In the United States Court of Federal Claims

No. 99-923C
(Filed December 18, 2000)
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BRISTOL-MYERS SQUIBB CO., Contracts; breach of contract; summary

judgment; plain meaning; ambiguity;

Fantiff, congruction of licenang agreement.
V.

THE UNITED STATES,

Defendant.
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Robert P. Reznick, Washington, DC, for plaintiff. Robert P. Kennedy, Hughes Hubbard
& Reed LLP, Washington, DC, and lvonne Cabrera, Charles Linzner, Douglas S. Worthington,
and Maithew P. Blischak, Bristol-Myers Squibb Co., New York, NY, of counsd.

Sheryl L. Hoyd, Washington, DC, with whom was Assistant Attorney General David W.
Oqgden, for defendant. Richad Lambet and Annette Levey, Nationa Inditutes of Hedth,
Bethesda, MD, of counsd.

OPINION

MILLER, Judge.

This case is before the court after argument on cross-motions for summary judgment.
Tweve years dfter a license for compounds used in anti-HIV drugs issued, the Government
demanded roydty payments for the sdes of products made in the United States during the
period before a patent issued in the country of sale. The licensee chalenges whether the terms
of the licenang agreement mandate these payments.  Although each paty embraces the



contract’s plan meaning as decisve, the court determines that the matter cannot be resolved
based on the plain language of the agreement. 1/

FACTS

This action is a roydty disoute centering around license number L-020-88/0 (the
“Agreement”) between Bristol-Myers Squibb  (“plaintiff’) and the Nationa Technica
Information Service (the “NTIS’), a pat of the Depatment of Commerce. NTIS was
responsble for licenang certan intdlectud property owned by the Nationd Inditutes of
Hedth (“NIH") during the Agreement negotiaions, until 1994, when the NIH began licensing
and maenaging its intdlectud property through the Office of Technology Trander (‘OTT").
Effective snce February 1, 1988, the Agreement gave plaintiff an exclusve licence to “make,
have made, use and I’ the compounds 2',3-dideoxyadenosine (“ddA”)/2',3-dideoxyinosine
(“ddI”), becoming a nonexclusive license ten years from the date of the fird commercid sde
of the Licensed Product. The compounds showed promise for anti-HIV drugs and the
Agreement required plantiff to continue developing the compounds into medicine in the
marketplace, including obtaining regulatory approva in the United States and abroad.

Both parties take the postion that the contract language is clear, but with differing
readings. Plaintiff contends that roydties are not owed on product sold untii a patent has
issued in the country of manufacture or sde, premigng its agument on the laguage and
dructure of the royaty provison, section 4.4. Defendant, on the other hand, asserts that both
patent applications and issued patents trigger royaties, based on terms defined within the
contract. Section 4.4 of the Agreement sets forth the circumstances when a roydty payment
isdue

In consderation of the rights and licenses granted by NTIS to LICENSEE and
its AFFILIATES hereunder, LICENSEE dhdl pay or cause to be paid to NTIS a
roydty of five percent (5%) during the exclusve period of this Agreement and
three percent (3%) during the non-exclusve period of this Agreement, on the

1/ The complant dso put in issue whether the Government improperly demanded audit
costs reimbursement from the licensee in the amount of $28,046.00. In its reply brief,
defendant conceded that it owed plantff the claimed amount. Def.’s Br. filed Sept. 21, 2000,
at 15.

Although plantiff dso pleaded its case under the Contract Disputes Act of 1978, 41
U.S.C. 88 601-613 (1994 & Supp. IV 1998) (the “CDA"), plaintiff abandoned its aternative
grounds for jurisdiction under the CDA in its reply brief. Pl.’s Br. filed Aug. 10, 2000, at 16
n.11.



Net Sades of Licensed Product sold by LICENSEE and its included AFFILIATES
and sublicensees provided, however, that the Licensed Product sold is covered
by a vdid dam of a Licensed Patent(s), or made or used by a process covered
by a vaid clam of Licensed Patent(s), or is sold under circumstances which, if
unlicensed, would otherwise conditute infringement of a vdid dam in a
Licensed Patent(s). Only one roydty shdl atach on Net Sdes provided the
Licensed Product is made or sold in the Licensed Territory. The obligation to
pay roydties to NTIS under this Article IV is imposed only once with respect
to the same unit of Licensed Product regardless of the number of vaid dams
of Licensed Patent(s) covering the same. In the event that such roydty rate shdll
cause LICENSEE or any AFFILIATE difficulty in making the Licensed Product
available in any country, LICENSEE can give NTIS written notice of this fact and
NTIS agrees to then enter into good faith negotiation of such rates.

