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The dissolution of geographic, political, and temporal barriers made possible by

global computer networks may pose a new challenge to the operation of U.S.

patent law — a challenge not yet fully realized and likely impossible for the framers

of the present patent code to anticipate, but a challenge whose parameters can

already be seen.’

INTRODUCTION

Imagine that you have just invented a technology that can authenticate your identity
during an ATM or credit card transaction through a wireless fingerprint reader attached to your
key ring. While no component of your hypothetical invention is a novel creation, the method of
using existing networks to integrate this fingerprint reader with a domestic database has the
inventive leap required for a method patent to be issued in your name. Just as your invention
begins to catch the financial industry by storm, and right after you’ve closed on the purchase of
your own island in the Bahamas, a software mega-corporation copies the exact method disclosed
in your patent, and intends on usurping your presence in the financial industry as well as other
industries untapped by you. To further remind you of its might, this software mega-corporation
places its fingerprint database-servers on the beach of the neighboring island so that you must
look at them every day until the bank forecloses on your tropical paradise. While infringement
proceedings seem like the appropriate recourse, the Federal Circuit’s recent 2005 decision
involving the Blackberry handheld email system ruled that infringement is not appropriate where
a controlling step of the allegedly infringing service is executed outside of the United States
territory. The location of the software company’s beachfront servers have therefore reduced your
domestic method patent to an expensive sheet of scrap paper.

Intellectual property is fundamentally principled on giving creators of novel material the

right to exclude others from their work or invention. Federal IP laws have established many ways

! Dan L. Burk, Patents in Cyberspace: Territoriality and Infringement on Global Computer Networks, 68 Tul. L.
Rev. 1, 38-39 (1993).



to give this inventor the ability to be free from unauthorized infringement of his or her exclusivity
rights. While courts have wholeheartedly applied these methods of redress and prevention to acts
of infringement occurring wholly within the United States, the right to be free from infringement
does not typically extend to situations where all actions occur extraterritorially. In these
situations, courts frequently find that because IP statutes typically limit rights to within the U.S.,
and because laws are generally presumed to not have an extraterritorial effect, it would be
improper to usurp foreign IP systems with enforcement of our domestic laws. A difficult situation
presents itself, though, when the infringing act has a transnational character and either partly
ocecurs within the United States or has strong ties to national interests. These situations have been
appearing more frequently in recent years due to globalization; thus forcing courts to balance a
creator’s right to be free from infringement against the presumption that domestic laws should not
be interpreted to apply extraterritorially.

The Blackberry handheld patent infringement ruling by the Court of Appeals for the
Federal Circuit has addressed such a balancing issue.” The court applied various analytical
approaches to conclude that a claim of infringement can have a limited extraterritorial reach if it
concerns the sale or use of a patented system; however, infringement of a patented service is only
premised on strict use within the United States territory.” In affording process patent holders this
lower degree of protection, the court ignored both the intent of recent Congressional patent
amendments, meant to protect domestic rights-holders, and the level of protection afforded to
other forms of intellectual property in our global marketplace. Its logic instead emphasized form
over substance by using a narrow, textual reading of the statute and ignored the domestic harms
that would result. This article will serve to analyze this outcome in light of the presumption

against the extraterritorial application of domestic laws and current trends in the enforcement of

2 NTP, Tnc. v. Research in Motion, Ltd., 418 F.3d 1282 (Fed. Cir. 2005).
31d. at 1317-18.



IP rights. Part I will outline the presumption against extraterritoriality and demonstrate how it has
come to affect the statutory rights of exclusory use and sale contained within a patent grant. Part
11 will address the Federal Circuit’s 2005 decision in NTP, Inc. v. Research in Motion, Ltd., and
examine the logic the court used in its ruling. Part III will show how this ruling is counter to the
goal Congress has in protecting domestic IP rights, is inconsistent with recent opinions to protect
other forms of transnational IP, and is disastrous for the electronic service industry. Part IV will
then advocate both a judicial and legislative change in transnational patent jurisdiction to focus
more broadly on where the effects of infringement are felt rather than where the action
territorially occurred. This change would require a more holistic definition of the “use” of an
invention that considers which market is realistically being exploited, and would define the “sale”
of an invention to be premised on the receipt of consideration for what is claimed as the
invention.
[. THE REACH AND APPLICATION OF PATENT LAW IN A GLOBAL EcoNoMY

