two-thirds of our survey respondents that received exclusion
orders reported that imports of counterfeit and infringing goods covered
by these orders continued to enter the country. Although these firms
most often saw a substantial decrease 1in these imports, most reported
that these imports continued to flow into the United States 1n sufficient
quantities to cause significant losses in sales. Reportedly, these imports
also caused loss of consumer confidence 1n the legitimate products. We
support congresstonal imitiatives to strengthen the Customs Services’
ability to enforce exclusion orders by authorizing the 1TC to direct Cus-
toms to seize goods when enforcing exclusion orders Because this
change would not entirely resolve this problem, we also suggest that
Customs mtensify its efforts to enhist the support of firms that have
obtained exclusion orders in identifying shipments containing counter-
feit and infringing goods

The Customs Service plays an indispensable role 1n government efforts
to provide relief under section 337 Federal Circuit Judge Nichols wrote
111 his opinion 1n Bally/Midway Manufacturing. Co v. International
Trade Commission that the *“1Tc 18 here the chief of police, and the
officers of the customs are the patrolmen on the beat " While the ITC
decides which compiainants receive rehef and in what form, Customs
must ensure that the rehef 1s effective

Firms mitiating section 337 proceedings do so with the objective that,
should they win, the exclusion orders will effectively stop the counter-
feit and/or infringing goods from entering the country The president of
one firm that mnitiated a section 337 proceeding characterized his expec-
tations of an exclusion order as a ‘‘wall around the country.” The cost of
hitigating a section 337 case—generally between $100,000 and $1 mul-
hon, with a few costing over $2 5 million—contributes to this expecta-
tion. A firm would not spend such a sum of money uniess it believed the
relief would be effective

Although some firms voluntarily stop importing counterfeit or
infringing goods covered by exclusion orders, others ignore the orders
and repeatedly attempt to bring such goods into the country, placing the
enforcement burden on Customs’ port inspectors Because an exclusion
order authorizes Customs to exclude, but not to seize, counterfeit and
infringing goods, some knowledgeable officials do not consider 1t to be
an effective deterrent to importation of such goods While 19 U.S.C.
15626(a) and 17 U S C 603 authorize Customs to seize and, under certain
circumstances, take custody of imports of goods that violate registered
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U S. trademarks and copyrights that have been recorded with the Secre-
tary of the Treasury, Customs does not have statutory authority to take
such action with respect to imports that infringe U.S patents, the type
of intellectual property right most often protected by exclusion orders.!
Foreign infringers who have shipments stopped by Customs because
they are 1n violation of exclusion orders are required only to re-export
the goods and, thus, lose only the shipping charges

Indeed, foreign infringers have been known to “port shop,” that is,
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carry the counterfeit or infringing goods from port to port until they

gam entry In testimony before the Subcommittee on Oversight and
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Counsel of Apple Computer, Inc , stated that

“United States ITC exclusion orders, which provide for the re-export of the 1llicit
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entry point that 1s understaffed or 1ll-equipped to detect and intercept infringing
merchandise "
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goods that are returned to the country of origin and a tempt to export
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them to the United States at a later date Knowledgeable business offi-
clals have commented that protection of intellectual property is uneven

from port to port.
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Some officials helieve that Customs is not fully enforcing all exclusion
orders. Senator Lautenberg wrote in the September/October 1985 bul-
letin of the International Anticounterfeiting Coalition that “In reality . .
the Customs Service simply cannot and does not catch all infringing
goods ” The ITC has received complaints about Customs enforcement
from firms that had obtained exclusion orders. One trade association
official characterized the Customs Service as the “weak link” 1n the sec-

tion 337 Drocess

Of the survey respondents that indicated they had a basis to judge?
about 35 percent reported that counterfeit or infringing goods had not
entered the country smce their exclusion orders were 1ssued. Although
several firms reported that the foreign firms voluntarily discontinued

'Customs also has other aut hcmtws to dea.i with fraudulent imports (1 e, 19U8C 1592and 18U SC

ST R aar

545) which may be availlable to address violations of section 337 exclusion orders
“For the responses cited mn this chapter the proportion of survey respondents indicating that they

had no basis upon which to provide an answer averaged about 20 percent and 1n no mstance
exceeded 20 percent
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exporting such goods to the United States, others were pleased with
Customs’ ability to stop infringing goods from entering the country One
firm commented that “‘Customs reacted quickly and forcefully.”
Another reported a “definite reduction of piratical goods from the
source 337 covered.” Still another stated that “Were 1t not for the . . ITC
Exclusion Orders 1t 1s doubtful that [my company and the whole manu-
facturing industry 1t services could have continued to exist in their pre-
sent form.”

The remaining two-thirds of the firms that indicated they had a basis to
Judge reported that counterfeit or infringing goods covered by their
exclusion orders continued to enter the country, causing some to ques-
tion the usefulness of section 337 as a trade remedy. About 71 percent
of these firms reported substantial decreases i the value of such
mports after the exclusion orders were 1ssued, In some cases due to the
willingness of importers to abide by the orders. Approximately 29 per-
cent reported httle change One firm commented that ‘“Many shipments
have gotten past Customs.” Another stated that “We suspect that only
1% of infringing imports are actually being demed entry.” (See fig 4.1)

Firms indicating the continued importation of counterfeit and infringing
goods reported sales losses of as much as $5 million Of these firms,
about 73 percent reported that the counterfeit and infringing imports
damaged their sales to at least some extent, with about 46 percent of
them stating that their sales were injured to a moderate or substantial
extent One company official commented that, despite 1ssuance of the
exclusion order, infringing 1mports had cut so deeply into sales that the
company has experienced no growth during the past 2 years. Further,
company officials told us that the continued presence of illegitimate
goods 1n the domestic marketplace, sometimes in a form virtually mdis-
tinguishable from the original, caused consumers to lose confidence in
the authentic products
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Figure 4.1: Selected Survey Responses
on Customs Enforcement of Exclusion
Orders®

Firms responding to the survey

Imports that violate exclusion orders enteringthe U S

Goods Not Entering
65% WV Goods Continue to Enter

Firms indigcating that counterfeit/infringing goods continued to enter the country after
1ssuance of exclusion ordersb

Value of counterfeit/infringing goods Damage to sales
27% Littie
o 4 Damage
ecrease
Substantially 46%
Some
Decreased Damage
Moderately — Moderate to
to Remained Substanbal
__ | the Same L 1 Damage

3F1gures do not include firms indicating they had no basis to judge

b
Figures represent those firms responding that goods continued to enter the countiry (See shaded
area In first pie chart)

Several firms complained that Customs’ inability to enforce their exclu-
sion orders undermined the effectiveness of section 337 as a trade
remedy One firm commented that.
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Staff Availability
Limits Customs Ability
to Enforce Exclusion
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mvolved for a small flrm 1ke ours, the end result was o fl tle benefit because of the
lack of enforcement by the Customs Serv1ce "

“[Wle believe that the efforts and money expended to obtain the exclusion ruling
trom the ITC certainly did not provide the protection we expected ™

Because of the high cost and lack of enforcement, firms commented that
they would not use section 337 again to deal with imports of other types
of counterfeit or infringing products One stated that.

