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INTELLECTUAL PROPERTY PROTECTION
RESTORATION ACT OF 2003

TUESDAY, JUNE 17, 2003

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON COURTS, THE INTERNET,
AND INTELLECTUAL PROPERTY,
COMMITTEE ON THE JUDICIARY,
Washington, DC.

The Subcommittee met, pursuant to call, at 4:30 p.m., in Room
2141, Rayburn House Office Building, Hon. Lamar Smith (Chair of
the Subcommittee) presiding.

Mr. SMITH. The Subcommittee on Courts, the Internet, and Intel-
lectual Property will come to order.

Unfortunately, we just had some votes called. So what I am
going to do is give my opening statement, and then we will need
to, unfortunately, take about 20 to 25 minutes to catch three votes,
not just one vote. We are starting a little bit early. The Ranking
Member, Mr. Berman, is actually caught in traffic on the 14th
Street Bridge coming in from California, so he will be here momen-
tarily and does not object to our starting. I will recognize myself
for an opening statement, and then, as I say, we will have to break.

Today, the Subcommittee will consider H.R. 2344, the “Intellec-
tual Property Protection Restoration Act of 2003.”

In 1790, Congress passed the first intellectual property protec-
tion laws. As a result, the intellectual property of the United States
is the envy of the world. It is one of the top U.S. exports, generates
billions of dollars in revenue, creates jobs, and enriches the lives
of the American people.

Since the enactment of these laws, it was understood that the
States were subject to suit for intellectual property infringement in
Federal court, notwithstanding the sovereign immunity States
enjoy under the 11th amendment.

Based on its Article I, Commerce Clause, powers, Congress spe-
cifically expressed its intent to abrogate the 11th amendment im-
munity by enacting three statutes subjecting the States to suit in
Federal court for damages resulting from State infringement of
patents, trademarks, and copyrights. However, in 1999, the Su-
preme Court issued three rulings that invalidated these statutes.

These decisions adversely impact intellectual property owners
and thousands employed in the industry. States now have the abil-
ity to infringe copyrights, patents, and trademarks with impunity,
and States are increasingly using this as a defense to infringement
claims. This is particularly frustrating for intellectual property
owners, because States are also owners of copyrights, patents, and
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trademarks, and can sue for infringement of their intellectual prop-
erty.

In one example of this disturbing trend, hundreds of pirated soft-
ware programs were found on computers owned by a Maryland
State hospital. Damages ranged from $250,000 to $750,000. Al-
though the hospital initially engaged in settlement negotiations, it
ultimately shielded itself from liability by declaring sovereign im-
munity. This alarming behavior is permitted under the Supreme
Court’s decisions, a result that clearly conflicts with the spirit of
Article I, Section 8 of the Constitution.

Given the Supreme Court’s response to previous Congressional
attempts to resolve this problem, Congress, affected Government
agencies, and the intellectual property community have carefully
considered possible solutions that would protect the rights of all in-
tellectual property owners while passing constitutional muster.

H.R. 2344 is a balanced solution to the growing problem of State
infringement of intellectual property. It prevents the award of dam-
ages for infringement of intellectual property owned by a State if
that State has not waived its immunity under the 11th amendment
for infringement of intellectual property.

This approach, in my judgment, is fair. If States are going to
take advantage of intellectual property laws for their own benefit,
they should also be willing to enforce the laws for the benefit of
others. To me, these are two sides of the same patented coin.

That concludes my opening statement.

Mr. SmiTH. I will recognize the Ranking Member, who quickly
got across that 14th Street Bridge, for his opening statement. And
we are glad he is here.

Mr. BERMAN. As it rained for the 13th day of 17 days in June,
I do appreciate, Mr. Chairman, you scheduling the hearing and ac-
commodating the difficulties of my schedule and having to be in
Los Angeles yesterday. And I am glad I made it.

H.R. 2344, which I am cosponsoring, will rectify a fundamental
unfairness that several 1999 court decisions have created in the
Federal intellectual property decision system.

In those three cases, the Supreme Court and the Fifth Circuit
found that, despite expressing a specific intent to do so, Congress
had not appropriately abrogated State sovereignty immunity from
suit for intellectual property infringements. In striking down the
three intellectual laws, these decisions gave States immunity in
State and Federal courts against money-damages suits for intellec-
tual property infringements.