In nearly every area of U.S. law, there is a general presumption by the courts that, in the
absence of specific language otherwise, Congress intends for enacted laws to only apply to
domestic actions. The judiciary has established this presumption against the extraterritorial
application of domestic law as a well-settled canon of statutory construction, though the
definition of an extraterritorial action is still not entirely clear.* There are two prevailing schools
of thought regarding what would constitute a non-extraterritorial (or domestic) action, and both

have been applied by the modern judiciary.5 This divergence in modern case law centers on

4 See Curtis A. Bradley, Territorial Intellectual Property Rights in an Age of Globalism, 37 VA.J.INT'LL. 505, 510-
12 (1997).; William S. Dodge, Understanding the Presumption Against Extraterritoriality, 16 BERKLEY J. INT’L L.
85, 88-89 (1998)

> See Dodge supra note 4 at 88-89.



whether the presumption requires domestic conduct,’ domestic effects,’ or is open to consider
both.®

The divergence in application of the presumption can be clearly seen in the field of
intellectual property.9 Regardless of. the type of IP, the underlying goal of federal IP protection is
to prevent a creator’s intangible asset from an infringing appropriation. Despite this common
goal, patent and copyright law generally adhere to a textual application of the presumption that
requires domestic conduct,'® while trademark law only requires that the offending action
substantially affect a domestic entity.!! When dealing with transnational infringement, however,
courts typically conduct a very fact dependent inquiry, and have occasionally softened the harsh

presumption when equitably necessary to protect domestic entities.'”

6 See American Banana Co. v. United Fruit Co., 213 U.S. 347 (1909). See also EEOC v. Arabian Am. Oil Co., 499
U.S. 244 (1991)

7 See, e.g., Zoelsch v. Arthur Anderson & Co., 824 F.2d 27, 31-32 (D.C. Cir. 1987). In a suit for securities law
violations, Judge Bork explained the presumption as effect-based because “Congress is primarily concerned with
domestic conditions,” and therefore it can be inferred that “Congress was concerned with extraterritorial transactions
only if they were part of a plan to harm American investors or markets.” /d. See also, Dodge supra note 4 at 108-10.
8 See, e.g., Environmental Defense Fund v. Massey, 986 F.2d 528, 531 (D.C. Cir. 1993). In a suit for environmental
law violations, Judge Mikva explained the presumption as defined in the Restatement (Second) of Foreign Relations
Law § 38 (1965), where “rules of U.S. statutory law apply ‘to conduct occurring within, or having effect within the
territory of the United States.”” Id. See also, Dodge supra note 4 at 104-05.

? See generally Bradley supra note 4.

1 See Deepsouth Packing Co. v. Laitram Corp., 406 U.S. 518 (applying a textual reading of the patent infringement
statute to find non-infringement for the export of components of an invention for assembly and use abroad);
Subafilms, Ltd. v. MGM-Pathe Communicatoins Co., 24 F.3d 1088 (9th Cir. 1994) (applying a textual reading of the
copyright infringement statute to find non-infringement for domestically authorized foreign actions). But see, Decca,
Ltd. v. United States, 544 F.2d 1070 (Ct. Cl. 1976) (applying an intent based reading of the patent infringement
statute to find infringement when an invention had an extended instrumentality located extraterritorially), Curb v.
MCA Records 898 F. Supp. 586 (applying an intent based reading of the copyright infringement statute to find
infringement when foreign infringing actions were domestically authorized).