“There are now many of our products being copied 1dentically Because of the cost
of the ITC case and the lack of enforcement by Customs 1t doesn’t seem fruitful to
take these other items to the ITC Yet, we are being hurt and sales are suffering and
people are being laid off ™’

Customs’ performance reportedly improves when 1t 1s assisted by the
owner of the intellectual property right. Over 25 percent of our survey
respondents that received exclusion orders undertook independent
ivestigations and provided the results to Customs. Such information
could include the names of compames importing counterfeit or

mfringing goods or information on particular shipments of such goods
About 86 percent of the firms that provided information to Customs and

expressed an opinion were qatxsfled with Customs’ response to the infor-

P aTin

toms’ Protection of 1m;euecl;ual t’rop_y glwgm,s {GAOQ/NSIAD-86-96), we
reported that the availability of staff was generally seen as the foremost
limitation on Customs’ ability to enforce section 337 exclusion orders
and otherwise protect intellectual property rights We reported that
Customs has taken steps to enhance 1ts ability to stop imports of contra-
band goods (1 e , goods prohubited by law from being imported) but
added that these measures are limited

In commenting on our May 1986 report, the Department of the Treasury,

the Customs Service’s parent agency, stated that protecting intellectual

il agcit SUGLLAL LALAL PR ULOLLIAE AR AL

property rights, mcludmg enforcement of exclusion orders, 1s only one

nf tha (Chotame Qorviend’ manv raennnarhiliting Mictamea affiriale hava
UL Wi WUSLOIG SCIVICEH fally FUSPONLLIoLILICS LUSUGITIS U11IIdlS Ntiave

testified that Customs 1s resp(mmble for admlmstermg and enforcing

over 400 provisions of law and regulations for 40 government agencies

I
®
¥
4]
[=2]
(&4
oy}
P
.
zl
/2]
E)
-2
—
(]

0 Intellectual Property Rights



Chapter 4
Need to Strengthen Customs Enforcement of
Section 337 Exclusion Orders

These include prohibiting traffic in illegal narcotics, certain foods and
drugs, hazardous substances, counterfeit money, and obscenity; control-
ling exports, including high technology exports to the Soviet bloc; con-
trolling illegal immugration; enforcing auto safety and emission
standards; enforcing flammable fabric, quota, marking of country of
origin, and animal and plant quarantine restrictions; and protecting
endangered species of wildlife As a result, according to Treasury com-
ments on our May 1986 report, Customs must “‘manage [1ts] hmited
resources . . . to accomplish its total mission.”

Comments of respondents to our survey indicated that, despite the
efforts of port mspectors, Customs’ ability to enforce exclusion orders is
limited by the availabihity of staff. These firms generally expressed high
regard for the work of port inspectors and generally noted the compe-
tence and helpfulness of port personnel One firm reported that it was
satisfied with Customs because of the staff’s “very positive attitude and
willingness to work with us " Survey respondents’ comments pointed to
staffing as a primary limitation on Customs ability to enforce exclusion
orders, with one firm stating that 1t “‘doubt[s] that [Customs has] ade-
quate staffing to effectively perform required policing.”

Thus finding was reflected in hearings held during June 1983 to Sep-
tember 1984 by the Subcommittee on Oversight and Investigations,
House Committee on Energy and Commerce * Based on these hearings
and 1ts own investigation, the Subcommittee concluded that “‘despite the
best efforts of the Customs Service’s competent and dedicated per-
sonnel, the agency has neither the people nor the other resources to stop
the flood of counterfeit products *' The Subcommittee found that the
Customs Service has sufficient staff to inspect approximately 2 percent
of incoming shipments. Further, while the size of Customs’ port inspec-
tion staff has remained static, Customs’ formal entry workload (import
transactions exceeding $250 1n valuet ) increased approximately 40 per-
cent from fiscal years 1981 to 1984, and, according to Customs officials,
overall incoming shipments increased mn fiscal year 1985,

Customs has tried to enhance its ability to stop counterfeit and
mfringing imports. Its primary effort in this area 1s “Operation
Tripwire,” a special imtiative to detect commercial fraud, including

IThese hearings were summarized i a Feb 1984 Commuttee Print, entitled Stealing American Intel-
lectual Property Imutation s Not Flattery (Print 98-V), and m an Apr 1985 Commuttee Print, entitled
Crimmal Components of America’s Trade Problem (Print 99-11)

4Customs increased its threshold value for formal entries to $1,000 1n fiscal year 1985
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1mports of counterfeit and infringing goods. As part of this effort, the
Commercial Fraud Investigation Center at Customs headquarters coordi-
nates the activities of commercial fraud teams, located at the regional
and district levels, which assess incoming intelligence on shipments con-
taning contraband goods and also assist port inspectors 1n determining
whether questionable goods are indeed contraband.

Possibly of greater importance, Customs is developing a computerized
selective cargo inspection system, which is aimed at better focusing the
efforts of port inspectors by 1dentifying import shipments most likely to
contain mislabeled, counterfeit, infringing, or otherwise contraband
products. At present, this system 1s installed at 45 ports which account
for about 50 percent of the volume of total imports. Customs plans to
mncrease the volume of imports processed through this system to about
80 to 90 percent by 1987 Using this system, port inspectors enter infor-
mation, such as the product type, importer, and country of origin, into a
computer terminal linked to a centralized data base The computer then
indicates the type of inspection the shipments should receive, However,
according to a knowledgeable Customs official, this system targets about
20 percent of incoming shipments for physical inspection. Since Customs
has the manpower to inspect only about 2 percent of shipments, port
inspectors must use their discretion in acting on the recommendations.
Because of this situation, they often perform only cursory or no inspec-
tions of shipments that have been 1dentified as warranting physical
inspection.