The tems “Net Sales,” “Licensed Patent(s),” and “Licensed Product,” are key terms of the
roydty provison which the contract defines. Section 1.4 of the Agreement defines “Net
Sdes’ as sdes only to “independent third parties’ and adjusts to account for standard
commercid expenses. 2/  The Agreement defines both “Licensed Patent(s)” and “Licensed
Product” as induding pending patent agpplications and issued patents pertaning to the antivira
compounds. 3/

2/ This section reads:

14 Net Sdes shdl mean the amount billed or invoiced on sades of any
Licensed Product to independent third parties or, in the event of disposa of any
Licensed Product other than as scrap prior to its shipment from its place of
manufacture or predisposal storage or other than by sdes, the amount billed or
invoiced for a like quantity and quality of Licensed Product on or about the time
of such disposd, less:

(& Customary trade, quantity or cash discounts and nonaffiliated
brokers or agents commissions actualy alowed and taken;

(b) Amount repaid or credited by reason of rejections or returns, and

(c) Freight charges or other transportation costs, insurance charges
duties, tariffs and al sdes . . . or turnover or ddivery of materia
produced under this Agreement.

3/ These sections read:

11 Licensed Patent(s) shall mean U.S. Patent Applications SN#769,016 filed
August 26, 1985, dl dividons continugtions and continuations-in-part of such
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In 1989 the United States obtained a method of use patent for ddl in the United States
and cetan foregn countries, which covers ddl as an antivird agent effective againgt
HIV. 4/ A patent gpplication covering the compostions of ddA/ddl was pending a the time the
Agreement was executed. 5/ On October 9, 1991, plaintiff received approval from the Food
and Drug Adminigration (the “FDA”) for ddl, which it then began manufacturing and sdling
as Videx® both in the United States and in other markets. The composition patent was il
pending in the United States at that time and is a key factor in this dispute as it covers the
manufacturing of ddl. Section 85 of the Agreement required plaintiff to manufacture ddl
subgtantialy in the United States or its territories and possessions, including Puerto Rico.
Thus, if defendant’s interpretation of the roydties clause is correct, then royaties would be
due from the date of the firda sde of Videx® anywhere, as long as plaintiff produced Videx®
in the United States (a Licensed Territory with a pending process patent). However, if
plantiff's reading of the roydties clause is correct, roydties would only be due for the sale
of ddl in a country with an issued use patent and not for sales in a non-use patent country, even
if the ddl were manufactured or sold where a patent was till pending.

Fantiff was required to submit roydty statements to NTIS, and later to OTT, as well
as make roydty payments on a semi-annud basis. Each roydty statement categorized sdes by
the country subject to the royadty and caculated the royaty due for each. 6/ In plantff's

paent gpplication, including without limitation, SN#937,925 filed December
4, 1986 and SN#084,055 filed August 11, 1987, where the making, usng or
«dling of the invention in such continuations-in-part would be covered by a
dam in such patent gpplications or thar divisons, and the corresponding
foreign patent agpplications identified in the attached Schedule, and al patents
issuing from such gpplications and dl reissues, renewas and extensons of such

patents.

12 Licensed Product shdl mean the antivird compostion(s) clamed in
Licensed Patent(s) during its pendency as a patent application and, after issuance
of such gpplication as a patent, such compostion whose manufacture, use or
sde, except for the license rnignt granted herein, would infringe a vadid and
enforceable claim of a Licensed Patent(s).

4/ See U.S. Patent No. 4,861,759 (issued August 29, 1989).
5/ U.S. Patent Application No. 06/769,016.

6/ Under section 4.6 of the Agreement, plaintiff was required to report the “amount of
Licensed Product made, used, sold or otherwise disposed of” within the Licensed Teritory,
the Net Sdes thereof separated between sdes outsde and within the United States, and the
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datement for the first half of 1992, which was sent by a letter dated August 31, 1992, plaintiff
took a credit for what it considered a previous overpayment of roydties. In explanation of the
credit, the letter noted that “[tlhe negative sdes and royaty amounts above reflect credit to
[plaintiff] for 2nd Haf 1991 sdes and payments for non-patent countries”  According to
plantiff, the note was an express saement of plantiff’'s belief that roydties were due only for
countries where there was an gpplicable issued patent. 7/

Theresfter, plantiff contends it continued to pay roydties based on its view that
royalties were not due in non-patent countries. However, according to defendant, plantiff
gooradicaly paid roydties on sdes in countries where patents were ill pending a the time
of the payments. 8/ OTT did not object to plantiff’s royaty payments until 1999 when an
outsde audit triggered its current podtion. Defendant rgjoins that from 1992 through 1999,
plantiff did not report fuly the worldwide Net Sades of dl Licensed Product produced in the
United States, which isa Licensed Territory.

A February 11, 1997 letter dgned by George H. Kéler, Ph.D., OTT's Technology
Licenang and Monitoring Specidist, requested that dl licensees conduct an independent audit
if they had licensed properties that had been in commercia production for at least one year and
had annual sdes of $2 million or more. The licensees could deduct the audit costs from future
roydty payments, unless it was determined that the licensee had been under reporting. This
1997 |etter was the first audit request made of plaintiff.

Pantff complied with the request by retaning Price Waterhouse to audit the period
from January 1, 1995, to June 30, 1997. The audit results were submitted to OTT in May
1998. OTT did not find the audit satisfactory however, taking the podtion that plaintiff faled
to provide worksheets showing how the roydties were derived and that gross sdes of licensed
products were not audited thoroughly. In a letter dated January 11, 1999, OTT informed
plantiff that because of the “poor qudity and the cost of the audit,” OTT would only credit

amount of roydty then due.