11 g0 Steele v. Bulova Watch Co., 344 U.S. 280, 287 (1952) (finding trademark infringement when the foreign
actions of an entity with a U.S. presence had an infringing nature and harmed the domestic trademark holder);
Bradley supra note 4 at 526-31; Roger E. Schechter, The Case for Limited Extraterritorial Reach of the Lanham Act,
37 VA. J.INT'L L. 619, 619, 627-28 (1997). '

12 Most circuits have adopted a three part test that takes into account “the effects of the defendant’s conduct on U.S.
commerce, the citizenship of the defendant, and the likelihood of a conflict between U.S. law and foreign law.”
Bradley supra note 4 at 528; See Vanity Fair Mills, Inc. v. T. Eaton Co., 234 F.2d 633, 642-43 (2d Cir. 1956);
Nintendo of Am., Inc. v. Aeropower Co., 34 F.3d 246, 250 (4th Cir. 1994); American Rice, Inc. v. Arkansas Rice
Growers Coop. Ass’n, 701 F.2d 408, 414 n.8 (5th Cir. 1983); Reebok Intern., Ltd. v. Marnatech Enterprises, Inc., 970
F.2d 552, 554 (9th Cir. 1992); Levi Strauss & Co. v. Sunrise International Trading, Inc., 51 F.3d 982 (11th Cir.

1992).



As globalization and networked computing re-shapes the face of modern business without
regard to political boarders, some believe that courts (and, more generally, countries) should be
more willing to abandon their strict adherence to a solely textual approach to the presumption
against extraterritoriality and adopt a more action-oriented basis for jurisdiction.13 This section
will analyze the background and rationale of the presumption against extraterritoriality, and will
show how it is being applied to the rights of exclusion contained within a patent grant.

A. Reasoning Behind the Judicial Presumption Against the Extraterritorial Application of
Domestic Laws

Since early in our nation’s history, the judiciary has generally presumed that, in the
absence of clear language to the contrary, domestic laws are drafted primarily to govern the
citizens of the United States, and should not be extraterritorially applied.14 It has been noted that
United States v. Palmer,” in 1818, was one of the first Supreme Court cases to officially
articulate this presumption.16 In Palmer, the Court declined to extend a federal piracy statute to
cover acts of foreign citizens aboard foreign ships on the high seas.!” It concluded that, without an
express indication by Congress, the “general words” of the statute should not be interpreted to
apply to foreign citizens outside the U.S. territorly.18 While this ruling dealt with applying
domestic laws to foreign citizens, the Court in 1909 extended the same reasoning to domestic
entities operating extraterritorially.” “In applying this rule of construction, [the Court] look([s] to

see whether language in the relevant Act gives any indication of a congressional purpose to

13 See Dan L. Burk, Transborder Intellectual Property Issues on the Electronic Frontier, 6 Stan. L. & Pol’y Rev. 9,
15 (1994).

14 See EEOC v. Arabian Am. Oil Co., 499 U.S. 244, 248 (1991); Bradley, supra note 4 at 511.

1516 U.S. 610 (1818).

16 See Bradley supra note 4 at 511.

716 U.S. 610 (1818).

8 Jd. at 622-23.

19 American Banana Co. v. United Fruit Co., 213 U.S. 347 (1909) (refusing to apply the Sherman Antitrust Act to
actions of a U.S. owned company in Panama and Costa Rica). See also EEOC v. Arabian Am. Oil Co., 499 U.S. 244
(1991) (declining to extend Civil Rights Act of 1964 to extraterritorial activities of domestic company).



extend its coverage beyond places over which the United States has sovereignty or has some
measure of legislative control.””’

Historically, principles of national sovereignty justified the presumption against the
extraterritorial application of U.S. law.?! This initial premise heavily drew from theories of
customary international law and international comity*? and led Justice Story to exclaim that “the
laws of no nation can justly extend beyond its own territories, except so far as regards its own
citizens.”® While a theory of international comity, or acknowledgement of a superior foreign
interest in the matter, may still exist, international law has generally grown to accept that a nation
may regulate extraterritorial conduct if one of the elements of the offense takes place
domestically or the offense has a substantial effect within the territory.*