Further, although the U S. tariff schedules used by this system to cate-
gorize goods are highly detailed, Customs inspectors experience diffi-
culty detecting counterfeit and infringing goods that are classified 1n
“basket categories’ (1.e., categories that include many items under a
common heading). One firm that received an exclusion order covering 1ts
staple guns reported that

*The counterfeit copies are shipped 1n under a general classification ‘‘Hand Tools”
and Customs says there 1s no way they can check everything in a shipment to see1f
infringing staple guns are part of it "

Firms also reported that importers have attempted to disguise or con-
ceal infringing imports to escape Customs’ scrutiny.
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We believe that a number of steps can be taken to strengthen the abhty
of Customs’ present staff to enforce section 337 exclusion orders We
support congressional imitiatives to authorize the 1TC to direct Customs
to seize goods when enforcing exclusion orders The proposed amend-
ments to section 337, for the most part, would give Customs seizure
authonty under exclusion orders, most of which cover patents, that it
now has for registered trademarks and copyrights recorded with the
Secretary of the Treasury We suggest, however, that the legislation
should clearly delineate the situations in which this authority can be
used. Also, reahzing that this change will not entirely solve the problem,
we also suggest that Customs intensify its efforts to enlist the support of
firms that have obtained exclusion orders in identifying shipments that
contain counterfeit or infringing products

A number of the bills to amend section 337 would authorize the 1TC to
direct the Customs Service to selze goods and take them into custody
when enforeing exciusion orders We believe that such authority would
strengthen the deterrent effect of exclusion orders Should such a provi-
sion become law, infringers would not only face the prospect of losing
shipping costs but also the possibihity that Customs would seize and dis-
pose of their entire shipments Over 90 percent of our survey respon-
dents who expressed an opinion believed that allowing Customs to seize
and take custody of counterfeit or infringing goods would improve 1ts
ability to enforce exclusion orders.

We suggest that the legislation provide for the 1TC to use this authonty
not as an 1nitial remedy but as an extraordinary measure to deal with
“predatory” infringers that have tried on more than one occasion to cir-
cumvent exclusion orders Our objective 1s not that the ¢ use seizure
authority as an mmitial remedy but keep 1t 1n reserve as an extraordinary
enforcement remedy to deal with “predatory” foreign infringers who
have refused to abide by 1TC determinations Under our proposal, before
the 1TC could issue a seizure order, Customs or the complainant would
have to present documented evidence to the 1TC that the foreign firm or
firms have on more than one occasion attempted to bring goods into the
country 1n knowing violation of an exclusion order

Thas procedure 1s needed to be consistent with 17 S national treatment
obhgations under GATT, which require that the member states’ trade
practices and procedures treat foreign nationals no less favorably then
domestic concerns Use of seizure as an imitial remedy under section 337
may not be consistent with U S national treatment obligations since
selzure 15 not available as an imtial remedy 1n federal district court
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patent infringement cases However, use of this authority as an
extraordinary remedy 1s consistent with federal district court contempt
proceedings, which can be invoked to deal with defendants who do not
comply with judgments District court judges have a number of remedial
actions at their disposal, including seizure of infringing goods, to deal
with defendants that refuse to abide by court ordered injunctions.

We also suggest that Customs intensify its efforts to elicit the support of
intellectual property owners in identifying shipments containing coun-
terfeit or infringing goods As discussed 1n our May 1986 report, despite
having the authority to seize goods that counterfeit or infringe regis-
tered trademarks and copyrights that have been recorded with it, Cus-
toms also has experienced significant problems protecting these
mtellectual property rights and relies on intellectual property owners
for assistance Customs could elicit such assistance through an informa-
tional brochure or similar document that is provided to firms obtaimng
Customs assistance Under current procedures, there 1s no formal mech-
amsm for firms to obtam such mformation from Customs prior to initi-
ating section 337 proceedings As a result, they may not have realistic
expectations of Customs’ abilities or appreciate the need to provide
assistance

Respondents to our survey reported that the US Customs Service 1s not
fully enforcing all exclusion orders, undermining the effectiveness of
section 337 relief as a means to protect firms against counterfeit and
infringing imports. Since they do not face the potential seizure of their
goods, foreign firms are not always deterred from attempting to bring
infringing goods into the country 1n violation of exclusion orders,
placing the enforcement burden on the Customs’ port inspectors As was
most recently demonstrated i congressional hearings, Customs’ ability
to protect mtellectual property rights, including enforcement of exclu-
sion orders, 1s limited foremost by staff availability.

We recommend that Congress amend section 337 of the Tanff Act of
1930 for cases imnvolving the protection of intellectual property rights to
authorize the International Trade Commuission to direct the U S Customs
Service to seize counterfeit or infringing goods when there 1s evidence
that a firm or firms have on more than one occasion attempted to bring
such goods into the country in knowing violation of exclusion orders
Appendix I contains specific legislative language for this
recommendation
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We also recommend that the Secretary of the Treasury instruct the Com-
russioner of Customs to intensify the efforts of the US Customs Service
to enhist the support of firms that have obtained exclusion orders in
1dentifying shipments containing counterfeit or infringing products, pos-
sibly by providing an informational brochure or similar document to
firms mmitiating section 337 proceedings.

The Department of the Treasury did not take 1ssue with our overall
findings and conclusions. Treasury pointed out that enforcing section
337 exclusion orders ‘“‘creates unique Customs enforcement problems”
and elaborated on these problems. It specifically concurred “with the
finding that the most successful efforts in this area involved the support
of the domestic industry and that the participation of the complaimnant in
this effort should be encouraged ' (See app. IV )

Treasury commented that 1t 15 “‘in general agreement that the proposal
to give Customs seizure authority for certamn violations of exclusion
orders will improve enforcement ~” Treasury added, however, that “to
the extent that these proposals might be considered to affect grey
market importations,” we believe that it 1s premature for us to take any
position pending the recommendations of the Administration task force
now studying grey market 1ssues ” We were noi. aware that our proposal
might affect grey market importations and did not intend such a result
As m the past (see footnote 8, ch 1), the President would maintain
authority to disapprove exclusion orders that cover grey market
inports and, as a result, are deemed 1inconsistent with Customs
regulations

Treasury also commented on a statement appearing in our draft report
that Customs intended to mmstall 1ts computerized selective cargo inspec-
tion system at ports with 200 or more entries per day Treasury pointed
out that, in fact, Customs intends to install this system at all ports,
regardless of import volume We have revised our report accordingly