7/ Defendant disoutes this note's qudification as an explicit satement of plantiff's
belief that royalties were not due for countries where there is a patent gpplication pending, as
wdl as not due where no application was filed. The credit taken by plaintiff was for roydties
previoudy paid in Denmark, Finland and Icdland, where patent applications for the Licensed
Product have never been filed. Thus, according to defendant, the issue of whether roydties
were owed for patent pending countries was not reached at that time.

8/ The gpecific countries were Switzerland, Germany, Itdy, France, Sweden, the
Netherlands, and the United Kingdom.



$5,000.00 of the $46,000.00 audit cost, and that an outside audit by AAS License Properties
Management, Inc. (“*AAS’) would commence.

AAS conducted an audit of plantff’'s records from January 1, 1996, through December
31, 1998. AAS's audit was submitted to OTT on March 3, 1999, finding that from mid-1996
through mid-1998, plantff had omitted sdes of $139 million and underpaid roydties in the
amount of $6.95 million. “According to discussons with AAS auditors, [plaintiff] consgtently
faled to report ggnificat sdes in countries where the equivdents of U.S. Patent No.
4,861,759 had not issued and roydties were not paid on those sdes” Declaration of George
H. Kéler, June 21, 2000, § 14. Mr. Kéler relaes that the audit report recommended to the
NIH that plantff “‘should remit the unpad roydties of $6.95 million or explan why this
amount isnot due and owing.”” Keller Decl. 1 15. 9/

Consequent to the AAS audit findings OTT's and plaintiff’s officidls met on April 12,
1999, when OTT informed plaintiff that, based on an extrgpolation of the data in the AAS audit
report back to 1991, plantiff owed approximately $12 million in unpad roydties. During the
meeting, plantiff's Associate Director of Licenang, M. Dianne DeFuria, shared with OTT
plantiff's own caculations of the roydty amounts due for “Non-Patent Related Countries.”
Pantiff's cdculated totd was $9.15 million. Ms. DeFuria aso showed OTT a roydty table
based on sales from 1991 to 1998.

On April 22, 1999, OTT st plantff a letter requesting that plantiff pay the
Government $9,178,046.00. OTT arrived at this figure by sarting with the AAS audit number,
$6.95 million, and adding $2.2 million, which OTT assessed for 1991 through 1995 from the
table that plaintiff provided, plus the audit and labor costs of $28,046.00. The letter dso stated
that payment was due by May 24, 1999, “to remain in compliance with the license agreement.”

Fantff disputed OTT’'s conclusons and requested a copy of the AAS audit report,
which it received with a letter dated June 4, 1999. Haintiff had multiple complaints about the
AAS audit; the most pertinent to the case at bar was that the audit assumed that royalties should
be pad on unissued patent applications. Representatives of OTT and plaintiff met in an attempt
to setle the dispute on Jdune 29, 1999. After the meeting plantiff gave OTT vaious
supplementa submissons on topics discussed during the meeting, including possble erors
in the AAS audit as wdl as plantiff's 1992 dleged explicit statement that it believed that
roydties were not due for unissued patent gpplications. Despite the efforts of both parties,

9/ OTT charged plaintiff the $28,046.00 AAS audit cost because of the aleged under-
reporting. See supra note 1.



Settlement was not reached. On July 23, 1999, OTT reclaimed the patent prosecution for the
Licensad Patents from plaintiff’s outside counsd due to the pending litigation. 10/

OTT accepted in toto the findings of Dr. Keller and the AAS audit report by letter dated
September 20, 1999, concluding that plaintiff owed the full $9,178,046. The letter stated that
the

license intent and language reflect that royaties were to be paid in any instance
where a patent application was pending or a patent had beenissued. ... In
light of this determination, information has been submitted to the NIH Debt
Collection Officer regading the edablismet of a debt owed to the
Government.

In his letter of September 22, 1999, NIH Debt Collection Officer Richard A. Nelson advised
plantff that payment was expected by October 22, 1999 in order “to reman in compliance
with the license agreement.”

Pantff consdered that, for two reasons, it had no option but to pay the sums under
protest and then file suit. First, OTT's letters stated that falure to pay the sum would render
plantff not compliant with the Agreement. Non-compliance might have exposed plaintiff to
lighility, such as breach of contract, which would dlow OTT to terminate the Agreement under
Section 9.1(d). 11/ Second, smultaneous with the roydty disputes, plaintiff and OTT were
conducting discussons regarding another licensng opportunity. Because OTT has a policy of
not entering into license agreements with parties that are ddinquent in the payment of any fees
and roydties under a current license, plaintiff viewed non-payment as precluding autometicaly
any further negotiations.

Fantiff wired $9,178,046.00 to the Government on October 22, 1999, following the
indructions of the September 22 letter. The payment was made under protest, with a full
reservation of rights, and this lawsuit followed.

DISCUSSION

Contract interpretation is a question of law and thus presents an appropriate question
for resolution on summary judgment. See Dalton v. Cessna Aircraft Co., 98 F.3d 1298, 1305

10/ Pantiffs outsde paent counsed had been prosecuting the paents from
gpproximately April 30, 1990 through July 23, 1999.