As the theories of international law evolved, other courts justified the presumption on
stated choice-of-law principles. In Justice Holmes® 1909 American Banana decision, the conflicts
of law principle of vested rights was applied to reason that the “character of an act as lawful or
unlawful must be determined wholly by the law of the country where the act is done.”* This
followed closely with the then-prevalent rule of lex loci delicti, which states that the situs of the

offence is typically located where the wrongful conduct takes place.26 The past century, however,

has brought substantial change to this theory of law, as the lex loci approach to conflicts is now

2 Arabian Am. Oil, 499 U.S. at 248.

2t Arlene S. Kanter, The Presumption Against Extraterritoriality as Applied to Disability Discrimination Laws:
Where Does It Leave Students Studying Abroad?, 14 STAN. L. & POL’Y REV. 291, 291 (2003).

22 See generally Dodge supra note 4 at 113-14; Bradley supra note 4 at 514-15.

2 Apollon, 22 U.S. (9 Wheat.) 362, 370 (1824).

2 600 The S.S. “Lotus” (Fr. V. Turk.), 1927 P.C.LJ (ser. A) No. 10 at 23 (Permanent Court of International Justice
stating that an action is “to be regarded as having been committed in the national territory, if one of the constituent
elements of the offense, and more especially the effects, have taken place there.”); Restatement (Third) of Foreign
Relations Law § 402(1)(c) (1987) (a state has the authority to regulate “conduct outside its territory that has or is
intended to have substantial effect within its territory”).

25 A merican Banana Co. v. United Fruit Co. 213 U.S. 347, 356 (1909).

2 See generally, 16 Am. Jur. 2d Conflict of Laws § 126 (1998).

6



only followed by a small minority of jurisdictions.27 Most jurisdictions have chosen to follow
either an “interest analysis” test or have adopted the Restatement’s “most significant relationship”
test, of which, neither give direct support to the presumption against extraterritoriality.®

A final explanation of the presumption that can be found in judicial decisions centers
around a reluctance of the courts to rule on questions of law implicating foreign policy when
there has been no clearly expressed Congressional intent for the law to apply.29 This reasoning
tends to draw debate on whether the application of the separation of powers doctrine is
applicable, and whether or not a sufficient Congressional intent should be looked for outside of a
strict textual reading of the statute.”® A strictly textual approach31 to the presumption gives great
deference to the principles of international comity and constitutional separation of powers, and
requires Congress to amend the statute if an extraterritorial application is desired. The underlying-
intent approach, which Judge Bork took in Zoelsch v. Arthur Anderson & Co., 2 however, gives
greater weight to the intent Congress has when enacting the statute to regulate “domestic

2933

conditions,””” and effects felt by domestic entities.>*

%7 See Gary B. Born, A Reappraisal of the Extraterritorial Reach of U.S. Law, 24 LAW &PoL’ Y INT'LBUS. 1, 27
(1992); Bradley supra note 4 at 517-18; Dodge supra note 4 at 115.

28 See Restatement (Second) of Conflict of Laws §§ 6, 145, 148 (1971); Bradley supra note 4 at 517-18; Dodge supra
note 4 at 115.

% See Bradley, supra note 4 at 516.

30 See Id.; Dodge supra note 4 at 120-22.
3! The presumption against extraterritorial application of domestic laws can only be rebutted by the clear text of the

statute. See, e.g., American Banana Co. v. United Fruit Co., 213 U.S. 347, 356 (1909); see also Dodge supra note 4
at 92-93.

32895 £.2d 27, 31-32 (D.C. Cir. 1987). The presumption against extraterritorial application of domestic laws can be
rebutted by showing that Congress intended to protect domestic entities against the effects of the prohibited actions.
See Dodge supra note 4, 108-110.