5Grey market goods are foreign-made goods bearnng authentic U § -registered trademarks that are
diverted from their intended foreign markets and imported and sold 1n the United States by third
parties without authorizatton from the 178 trademark owners
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The 1Tc Chairwoman commented on our conclusions and recommenda-
tions regarding Customs enforcement of exclusion orders. (See app. V.)
Her comments expressed the view that “Seizure of counterfeit or
infringing goods in situations where there are multiple, knowing
attempts to import such goods is a constructive idea.” They added, how-

auvnr that “tha IT< (hietnme Qorvien nat the Cammicoinm chnnld ha
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authorized to order seizure ”’ As we stated i our May 1986 report, we
believe that the 1TC, and not Customs, should exercise control over Cus-
toms’ use of exclusion orders to seize and take custody of goods. We
agree that Customs 1s in the best position to determine when firms have
on more than one occasion attempted to violate exclusion orders Never-
theless, we believe that Customs should seek 1T¢ authorization to enforce
an exclusion order by seizing and taking into custody imported goods
Section 337 authorizes the ITC to grant relief against unfair trade prac-
tices and to determine the appropnate form of relief; Customs simply
carries out the 1TC’s instructions. By allowing Customs to determine
when seizure is appropriate, the ITC would be relinquishing to Customs
part of 1ts responsibility to determine what form of rehef 1s needed to
protect US firms under section 337 It would be ceding control over the
use of a harsher remedy that we beheve should be used under section
337 only 1n extraordinary circumstances, 1 ¢ , when foreign firms on
more than one occasion knowingly bring counterfeit or mfringing goods
mto the country in violation of exclusion orders,
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Section 337 of the Tanff Act of 1930 (19 US C 1337), as amended, 1s
further amended as follows.

{1) Subsection {(a) 1s amended

(a) by stnking out “(a) Unfair” and inserting in heu thereof *(a)(1)
Unfair”, and

(b) by adding the following paragraph (2)

“(2) Notwithstanding paragraph (a)(1), the importation of articles into the United
States, or their sale by the owner, importer, consignee, or agent of either, which
infringes or violates a valid and enforceabie United States intellectual property
right are declared to be unlawful acts or methods of competition and when found by
the Commission to exist shall be dealt with, in addition to any other provisions of
law, as provided 1n this section The term “intellectual property right” includes a
{lnited States patent. a copyright registered under Title 17, United States Code, a
trademark registered under the Trademark Act of 1946, trade secrets, maskworks
registered under Chapter 9 of Title 17, United States Code and unregistered
trademarks "’

(2) Subsection (¢) i1s amended

(a) by striking out “‘(e) If”” and inserting in heu thereof “(e)(1) If”; and
(b) by adding the following paragraph (2)

(2} In heu of rehief available under paragraph (1), upon request of a complamant
filing under subsection (a)(2) of this section, accompanied by a bond 1n an amount to
be determined by the Commission, the Commission shall direct that such articles be
so excluded from entry into the Unated States within 10 days of receipt of the
administrative law judge s initial determination that there 1s reason to believe that
such person 15 violating this section, unless after considering the effect of such
exclusion on the matters set out 1in paragraph (1), 1t finds that such articles shall not
be excluded from entry The Commission shall notify the Secretary of the Treasury
of 1ts action under this subsection directing such exclusion from entry, and upon
receipt of such notice, the Secretary shall, through the proper officers, refuse such
entry Nothing in this paragraph shall otherwise affect the Commission’s review of
the mitial determindation ™

(3) Subsection (1) 15 amended

(a) 1n subsection (1) 1) by striking out “‘In lieu of " in the first sentence
and inserting in lieu thereof “In addition to”,

'Contorming Amendments 1o Provisions ot Section 337 Not Attected by GAQ's Recomuncndations Are
Not Included
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(b) by redesignating subsection (f}(2) as (f}3), and

(¢) by adding the following new subsection (f}2)

*“(2) Notwithstanding paragraph (1), upon request of a complainant fihing under
subsection (a)(2) of this section, the Commuission shall direct that such an order to
cease and desist from engaging in the unfair methods or acts involved be 1ssued
within 10 days of receipt of the administrative law judge’s initial determination that
there 1s reason to believe that such person 1s violating this section, unless after con-
sidering the effect of such an order on the matters set out 1n paragraph (1), it finds
that such an order should not be 15sued Nothing in this paragraph shall otherwise
affect the Commussion’s review of the mitial determination ™

(4) By redesignating subsections (g), (h), (1) and (j) as subsections (1), (j),
(k) and (1) respectively, and

(5) by mserting after subsection (f) the following new subsections (g)
and (h)

“(g) INTERIM ORDERS - (1) Notwithstanding any other provision of this section, at
the request of a complainant filing under subsection (a)(2), the Commission shall
direct that the articles concerned 1in an 1nvestigation be excluded from entry into the
United States on an interim basis or shall 1ssue and cause to be served on any person
an interim cease and desist order from engaging 1n the unfaiwr methods or acts
mvolved, or both, when the Commission has found all respondents to be in default,
1f the facts set out in the complaint, supporting documents, and other information
available to the Commuission, demonstrate that a violation of this section 1s likely to
have occurred, unless, after considering the effect such action may have upon the
public health and welfare, competitive conditions in the Unmited States economy, the
production of hike or directly competitive articles in the United States and United
States consumers, 1t finds that such action shall not be taken The Commuission shall
complete 1ts investigation and provide any relief as set out in subsections (d) and
() 1) within s1x months from the date the Commission found all respondents to be
in default, but in no event, later than twelve months from the date the Commission
istituted 1ts investigation

*(2) The Commussion shall notify the Secretary of the Treasury of 1ts action under
paragraph (1) directing such exclusion from entry on an interim basis and upon
recelpt of such notice the Secretary shall, through the proper officers, refuse such
entry, except that such artieles shall be entitled to entry upon bond determined by
the Commission and prescribed by the Secretary

*“(3) The term “default’ as used 1 this subsection refers to the failure of a
respondent to take actions, including, but not imited to the following (1) file a
response to the complaint and notice of investigation within the time provided, (2)
respond to a motion tor summary determination, (3) respond to a motion which
materially alters the scope of the investigation, or (4) appear at a hearing before an
administrative law judge on the 1ssue of the violation of this section
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“(h) FORFEITURE - In addition to taking action under subsections (d}, (e), {(f) and
(g). 1n cases filed under subsection (a)2), the Commission may 1ssue an order pro-
viding that an article imported in violation of the provisions of subsection (d) be
sei1zed and forfeited to the United States when there 15 evidence that a firm or firms
have on more than one occasion attempted to bring such articles into the country in
knowing violation of an exclusion order The Commission shall notafy the Secretary
of the Treasury of any order 1ssued under this subsection and, upon receipt of such
notice, the Secretary shall enforce such order 1n accordance with the provisions of
this section ”
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U.S. GENERAL ACCOUNTING OFFICE

SURVEY OF FIRMS THAT HAVE INITTATED

SECTION 337 PROCERDINGS

—~
Please respond to the
questlons with respect
to the following Section
337 proceeding:

.