11/ Paintiff advises that termination of the Agreement could jeopardize the supply of
ddl “to AIDS patients worldwide who depend on the product to maintain and improve the quality
of thar lives’ and thus it “would take no action having such potentia consequence” Pl.’s Br.
filed May 16, 2000, at 11.



(Fed. Cir. 1996); Government Sys. Advisors, Inc. v. United States, 847 F.2d 811, 812 n.1 (Fed.
Cir. 1988). The court's examinaion begins with the plain language used by the paties in
contracting. See Textron Defense Sys. v. Widndl, 143 F.3d 1465, 1468 (Fed. Cir. 1998);
Aleman Food Servs., Inc. v. United States, 994 F.2d 819, 822 (Fed. Cir. 1993). When the
contract language is unambiguous, the court’s inquiry is a an end and the plain language of the
contract is controlling. See Textron Defense Sys., 143 F.3d at 1469.

The contract language is given its ordinary meaning unless the parties mutudly intended
and agreed to an dternative meaning. Harris v. Dep't of Veterans Affars 142 F.3d 1463, 1467
(Fed. Cir. 1998). A contract term is unambiguous when there is only one reasonable
interpretation.  See Triax Pac., Inc. v. West, 130 F.3d 1469, 1473 (Fed. Cir. 1998); A-
Transport Northwest Co., Inc. v. United States, 36 F.3d 1576, 1584 (Fed. Cir. 1994); see ds0
Community Heating & Fumbing Co. v. Kelso, 987 F.2d 1575, 1579 (Fed. Cir. 1993) (noting
that contract is ambiguous where two reasonable interpretations are consstent with contract
language). The mere fact that the parties may disagree with regard to the interpretation of a
gpecific provison does not, in and of itsdf, render that provison ambiguous. See Community
Heating & Pumbing, 987 F.2d at 1579; Brunswick Corp. v. United States, 951 F.2d 334, 337
(Fed. Cir. 1991).

If, however, a laent ambiguity arises when interpreting a contractua provison, the
proper interpretation is the reasondble and intendly consggent one. 12/ See Brunswick Corp.,
951 F.2d at 337. The joint intent of the parties, if ascertainable, is decisve. See Edward R.
Marden Corp. v. United States, 803 F.2d 701, 705 (Fed. Cir. 1986). “‘It is the general law of
contracts that in construing ambiguous and indefinite contracts, the courts will look to the
congtruction the parties have given to the indrument by their conduct before a controversy
arises’” 1d. (quoting United States v. Cross, 477 F.2d 317, 318 (10th Cir. 1973)); see Highway
Prods., Inc. v. United States, 208 Ct. Cl. 926, 938, 530 F.2d 911, 917 (1976) (“Where there
is an ambiguity in the contract indrument, it is appropriate to go outsde the forma documents
and ascertan the intent of the paties . . . .”). If an ambiguity inheres in the contract and
extringc evidence does not establish clearly the parties intent, the ambiguity is construed
agang the drafter of the language under the doctrine of contra proferentem.  See
Sudiengesdlschaft Kohle, M.B.H. v. Hercules Inc., 105 F.3d 629, 634 (Fed. Cir. 1997)
(citing Kaiser Aluminum Corp. v. Matheson, 681 A.2d 392, 398 (Del. 1996)).

1. The plan meaning of the contract language

12/ An ambiguity may be either patent or latent. A patent ambiguity is consdered so
obvious as to raise the duty to inquire, whereas a latent ambiguity is not glaring or subgtantial.
See Grumman Data Sys. Corp. v. Ddton 88 F.3d 990, 997 (Fed. Cir. 1996); Hills Materids
Co. v. Rice, 982 F.2d 514, 516 (Fed. Cir. 1992).




Fantiff's interpretation of when roydties are due under the Agreement hinges on the
words “vdid dam,” as wdl as two introductory phrases in section 44. Pantiff argues that
the congtruction of section 4.4 bases royaty payments on Net Sales subject to, and limited by,
the three conditions listed after the clause “ provided, however,” which are

that the Licensed Product sold is covered by a vdid clam of a Licensed
Patent(s), or made or used by a process covered by a valid clam of a Licensed
Patent(s), or is sold under circumstances which, if unlicensed, would otherwise
condtitute infringement of avalid clam in aLicensed Patent(s).

Because the Agreement did not define the term “vaid cdam,” plaintiff podts that the generdly
accepted legd definition of vdid dam agpplies. As a result, no legdly vaid dams would exist
until the issuance of a patent.