3 See EEOC v. Arabian Am. Oil Co., 499 U.S. 244, 248 (1991).

3 Zoelsch, 824 F.2d at 31-32.



B. Patent Law is Presumed to be Strictly Territorial, but Has Been Judicially Extended in Certain
Circumstances

The grant of a valid United States patent entitles an inventor to exclude another from

35 where

making, using, offering for sale, or selling the invention “throughout the United States,
the occurrence of any of these actions “within the United States” is an act of infringement.36 The
Court has consistently ruled from a textual viewpoint, that this exclusionary right makes no claim
to having an extraterritorial effect and was not intended to operate beyond the limits of the United
States.’” Therefore, under most circumstances, the court’s textual approach to the presumption
against extraterritoriality dictates that an infringement claim must be premised on actions
physically transpiring within the United States territory. Interesting questions of law have arisen,
however, when U.S. patented inventions have been operated or commercialized within the United
States, but only some (or potentially no) elements are locéted domestically. This, for example,
could easily occur with transnational inventions relying on a networked environment to operate.
In situations such as these, courts have been known to sway from a strictly textual approach to the
presumption against extraterritoriality to consider both the underlying purpose of patent law and
the domestic harm that could result if infringement is allowed.*® In light of these considerations,
three primary jurisdictional theories have surfaced to address the reach of applicable U.S. patent
laws. These include:

1. Territorial Jurisdiction, based on the geographic territory of a state;

2. Nationality Jurisdiction, based on the nationality of persons or entities
subjected to state control; ... and

[3]. The Passive Personality Principle, based on the ability (some would say the
duty) of a state to act with regard to any action by a foreigner outside its
territory where that action would substantially affect the person or property
of a citizen.”

3335 U.8.C. § 154(a)(1) (2002).

3635 1.S.C. § 271(a) (2003).

*7 Deepsouth Packing Co. v. Laitram Corp., 406 U.S. 518, 531 (1972).

8 See, e. g., Decca, Ltd. v. United States, 544 F.2d 1070 (Ct. Cl. 1974) (extending patent law to an invention spanning
multiple countries though controlled from within the United States).

3 Glenn H. Reynolds, Legislative Comment: The Patents in Space Act, 3 HARV.J. L. & TECH. 13, 18 (1990)



Territorial Jurisdiction was the main premise of the Court’s seminal decision in
Deepsouth Packing Co. v. Laitram Corp. 49 which broadly explained that because U.S. patent
laws offer no protection against acts of infringement on foreign soil, a U.S. inventor must
exclusively resort to the protection of respective foreign patent systems if such rights are
desired.*! While this doctrine has typically been a good starting point for most judicial decisions,
it has not always been applied as a bright line rule. Questions have arisen over acts of
infringement occurring in international territory such as the high seas and outer space, as well as
over protection of processes used across multiple countries, and domestic exploitation of products
made extraterritorially by domestically patented processes.

In addressing issues of international territory, courts have adopted the theory of
nationality jurisdiction by saying that air or space crafts, ships, and embassies operating under a
flag are, by both analogy and international law, extensions (or floating islands) of the nation
whose flag they fly.** This judicial fallacy created an exception to strict territoriality by reasoning
that an “extended instrumentality” of an invention would not destroy jurisdiction if it was located
in an area under exclusive domestic control.®® In Decca Ltd. v. United States, the U.S. Court of
Claims further expanded this “extended instrumentality” exception to only focus on the issue of
domestic control when it found a transnational system controlled from within the United States

liable for domestic patent infringement. 4

40406 U.S. 518 (1972).

41
Id. at 531. ,
2 See Reynolds, supra note 39 at 18-19; Dan L. Burk, Application of United States Patent Law to Commercial

Activity in Outer Space, 6 SANTA CLARA COMPUTER & HIGH TECH.L.J. 295, 319 (1991); See also Rosen v. NASA,
152 U.S.P.Q. (BNA) 757, 766-68 (Patent Off. Bd. Of Patent Interferences Sept. 30, 1966) (holding a reduction to
practice was “in this country” when actual reduction was aboard a U.S. registered space craft in orbit).

3 Burk, Patents in Cyberspace, supra note 1, at 43.

4 544 F.2d 1070 (Ct. Cl. 1976) (holding that even though the “operable assembly” of a radio navigation system was
not located exclusively on United States territory, an infringement action was valid because the navigational system
was under the exclusive control, direction, and ownership of a U.S. entity, and the system was intended for the
beneficial use of entities within the United States).