INTRODUCT ION/ IRSTRUCTIONS

The 11.5. General &ccounting Office,
an agency of Congress, 1s studying
Government efforts to help U.S. firms
protect their intellectual property
rights--such as patents, trademarks or
copyrights—-1n international trade. As
part of this study, we have developed
this questionnaire to help assess: (1)
the Internaticnal Trade Commission's
(ITC) procedures for providing relief
under Section 337 of the Tariff Act
of 1930 and (2} the Customs Service's
enforcement of Section 337 exclusion
orders, The guestionnalre solicits the
views of officials of companies, like
yours, that have 1nitiated Section 337
proceedings,

The questionnalire should be camplet-—
ed with respect to the Section 337 pro-
ceedings outlined on the label attached
above., It can be completed 1n about 20
minutes  Nearly all of the questions can
be answered by checking a box or filling
n a short blank. A few require a brief
narrative. Some of the questions are to
be skipped depending upon your answer to
a previous guestion. Therefore, we ask
that you pay particular attention to the
skip 1nstructions within the question—
naire,

-

Please complete the questionnaire and
return 1t 1n the enclosed business reply
envelope within 10 days. The return address
1s:

U.S. General Accounting Office
441 G Street, N.W.

Room 4148

Washington, D.C. 20548

ATIN: Joseph Natalicchio

If you have any guestions about our work
or the gquestionnaire itself, don't hesltate
to call Mr. Natalicchio at (202) 275-5889,
Thank you for your cooperation and
assistance.

BACRGROUND

1. Please provide the name, title, and
phione number of the person who completes
the guesticnnalre. T1f more than one
person helps, 1dentify the person you
suggest we contact for clarification or
additional information about your
responses to the gquestionnaire.

Name :

Title:

Phone number.
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What 15 your estimate of the total 4.
cost to your company of participating

in Section 337 proceedings through

the time of ITC's final disposition

of your request for relief” (INCLUDE

BUT DO NOT LIMIT YOUR ESTIMATE TO THE

CGST OF OUTSIDE COUNSEL} (CHECK

ONE }

1. /_/ $100,000 or less

2 /_/$100,001

i

250,000

3/ / $250,001 - 500,000

4, /_/ $500,001 - 1,000,000
5./ / $1,000,001 - 2,500,000
6. /_/ More than $2,500,000

(Specify to nearest million: 6.
)

ITC ADMINISTRATION OF SECTION 337

This section solicits information

on the actions of ITC after you request-
ed relief under Section 337 and the 1m-
pact of their actions on your firm

ITC provision of expedited relief

D1d your £irm seek expedited relief
in the form of a temporary exclusion
order from ITC? (RECALL THAT MANY
FIRMS DO NOT SEEK EXPEDITED RELIEF,
BUT RATHER INITIALLY SEEK PERMANENT
RELTRF) (CHECK ONE AND COMPLETE AS
APPLICABLE)

7.
1. / / Yes, date of request

/

Mo. Yr.

2./ / No (SKIP 10 Q. 9}

D1d your firm recelve a temporary
exclusion order from ITC? (CHECK ONE AND
COMPLETE AS APPLICABLE)

1. / / vYes, date of receipt:
—

2. / / No (SKIP TO Q. 10)

Between the dates your firm requested and
recelved the temporary exclustion order,
was your firm being injured by the unfair
trade practice being adjudicated under
Section 3372 (CHECK ONE)

1. / / Yes

2. / / No (SKIP T0 Q. 20)
What 1s your estimate of the value of
your firm's lost sales between the dates

of your request and receipt of the
tefporary exclusion order? (CHECK ONE)

./ /
2./ /
3.

$100,000 or less

$100,001 - 500,000

™~

/ 5$500,001 - 1,000,000

=9
s
~

$1,000,001 - 5,000,000

U1
~~
~

More than $5,000,000
(Specify to nearest million:

6. / / No basis to estimate

To what extent, 1f any, did counterfeit
or wnfringing wmports hurt the product's
reputation with consumers between the
dates of your request and receipt of the
temporary exclusion order? (CHECK ONE)

Little or no extent
some extent
Moderate extent
Substantial extent
Very great extent

No basis to judge
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Describe how, 1n your view, the pro-
duct's reputation with consumers was

hurt by counterfeit or 1nfringing
mmports between the dates of your

request and receipt of the temporary

exclusion order.

|5:m>-109.20 |

Which of the following were major
reasons your firm did not seek
expedited relief in the form of a

temporary exclusion order from ITC?

{CHECK ALL THAT APPLY)

1.

[t

(8]

L

/ / Expedited relief was not
necessary

NN

~
.

|

/ Took too long to obtain
Cost too much to obtain

Requirements for obtaining
a temporary order were too

stringent

™~
~

Other, please specify:

provision of permanent relief

Did your firm receive a permanent

exclusion order and/or a cease-and-

desist order from ITC? (CHECK ONE)

1.

2.

/ [/ Yes

s/ Mo

{SKIP TO Q. 16)

1.

12.

13.

14.

what was the date of the final disposi-
tion by ITC?

L
#o. vr.

Between the dates your flrm requested
relief and received permanent relief was
your firm being injured by the unfair
trade practlce being adjudicated under
Section 3377 (CHECK ONE)

1. /_/ Yes
2./ / No (SKIP T0 Q. 20)

what 1is your estimate of the value of

your firm's lost sales between the dates

of your request and receipt of the
rmanent relief? (CHECK ONE)

1. / / $100,000 or less

2. / $1060,001 - 500,000

3. /_/ $500,001 - 1,000,060
4. / _/ $1,000,001 - 5,000,000
5. / / More than 55,000,000

(Specify to nearest million
)

6. / / No basis to estimate

To what extent, 1f at all, did
counterfeit or infringing imports hurt
the product's reputation with consumers
between the dates of your request and
recelpt of the permanent relief? (CHECK
ONE)

1. / _/ Little or no extent
2./ / Some extent

3.

~
~

Moderate extent

i

Substantial extent

=
™~
>~

}

7t
™
~

Very great extent

|

o
™~
~

No basis to judge

|

Page 75

GAO/NSIAD-86-150 Inteliectual Property Rights



Appendix IT

Survey of Firms That Have Initiated Section

337 Proceedings

15.

16.

Describe how, in your view, the pro—
duct's reputation with consumers was
hurt by counterfeit or infringing
wmports between the dates of your
request and receipt of the permanent
relief.

18.

19.

.SKIP T0 Q. 20

md your firm settle the dispute
through a settlement, consent order,
and/or licensing agreement? (CHECK
ONE)

1. / _/ Yes
2./ / No (SKIP TO Q. 18)

What was the major reason your

firm chose to settle the Section 337
proceedings before the ITC made 1ts
final determination? ({CHECK ONE)

1. / [/ The agreement(s) resolved
the problem to our
satisfaction.