Pantiff relies on statutory and case law to support its contention. The wording of the
proviso, by discussng Licensed Product “sold” “made’or “used,” closdly pardlels the
language describing the statutory scope of patent protection. See 35 U.S.C.A. § 154(a) (Supp.
2000) (patent grants to patentee, heirs or assgns right to exclude others from “making, using,

.. or sdling the invention throughout the United States . . . .”). Thus, according to plaintiff,
the wording that invokes standards from the patent datute logcaly should dso invoke the
datutory definition of vdid cdam. See 35 U.SCA. 8§ 282 (Supp. 2000) (issued patent
presumed vdid and each dam within the paent presumed vdid independent of other clams).
Case law, in both interference and infringement actions, interprets the statutory presumption
of paent vdidity to mean that no valid clam can arise until a patent issues. See Price v.
Symsek, 988 F.2d 1187, 1193 (Fed. Cir. 1993) (“An interference invaving an aready issued
patent embraces the societd interests derived from the datutory presumption that an issued
patent is vaid.”); see dso GAF Bldg. Materids Corp. v. Bk Corp., 90 F.3d 479, 482 (Fed. Cir.
1996) (“A declaratory judgment of ‘invdidity’ or ‘noninfringement’ with respect to [the]
pending patent application would have had no lega meaning or effect.”).

An apparent vulnerability in plaintiff’s argument is that its interpretation gppears to be
inconggent with the definitions for Licensed Patent(s) (section 1.1) and Licensed Product
(section 1.2), which explicitly include pending patent applications, divisons, continuations,
and continuations-in-part. 13/ Defendant asserts that plaintiff wanted “the benefit of dl
exdusve rights associated with these patents, whether issued or not.” Def.’s Br. filed June 30,
2000, at 13. In condderation for this broad scope of rights, defendant contends that the
Government was to receive roydties for Licensed Product that had been manufactured in the

13/ Seesupra note 3.



United States, where the composition patent has been pending for the past 15 years, regardiess
of where the Licensed Product was sold.

According to defendant, plaintiff’s interpretation of section 4.4 “renders essentia terms
in the Agreement meaningless” and “reads ‘Peatent Application’ out” of sections 1.1 and 1.2.
Def.’s Br. filed June 30, 2000, a 14, 15. However, plantiff’s plan meaning interpretation
of “vdid dam,” while redricting the meaning of Licensed Patent(s) and Licensed Product in
the roydty provison, does not dter thar definitions for the remainder of the Agreement. For
example, section 2.1 grants an “exclusve license under the Licensed Patent(s) to make, have
made, use and I Licensed Products . . . .” The definitions in sections 1.1 and 1.2 are
goplicable to section 2.1, as they are to dl other provisons of the contract containing those
teems.  Thus, adthough plaintiff's interpretation does not distort the meaning of sections 1.1
and 1.2 throughout the entire contract, the limited breadth of sections 1.1 and 1.2 under
plantiff’s interpretation of “vadid dam’ cannot be accepted as a plan meaning of the language.

While defendant concedes that daims of an issued patent are presumed to be valid under
35 U.SC.A. § 282, it mantans that the meaning of “valid clams’ advanced by plaintiff cannot
be the bass for ignoring “patent application” in the definitions of Licensed Product and
Licensed Patent(s). Defendant finds that the only way to give “reasonable meaning” to al of
the contract terms is to condrue “vdid dams’ to mean different things depending on the
context. For a “vdid clam” with respect to issued patents, defendant essentidly adopts
plantiff's meaning: A clam that has not been held invdid in a find decison by a court with
juridiction.  However, in the context of patent applications, defendant asserts that “valid
dam’ that “has not been abandoned without the possbility of revivd, pursued through a timey
filed continuation or divisord application, or findly disdlowed without the possbility of
apped.” Declaration of Robert Auber, June 21, 2000, 1 8.

Defendant’s proposed two-definition scheme for “vaid cdam” in the contract is a
drained attempt to avoid the dngle meaning that the body of patent law has given to “valid,” and
makes the presence of “vdid dam’ in section 4.4 superfluous Defendant cites no legd
authority for asdgning two diffeeet memnings to one term in the same contract. 14/
Furthermore, defendant’s proposed meaning for “vdid dam” is usdess as a limitaion in

14/ In Craft Machine Works, Inc. v. United States, 926 F.2d 1110 (Fed. Cir. 1991), a
case not cited by defendant, the court hdd the definition of “supplies’ could vary contextudly
in a procurement contract relying on 48 C.F.R. (FAR) § 2.101 (1999). FAR
§ 2.101 spedficdly provides that the terms defined in the subpart are to mean the same
throughout the regulation “unless (a) the context in which they are used clearly requires a
different meaning or (b) a different definition is prescribed for a particular part or portion of
apat.” Nether party arguesthat asmilar directive applies to this Agreement.
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conjunction with the definition of Licensed Patent(s). Any paent gpplication cdam tha has
been withdrawn, abandoned, canceled, disclamed, rejected and not appealed necessarily is no
longer a part of the patent gpplication, no longer a part of the Licensed Patent, and therefore
outsde the scope of the Agreement. Defendant's meaning of “vaid dam” would include even
pending clams chalenged in an interference action. 15/ In essence, defendant asks that the
presumption of vdidity for issued patents be extended backwards in time to presume that all
unexamined clams in pending patent gpplications are vaid.