Although the agreement(s)
was not fully satisfactory,
we belleved L1t was 1n our
best 1interest because we
needed 1immediate action. 20.
Although the agreement{s)

was not fully satisfactory,

we believed 1t was 1n our

best 1nterest because we

could not afford to litigate

the case through final
determination,

4, / / Other, please specify:

SKIP TO Q. 20

D1d your firm voluntarily terminate the

Section 337 proceedings? {CHECK ONE)
1./ / Yes
2. / / No (SKIP T0 Q. 20)

Wnat was the major reason(s) your firm
chose to terminate the Section 337
proceedings before the ITC made 1ts
final determination? (CHECK ALL THAT
APPLY)

1. / _/ We did not believe that we could
support the validity of the
1ntellectual property right in
question,

2. / / wWe did not believe that we could
demonstrate that our firm
constituted a "domestic
industry” for Section 337

purposes,

We di1d not believe that we could
demonstrate that our firm was
efficiently and economically
operated.

4, / / we did not believe that we could
T demonstrate sufficient injury to
an 1ndustry to obtain relief,

5. /_/ Other, please specify:

Overall, taking 1nto account ITC's
handling of your request, the timeliness
of their response and other aspects of
the ITC proceedings you consider
relevant, how satisfied or dissatisfied
were/are you with the ability of ITC to
respond to your needs under Sectlon

337? (CHECK ONE)

1. / / Very satisfied

Satisfied

Neither satisfied nor
dissatisfied

Dissatisfied

Very dissatisfied
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21,

What 1s the major reason(s) for 24,
your satisfaction or dissatisfaction

with TTC's 1mplementation of Section

3372

QUSTOMS SERVICE ENFORCEMENT OF

EXCLUSION ORDERS

This section selicits information on

25.

the actions of the Customs Service
after your firm recelved a permanent
exclusion order from ITC.

22.

23.

™d your firm receive a Section 337
permanent exclusion order from ITC?
(CHECK ONE)

1/ / Yes
2. [_/ No (SKIP TO Q. 35)

Since your firm recelved the
permanent exclusion order, have
counterfeilt or iwnfringlng goods
covered by the order entered the

country?® (CHECK ONE}

1./ /7 Yes

2./ / Mo (SKIP
™

3. / / No basis to judge Q. 27)

What 1s your estimate of the value of
lost sales due to counterfeit or
infringing 1mports between the dates you
received the permanent exclusion order
and June 30, 1985° (CHECK ONE)

1.

™~
~

$100,000 or less

2.

™~
~

$100,001 - 500,000

l

[ ¥%)
h
~
~

$500,001 - 1,000,000

I

-9
"~
~

$1,000,001 ~ 5,000,000

ul
~.
S~

More than $5,000,000
(Specify to nearest million:
)

|

6. / / No basis to estimate
To what degree has the value of counter-

fel1t or infringing imports entering the
marketplace increased or decreased since

the ggrmanent excluslon order was
1ssued” (FOR THE PRODUCT COVERED BY
THIS ORDER, COMPARE A RECENT TIME PERIOND

TO A SIMILAR TIME PERIOD JUST BEFORE THE
ORDER WAS ISSUER) (CHECK ONE)

./ 7/
2./ /
3./ 7

4.

Increased substantially
Increased moderately

Remained about the same

™~

/ Decreased moderately

ut
.
~

Decreased substantially

=4
h

™~
~

No basis to judge
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26.

27.

28.

29.

To what extent have counterfeit ov 30.
infringing imports covered by the
ITC exclusion order hurt your
company's sales since the permanent
exclusion order was issued? (CHECK
ONE)
1./ / Little or no extent
2. / / Some extent
3. / / Moderate extent
4, / / Substantial extent
5. / / Very great extent
6. / / No basls to judge 31,
Has an inhouse or outside investiga-
tive group been used to 1dentify
foreign-made counterfelt or
infringing goads covered by the
exclusion order that were intended
for sale in the nhited Stares?
{CHECK ONE}
i./ / Yes
2. / No {SKIP TO Q. 32)
What is your estimate of the
approximate total cost to your firm
to maintaln thils nvestigative group
during vour firm's most recently
completed fiscal year? (FILL IN THE
BLANK OR CHECK THE BLOCK)
S (dollars)
/7 No basls to estimate 12,

Has your £irm provided information
ta Customs based on intelligence

what 1s your firm's level of satis-
faction with Customs® response to your
information that goods covered the
permanent exclugion order are entering
the country? (CHECK ONE}

1. 1__/ Very satisfied

2. f / satisfied

3. / / Neither satisfied nor
dissatisfied

4. /_/ Dissatisfled

5. / / Very dissatisfied

In enforcing an exclusion order, Customs
can exclude counterfeilt or infringing
goods, but cannot seize and destroy
them., In your opinion would giving
Customs the authority to seilze and
destroy counterfelt or infringing goods
covered by Section 337 permanent
exclusion orders improve their ability
to help firms protect intellectual
property rights? (CHECK ONE)

1. /_/ Definitely no

2./ / Probably no

3. / _/ VYot sure

4. / / Probably yes

5. / _/ Definitely ves

6, / / No kasis to judge

|

would you favor giving Customs the
authority to seize and destroy
counterfeirt or infringing goods covered
by Section 337 permanent exclusion

developed through your investigative orders? {CHECK ONE)
group that has led to Customs
wterdicting shipments of goods 1. Z__/ Definitely no
covered by your permanent exclusion
order? (CHECK ONE) 2. /_/ Probably no
./ / Yes 3. /_/ Not sure
2. /_/ No {SKIP TO Q. 31) 4. / _/ pProbably yes
5. /_/ Definitely yes
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Overall, taking into account ADDTTIONAL THNFORMATTON
Customs’ handling of your permanent
exclusion order, including thelr 35, If you would like to recewve a copy of
ability to keep counterfeit or our report on this matter, wlease check
infringing goods out of the country, the box below and provide a mailing
how satisfied or dissatisfied address,
were/are you with the ability of the
Customs Service to respond Lo your / / Yes, send us a copy of your
needs under the Section 337 7 report.
permanent exclusion order® (CHECK
ONE) Please provide the name and mailing
address of the person to receive the report.
1. / 7 Very satisfied
N Name
2. /_/ satisfied
ridress
3. / / HNelther satisfied nor

!

dissatisfied

4. / / Dissatisfied

5. / / Very dissatisfied
36. Please use the space below to provide us

What 1s the major reason{s) for your with any additional comments related to
satisfaction or dissatisfaction with the questionnalre or to provide us with
Customs' enforcement of your other comments related to ITC's

axclusion order? wplementation of Section 337 or .