An interpretation that gives reasonable meaning to al contract parts is preferred over
an interpretation that leaves a portion of the contract “‘usdess, inexplicable, inoperative, void,
inggnificant, meaningless, superfluous, or achieves a weird and whimsca result.”” See Gould,
Inc. v. United States, 935 F.2d 1271, 1274 (Fed. Cir. 1991) (quoting Arizona v. United States,
216 Ct. Cl. 221, 575 F.2d 855, 863 (1978)). Not only should the court read the contract as
a whole, but it mus interpret provisons in a manner to avoid conflicts between other
provisons within the contract. Reliance Insurance Co. v. United States, 931 F.2d 863, 865
(Fed. Cir. 1991) (citations omitted). Nether paty’s proffered definition of “vdid clam” is
satisfactory as they both require draining another portion of the contract. Of course, the
contracting parties can define terms to mean whatever they wish, but such an intent was not
implemented in the case a bar.

2. Theproviso

Hantiffs condruction of section 4.4 as requiring royaties on Net Sdes subject to
three conditions, or a “proviso,” is convindng. As a matter of context and sentence structure,
the phrase “provided, however” implies that a limiting condition will follow. See Suburban
Transfer Service, Inc. v. Beech Haldings, Inc., 716 F.2d 220, 224 (3d Cir. 1983) (“The words
‘provided, however, have been hidoricdly read by courts as edablishing conditiond clauses
in written agreements.”) (citations omitted). Moreover, plantiff’s interpretation of “valid
dam’ does not conflict with the definitions of Licensed Patent(s) and Licensed Product, but,
rather, creates a limt on when royalties on Net Sdes are due, as implied by the introductory
clause. In contrast, defendant’'s definition of “valid clam” with respect to patent gpplications
does not create any limit at dl, as an invaid patent gpplication clam is smply no longer a part
of the gpplication.

15/ An inteference action occurs when an examiner determines that an application is
gmilar to, or would “interfere with” another pending patent or unexpired patent. The board of
patent interferences then conducts a hearing, open to both parties, in order to determine which
goplication has priority. See 35 U.S.C.A. § 135 (Supp. 2000).
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Fantff adso pogts that the phrase “otherwise conditute infringement of a vdid clam’
buttresses its argument that royaties are based on issued patents. According to plaintiff, the
use of “othewisg’ in the third phrase of the proviso sgnas tha the first two phrases implicate
arcumstances in - which infringement would occur.  Thus, plaintiff argues that the three
conditions are in a categorica series linked by the word “otherwise” and that the reverse of
the interpretive maxim ejusdem generis supports this interpretation. 16/ Haintiff relies on
Dong v. Smithsonian Ingt., 125 F.3d 877 (D.C. Cir. 1997), in which the court, while discussng
statutory congruction, gpplied a “reverse gusdem generis’ principle to find that the broader
category could help define the scope of the specific examples. |d. a 879-80. The court
reasoned that “‘the phrase ‘A, B, or any other C’ indicates that A is a subset of C.”” 1d. (quoting
United States v. WilliamsDavis, 90 F.3d 490, 508-09 (D.C. Cir. 1996)). Smilarly, plaintiff
reasons tha the sale, production, or use of the product should be characterized only as forms
of infringement, rather than as the unadorned, and therefore broadest, definition of the words.

Defendant disagrees that the proviso portion of section 4.4 is an enumeration of things
conduding with a broader term intended to define the preceding phrases. In defendant’s view,
separating the three phrases with “the digunctive, ‘or’” enables each provison to be read
separately and not as a link in a series.  Thus, defendant reads the first two phrases as applying
to processes or products covered by valid clams of patent applications or issued patents within
the definition of Licensed Patent(s). The third phrase, because of its mention of infringement,
therefore would apply only to vdid dams of issued patents. Defendant reasons that the
purpose of the third phrase was to be a caich-dl to protect plantiff's rights in the Licensed
Patent(s) and Licensed Products if a dtatutory expansion of patent rights came into effect. 17/

The court concludes that plantiff’'s interpretation of the proviso is consonant with its
plan meaning. The meaning of these three phrases in the proviso derives from grammatica
context. The third differs from the second only in that it contemplates sdes of an unlicensed
product. Defendant’'s argument divides these elements of a series in an atempt to add strength

16/ The Latin phrase gusdem generis means of the same kind, class, or nature. In the
context of legd indruments, “the ‘ejusdem generis rule is that where generd words follow
an enumeration of persons or things, by words of a particular and specific meaning, such
generad words are not to be construed in their widest context, but are to be held as applying
only to persons or things of the same generd kind or class as those spedificdly mentioned.”
Black’s Law Dictionary 517 (7th ed. 1999).

17/ In 1994, for example, 35 U.S.C. § 154(a) was amended to include the right to
exclude others from “offering for sd€’ and “importing” into the United States products
covered by the patent. See Pub. L. 103-465 § 532(a) (1994).
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to its bifurcated definition of “vdid cdam.” Defendant’'s argument based on the proviso does
not advance its podtion that the clear meaning of the Agreement was to cover the pendency
phase.

3. Tradeuse

While plaintiff's plain language reading of section 4.4. seems more reasonable than
defendant’s, each party’s interpretations require distorting another part of the contract. The
Federd Circuit hed recently that “excluding evidence of trade practice and custom because
the contract terms are ‘unambiguous on their face ignores the redity of the context in which
the parties contracted.” Meric Congructors, Inc. v. Nat'l Aeronautics & Space Admin., 169
F.3d 747, 752 (Fed. Cir. 1999). In Metric Constructors the Government cancelled several
sections of a contract which provided that “[njew lamps . . . be instaled immediately prior to
completion of the project” and sought a deduction from the contract price equivaent to the
cost of replacing every lignt bulb. The language unambiguoudy seemed to require the
replacement of dl light bulbs before the end of the condruction. However, after discussing
two divergent lines of cases regarding the role of trade practice evidence in contract
interpretation, the court hdd that “‘the context and intention [of the contracting parties] are
more meaningful than the dictionary definition.”” 1d. at 752 (quoting Rice v. United States, 192
Ct. Cl. 903, 908, 428 F.2d 1311, 1314 (1970)). Conddering the evidence of trade usage and
custom in the record, 18/ the appelate court ruled that the contract contaned a latent
ambiguity and thus gpplied contra proferentem. 19/

Of course, a party is not permitted to invoke trade custom to create ambiguity regarding
a term that is not reasonably open to different interpretations, Jowett, Inc. v. United States, No.
00-5021, 2000 WL 1827687 (Fed. Cir. Dec. 13, 2000), but an examindion of the context in
fact may show that certain contract terms were less than clear a the time of contracting.

18/ The findings included evidence tha the term “rdamping” was commonly used in
the industry to mean the “totd replacement of lamps a a paticular fadlity,” as well as
“[e]vidence showing that nether [plantiff's project manager nor its president had ever seen
a requirement to rdamp a newly condructed facility in forty-five years of combined
experience” Metric Condructors at 750.

19/ The holding in Metric Congtructors was recently revisted in Jowett, Inc., v. United
States, 00-5021, 2000 WL 1827687 (Fed. Cir. Dec. 13, 2000). The Jowett court emphasized
that Metric Contstructors does not sand for the propostion that a contract is ambiguous if the
language does not reflect industry practice.  “Here there is no term in the contract that has an
accepted industry meaning different from its ordinary meaning.” Jowett, Inc., 2000 WL
1827687 at *8. In the case a bar, however, the undefined term “vaid clam” with its accepted
industry usage, creates the ambiguity.
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Metric Condructors at 751. “[A] court should accept evidence of trade practice only where
a party makes a showing that it relied reasonably on a competing interpretation of the words
when it entered into the contract.” 1d. a 752. Both parties have submitted declarations
atesting to their respective intent regarding royaty payments at the time of contracting.
William T. Comer, Ph.D., plantiff’'s Senior Vice Presdent of Licensng a the time of the
negotiation, states that he and other employees of plaintiff consdered “valid clam” in section
4.4 to apply only to an issued patent. Declaration of William T. Comer, Ph.D., Aug. 8, 2000,
1 4. Furthermore, Mr. Comer was not aware of any representative of NTIS indicaing that “vaid
dam’ would apply to a pending patent clam. Id. Defendant’s former employee Mr. Auber,
a licenang specidist a NTIS during the negotiation of the Agreement, dates that “[i]t was
NTIS intention, my bdief, and dso BMS undersanding, tha roydties would be due from the
firda commercid sde of ddl and/or ddA. Specificdly, roydties were to be caculated under
[section] 4.4 based on dams of both issued patents and patent gpplications.” Auber Decl.
8.

Interpretation of the contract should accord with the views expressed by the parties
during performance of the contract. Sperry Corp. v. United States, 845 F.2d 965, 970 (Fed.
Cir. 1988) (citing Genera Warehouse Two, Inc. v. United States, 181 Ct. Cl. 180, 187, 389
F.2d 1016, 1020 (1967)). However, in the case at bar, neither party acted consistent with its
bright-line interpretation of the contract. The record shows that plaintiff paid roydties for
sdles in non-patent countries and that OTT waited nearly ten years to protest plaintiff's royaty
cdculations.

Without question the contract as written does not implement ether party’s intent.
While arguing divergent podtions on the plan meaning of the contract language, they both
address trade cusom. During ord argument, plaintiff discussed trade usage of the disputed
teem. In patent law the clams of issued patents are discussed in terms of vaidity, whereas the
dams of paent gpplicaions are discussed in terms of patentability. Transcript  of
Proceedings, Bristol-Myers Squibb Co. v. United States, No. 99-923C, at 10, 11, 12, 17, 18,
28, 34, 45, 53, 56 (Fed. Cl. Nov. 17, 2000). This divide in terminology between patent
pendency and issuance is satutory. See 35 U.S.C.A. 88 101-146 (Supp. 2000). In order for
a disclosed inveation to become an issued paent with presumptively vadid clams, a patent
examing mud delermine if certan criteria have been met.  Indeed, the “presumption of
vaidity is based on the presumption of adminidrative correctness of actions of the agency
charged with examination of patentability.” Applied Materids, Inc. v. Advanced Semiconductor
Materils America, Inc., 98 F.3d 1563, 1569 (Fed. Cir. 1996) (citing Interconnect Panning
Corp. v. Fal, 774 F.2d 1132, 1139 (Fed. Cir. 1985)). Section 11.1 of the Agreement itself
furthers plaintiff’s pogtion concerning trade usage . By dating that “NTIS does not warrant
the paentability or vdidity of the Licensed Patent(s),” the Government denies liability for a
patent application that is regected (“patentability”), as wdl as for a patent that loses an

infringement bettle (“validity”).