Customs' enforcement of exclusion
orders., Attach additional sheets 1f
necessary. Thank you for your coopera-
tion and assistance,

HRM 7/85
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Comments From the Office of the U.S.
Trade Representative

OFFICE OF THE UNITED STATES
TRADE REPRESENTATIVE

EXECUTIVE OFFICE OF THE PRESIDENT
WASHINGTON
20506

May 5, 1986

The Honorable Frank C. Conahan
Director

United States General Accounting Office
Washington, D.C. 20548

Dear Mr. Conahan:

Ambassador Yeutter asked that I prepare comments on the draft
report, "International Trade: Strengthening Section 337 Protection
of Intellectual Property Rights." Those who have prepared the
report have done an excellent job. I hope that your report will
be released soon.

I have a couple of recommendations for any follow-up work you may
do on this issue.

First, you might explain what patents, copyrightss, and trademarks
are both in the Executive Summary and 1n the body of the report.
The summary data then could be interpreted, identifying the kinds
of 1ntellectual property rights involved. The identification of
the domestic industry in patent based cases, for example, 1s
considerably more complicated than 11 is in trademark based cases
because of the nature of the property right involved. Data
broken down by type of property right will help those who are
interested to evaluate the many legislative proposals more
carefully.

Second, I recommend that more analysis could be done on the
implications of the Administrative Procedure Act on Commission
procedures in section 337 cases. The analysis should include
review of appeals to the Court of Appeals for the Federal Circuit
invclving the Commission's procedures and appellate decisions
1nvolving other agencies' procedures. Procedural due process is
important in evaluating proposals for changes 1n temporary relief
and default judgments under section 337.
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The Honorable Frank C. Conahan
May 5, 1986
Page Two

Attached are specific comments prepared by my staff that I
enclese for your review.
Sincerely yours,

Alan F. Holmer
General Counsel

AFH:z

[GAD note The technical comments referred to 1n this letter were not
included, they were addressed as appropriate 1in the body of the report.]
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[ U] &

A

DEPARTMENT OF THE TREASURY
WASHINGTON

ASSISTANT SECRETARY

MAY 14 1386

Re: Draft of a Proposed Report
International Trade: Strengthening Section 337
Protection of Tntellectual Property Rights (483402)
March 11, 1986

Dear Mr. Anderson:

We have reviewed the subject Draft of a Proposed Report
prepared by your staff which, inter alia, recommends
legislation which would authorize the Intermnaticnal Trade
Commlssion to direct the U.5. Customs Service to seize
counterfeit or infrainging goods when there 1s evidence that
a firm or firms have on more than one occasion attempted to
bring such goods 1nto the country 1in knowing violation of
exclusion orders The report also recommends that the
Secretary of the Treasury instruct the Commissioner of
Customs to intensity the efforts of the Service to enlist
the support of firms that have obtained exclusion orders in
1dentifying shipments containing counterfeit or infringing
products.,

The administraticn of patent infringement exclusion orders
of goods 1n violation of section 337 of the Tariff Act of
1930 creates unique Customs enforcement problems.
Ordinarily, since there 1s nothing 1n the appearance of
imported articles which exposes a patent violation, the
mechanism of the i1mported i1tem must be examined. Customs
officers often have to remove protective covers to examine
the mechanisms. Once the mechanical parts are exposed, a
decision has to be made regarding whether or not the patent
has been infringed Ouestionable articles must be sent to a
Customs laboratory for analysis where a decision can be
reached on whether a vinlation has been made with respect to
the patent exclusion order.

Consequently, we are 1n general agreement that the proposal
to give Customs seizure authority for certain viclations of
exclusion orders will improve enforcement. We concur with
the finding that Lthe most successful efforts in this area
involved the suppert of the domestic industry and that the
participation of the complainants in the effort should be
encouraged. Custnms also believes that enhancements to the
Cargo Selectivity System 1in 1ts Automated Commercial System
(ACS) wi1ll prov:ide further improvements 1n this Customs
enforcement concern
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The material on page 33 implies that Customs has discretion
with regard to economic tests. It should point out that for
trademarks and copyrights different provisions of law are
being enforced.

However, to the extent that these proposals might be
considered to affect grey market importations, we believe
that 1t 1s premature for us to take any position pending the
recommendations of the Administration task force now
studying grey market 1i1ssues. Until that time, we would
oppose any legislation i1nvolving grey market i1ssues.

We would like to point out too that the statement on page 90
of the draft concerning Customs plans for a computer system
at all ports processing 200 entries or more a day 1s
incorrect. ACS 1s intended to be i1mplemented at every
Customs port, regardless of volume. ACS has already been
implemented at many ports with a volume under 200 entries
per day

Sincerely,

[ Qe /C<(m :

ankis A, Keating, II
Assistant Secretary
{Enforcement)

Mr. William J. Anderscn
Director

General Government Division
General Accounting Office
Washington, D.C. 20548
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CHAIRWOMAN

UNITED STATES INTERNATIONAL TRADE COMMISSION

WASHINGTON DC 20436

Apral 11, 1986

Frank © Conahan

Directer

Nat tonal Security and International
Affairs Division

U 8 General Accounting Office

441 G Street, N W

Washington, D C 20548

Dear Mr  Conahan

This letter provides comments on G A 0 's draft report entitled
"International Trade  Strengthening Section 337 Protection of
Intellectual Property Rights" (Code 483402) On the basic policy
1ssues 1nvolved, I strongly urge you to reconsider the severe
position you are taking in an area of competing public policy goals

This study suffers enormously from an absence of balance It
was clear as early as the preliminary interview that your staff had
drawn conclusions regarding the affectiveness of the statute even
before the study began and was closed to any contrary arguments

The study 1s further flawed by basing 1ts conclusions on the
perceptions of only the proponents of trade remedies  Neither
respondents ultlumately found not 1n violation of section 337, nor
third parties who have had their legitimate trade disrupted by
Customs' good faith efforils to enforce our exclusion orders, were
ef fectively sought out Tt 15 my understanding that only
complalnants were surveyed Particularly when one asks firms that
have lost as complainanls their views on section 337, 1t 1s not
difficult to predict what their recommendations will be

With regard Lo some of the suggestions for improving current

section 337 procedures to reduce time and costs, the study contains

H some useful suggestions Although I am not prepared to endorse all

! of them unti1l we have had further time to study their practical
mpact, 1 do not object to them  They could provide a useful
Toundation for thoughtiful discussion  However, even with these
propesals there are many minor lnaccuracles in the report It 1s my
hope Lhat you will subslantially rethink and rework this report
befere 1ts release We would, of course, be willing to offer any
Aapproprlate assistance 1n such an endeavor
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Frank € Conahan Page 27

Elimination of the domestic aindustry, 1njury, and efficient and
economic operation requirements

Chapter 2 of the draft reporl recommends elimination of Lhe
current domestic i1ndustry, injury, and efficient and economic
operation requirements in section 337 Although the efficient and
economic operation requirement could usefully be converted to one of
the public interest factors that the Commission must consider before
1t orders relief, elimination of the deomestic industry and injury
requirements would be 111 -advised

Under the present statute, the Commission must weigh both the
public interest served by protecting intellectual property and that
served by fostering in the United States the entrepreneurial
activity which exploits the intellectual property Fliminating the
domestic i1ndustry and 1njury requirements from section 337 would
have the effect of removing the other equally-important policy
concern that should be balanced against the policy element of the
protection of intellectual properly Soclety does not obloin Lhe
max1mum benefit from protecting intellectual property unless the
property 1s exploited through the efforts and capilal of the
entrepreneur It 1s such production related activity that spawns
etoncmic growth Elimination of the domestic induslry and injury
requirement would transform the Commission into & forum for the
adjudication of intellectual property rights The Commisslon would
spend the bulk of 1ts time refereeing disputes among imporiers
jockeying for market share 1n the United States, and would no longer
concern 1tself with the effect of the unfair acts alleged on U S
production facilities and jobs One might argue Lhat a jurisudction
of this nature would be hetler placed in the federal districh courls

The draft report's recommendstion Lo elimindale Lhe domestic
industry and 1njury requirements also rairses serious trade policy
concerns Intellectual property 1ssues will be on the agenda for
the new round of trade negotiatsons to be held under the auspices of
the General Agreement on Tariffs and Trade (GAIT) One jmpor lant
protection for section 337 15 the "Grandfather Clause" of the GATI
Protocol of Provisional Application, 1 e |, section 337 1s almosi
certain of being interpretoed as consistent with GATl by virtue of
the Grandfather Clause s0 long as t1ts present substance 1s
preserved Flimination of the economic tests would alter the
substance of the 4tatute and thereby remove Grandfalher Clause
protection Tf the present industry roguirement 15 to be
erliminated, common sense diclates Lthat Lhis should be done 1n the
context of the GAT! negotiations so the United Statoes can oblain
tontegs1ons (rom ils trading parlners in return
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Temporary relief, default, and i1ssuance of exclusign orders in
addition te cease and desist orders

Chapter 3 of the draft report recommends Lihat sectiion 337 be
amended to require the Commission-

at the reguest of the complainant, to (1} make
temporary relief effective with an administrative
law judge's positive initial determination on
temporary relief, while regquiring the complainant
to post bond, and (2) 1ssue 1ts Tinal
delermination on temporary relief within 7 months
of the initial determinalion

This 15 an 1nteresting recommendation, 1ts implementation would
shorten the time required for the Commission to act on reguesis for
temporary relief However, the amendment should provide that
complainant's bond, 1f forfeited, should go to the respondents
rather than to the U § Treasury The purpose of having complainant
post & bond 1s presumably to hold respondents harmless 1f Lhe
Commission ultimately determines that there 1s no violation of the
statute This purpese can only be accomplishaed if complainant's
bond, 1f forfeited, 15 payable to respondenis and not te the U S
Treasury

Chapter 3 of the draft report also recommends that section 337
be amended to require ihe Commission -

when no respondents participate, to presume the
facts 1n the complaint far Lthe purposes of
1ssuing a temporary exclusion order and continue
with Lhe current default proccedings, which are
to be concluded no later than 6 months from the
date of instilulion

This is also an interesting recommendation, albeit one with some
definitional problems One such problem trnvolves deciding when a
respondent 13 not participating in the 1nvestigation Is
non-participation to be equaled with default? If so, many
investigations will be several months old before 1l can be
determined which respondents are participat ing If not, how s
non-participation to be defined? A related problem involves the !
si1tuation where the last respondent (pases 1o pariicipale one week

short of six months after the date of institution of the

nvestigation  Would the Commission still be required Lo completle

1ls 1nvestigation wilhin six months? These questicns deserve

further consideratl ton
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There 1s one aspect of default that 1s not addressed in the
draft report —the ability of defaulting respondents to appeal
adverse Commission determinations to the U S Court of Appeals for
the Federal Circuit (CRFC) Section 337(c) currently provides that
“[{alny person adversely affected by a final determination of the
Commiss1on may appeal such determination to the United
States Court of Appeals for the Federal Circuit " Thas
provision a&llows defaulting respondents to appeal adverse Commission
determinations to the CAFC, and such appeals have in fact been
Laken See, e g , Umipak (HK ) Ltd v USITC ,h6 645 F 2d 976,
990-991 (Fed Cir 1981) Consideration should be given to amending
section 337 to prohibit defaulting respondents from appealing to the
CAFC on 1ssues other than those concerning whether the prescribed
default procedures have been properly followed There 1s no reason
in law or policy why a respondent that defaults at the Commission
should he permitted to appeal the Commission's subslantive
determination to the CAFC

Chapter 3 of the draft report notes the need to speed relief 1in
temporary relief and default cases One way to speed relief in all
section 337 investigations 1s to provide Commission administrative
law judges with additional tools with which to control the discovery
process The Commission has published for comment (51 Fed Rey
087, Feb 11, 1988) a proposed rule which would authorize ils
administrative Jaw judges to award attorney fees and costs for abuse
of discovery

The final recommendation of Chapter 3 1s to amend section 337
to authorize the Commission Lo i1ssue both exclusion orders and cease
and desist orders to remedy the same unfair trade practice This 1s
a good 1dea and one which has a long hastory of support at the
Comm1ss10mn

Enforcement of exclusion orders

Chapter 4 of the draft report recommends, inter alia, that
section 337 be amended to aulhorize the Commission "to direct the
U & Customs Service to seize counterfeit or infringing goods when
ihere 1s evidence that a firm or firms have on more than one
occasion attempted te bring such goods into the country in knowing
violalions of exclusion orders " Seizure of counterfeit or
infringing goods 1n situalions where there are multiple, knowing
altempts to import such goods :s a constructive idea However, 1t
15 the U & Customs Service, not the Commission, which should be
aulhorized Lo order setzure Thae Customs Service is charged with
the responsibilily of enforcing exclusion orders and 1s 1n the best
position to determine whether "a firm or firms have on more than one
occasion attempted to bring such goods inte the country 1n knowing
violalion of'" a Commission exclusion order It s the Customs
Service, therefore, that should have the authority to order seizure
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Technical comments

What follows 13 a series of technical comments on the draft
report The comments are arranged in the same order as the
statements prompting them occur 1n the draft report

[The technical comments referred to im this letter were not included,
they were addressed as appropriate in the body of the report |

aula Sterys
Cha rwoman
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