14



Defendant included two legd theory publications to support its interpretation of the
Agreement.  Fird, defendant cited a generic Pharmaceutica Licence Agreement, published in
1996, which contained its desired definition of “vdid daim.” 8 No. 3 J. Proprietary Rts. 14,
1 1.9 (Mar. 1996). 20/ This document was not a part of the parties negotiations, nor otherwise
incorporated into the Agreement, dthough evidently it should have been. The generic
agreement provided by defendant is not germane to the facts of this case.

Defendant aso quoted a tregtise on licenang to demondrate that “payments prior to
patent issuance can be predicated upon such bases as an option to practice under the patent,
when issued, or upon the disclosure of a trade secret contained in the patent application.”
Roger M. Milgram, 2 Milgram on Licendng, § 8.08, at 8-31 (2000). The treatise offered this
datement to show that roydty payments can be made for a pending patent, but it does not lend
support to the propodtion that this arangement is cusomary. Furthermore, the treatise points
out that, athough payments may be made, “patent royaties’ are not applicable to the pendency
period because a patentegs exclusve datutory rights higoricaly have only come into being
after the patent has issued. 21/ However, the reference cited in the licensing treatise, coupled
with the Agreement being exdusve for only ten years from the date of fird commercid sde,
is congstent with defendant’ s position.

Responshility for the drafting of section 4.4 is rdevant once the court rules that the
contract language is ambiguous. However, it is doubtful that the generd rule of contra
proferentem, which condrues contract ambiguity against the drafter, can be applied in this
case. 22/ “[W]hen the contract terms are negotiated, contra proferentem is ingpplicable” See
Cray Research, Inc. v. United States, 44 Fed. Cl. 327, 330 (citing Consumers Ice Co. v. United
States, 201 Ct. Cl. 116, 122-23, 475 F.2d 1161, 1165 (1973). Paintiff asserts that defendant
“drafted this provison of the contract and it was not the subject of negotiation between the
parties” Pl.’s Statement of Facts, filed Aug. 10, 2000, f 16. Haintiff’'s Associate Director
of Licendng at the time of the negotiations, Ms. DeFuria, avers tha “there were no discussions

20/ “*vdid Clam’ means a clam of any unexpired United States or foreign patent or
patent gpplication which shdl not have been withdrawn, cancded, or disclamed, nor held
invdid by a court of competent jurisdiction in an unappedled or ungppedable decison.” See
8 No. 3 J. Proprietary Rts. 14, 1.9 (Mar. 1996).

21/ At the time the parties entered into the Agreement, the duration of exclusve patent
rights was 17 years from the time of patent issuance. See 35 U.S.C. § 154 (1984). However,
in 1994, Congress amended 35 U.S.C. § 154, changing the patent term to 20 years from the
earliest filed priority gpplication. See Uraguay Round Agreements Act, Pub. L. No. 103-465,
108 Stat. 4809 (Dec. 8, 1994); 35 U.S.C. 8 154 (1994 & Supp. IV 1998).

22/ See Sudiengesdlschaft Kohle 105 F.3d at 634.
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between [plantiff] and NTIS regarding the roydty terms (Article 1V), [or] definitions
(Artide 1) . . . prior to NTIS's presentation of a draft of what became the License Agreement.”
Declaration of M. Dianne DeFuria, May 10, 2000, 2. Mr. Auber counters that “[slome form
of the language in [section] 4.4 was most probably proposed by [plantiff]. The find language
was arrived at by negotiation.” Auber Decl. § 7. In support of its contention that the contract
was a product of negotiation, defendant submitted a copy of the firs draft of the Agreement
drafted by the Government. The term “vdid cam” was not in the roydty provison of the
intid draft, whereas the definition of Licensed Patent(s) did indude mention of patent
goplications.

In a summary judgment andyss, the court nether may make credibility determinations
nor wegh evidence and seek to determine the truth of the matter. See Anderson v. Liberty
Lobby, Inc., 477 U.S. 242, 255 (1986). Furthermore, it is within the trid court’s discretion
to deny summary judgment if “there is reason to believe that the better course would be to
proceed to a full trial.” Id. Resolution of this case will turn on testimony due to an gpparent
absence of contemporary documentation.  Plaintiff and defendant will be required to offer
witnesses, over a decade dfter the fact, to establish whether or not the parties negotiated the
language of the criticd definitions. If the court finds that the terms were the subject of
negotiations, the role of trade practice will loom large in ascetaining the parties intet —
agan, trade practice over a decade past. In these circumstances, because this Agreement did
not clearly advance dther party's preferred reading, they might well condder dispostion short
of trying ddefacts.

CONCLUSION
Accordingly, based on the foregoing,
IT ISORDERED, asfollows:
1. The parties cross-motions for summary judgment are denied.
2. A datus conference shall be held at 2:30 p.m. on Friday, January 19, 2001, in the

Howard T. Markey Buildng. Counsd shdl be prepared to set the dates for dl pretrid
proceedings and trid.

Christine Odell Cook Miller
Judge
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