What is the practical effect of these decisions? These decisions
mean collectively that States can fully benefit from the protection
of their own intellectual property, while freely infringing the intel-
lectual property of others. In other words, States can have their
cake and eat it too.

The States are stock piling plenty of cake these days. Through
their involvement in a growing number of commercial enterprises,
often in direct competition with private actors, States have become
huge beneficiaries of the intellectual property system. State-owned
entities include publishing houses, radio stations, restaurants, and
hospitals. States develop drugs, medical technologies, and commer-
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cial software products and sell a variety of trademarked merchan-
dise.

The profits generated from these State-run enterprises add up.
According to the Association of University Technology Managers,
the University of California system earned $67 million in patent
royalty income in 2001, the University of Florida $62 million, Uni-
versity of Washington $25 million.

There is also evidence that the States infringe intellectual prop-
erty rights and increasingly use their immunity to shield them-
selves from infringement liability. The Chairman cited an example
of that in his opening statement. I have another example, involving
my own State of California, to add to this growing list. Biomedical
Patent Management Corporation, a San Diego-based patent holding
company, alleges that the California Department of Health Serv-
ices is infringing its patent for a method for assessing placental
dysfunction. The BPMC patent covers a groundbreaking advance in
prenatal screening for fetal chromosomal abnormalities, especially
Down’s Syndrome. Using the procedures described by the patent,
obstetricians make informed recommendations to pregnant women
on whether expensive invasive procedures, such as amniocentesis,
are warranted. A majority of the prenatal screens performed na-
tionwide are licensed under this patent. All large private-sector
laboratories that perform these prenatal services covered by the
patent are licensed. The only large infringer of the patent is the
California Department of Health Services which, under State law,
has exclusive responsibility for prenatal screening.

In 1997, the Department declined BPMC’s offer to license the
patent, and in 1998 they sued. As its first affirmative defense, the
State of California asserted that it does not have jurisdiction under
the 11th amendment. When it became clear, based on the 1999
Florida Prepaid decision that the State would prevail, BPMC vol-
untarily dismissed the case. So, their patent is infringed with im-
punity.

H.R. 2344 requires States to waive their immunity from suit for
IP infringements in order to secure federally created intellectual
property rights. In essence, the waiver provisions give States a
choice: Keep their immunity and forfeit future intellectual property
rights, or subject themselves to intellectual property suits and be
free to secure IP rights of their own.

It also provides remedies when State infringement of intellectual
property rights rises to level of a constitutional violation. If a State
copyright infringement constitutes an unconstitutional taking
under the 5th amendment as incorporated by the 14th, an ag-
grieved copy right owner can seek compensation under this bill.

I yield back, Mr. Chairman, the balance of my time.

Mr. SMITH. Thank you, Mr. Berman, for your opening statement.

[The prepared statement of Mr. Berman follows:]

PREPARED STATEMENT OF THE HONORABLE HOWARD L. BERMAN, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF CALIFORNIA

Mr. Chairman,

Thank you for scheduling the hearing at this unusual time. I co-sponsored H.R.
2344 with you because I consider it a very important piece of legislation, and didn’t
want to miss the Subcommittee hearing on it.
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H.R. 2344 would rectify a fundamental unfairness that several 1999 court deci-
sions have created in the federal intellectual property system. In the College Sav-
ings, Florida Prepaid, and Chavez decisions, the Supreme Court and Fifth Circuit
found that, despite expressing a specific intent to do so, Congress had not appro-
priately abrogated state sovereign immunity from suit for intellectual property in-
fringements. In striking down the Copyright Remedy Clarification Act (CRCA), Pat-
ent Remedy Act (PRA), and Trademark Remedy Clarification Act (TRCA), these de-
cisions gave states immunity in state and federal courts against money damages
suits for intellectual property infringements.

What is the practical effect of these decisions? Collectively, these decisions mean
that states can fully benefit from the protection of their own intellectual property,
while freely infringing the intellectual property of others. In other words, states can
have their cake and eat it too.

The states are stockpiling plenty of cake these days. Through their involvement
in a growing number of commercial enterprises, often in direct competition with pri-
vate actors, states have become huge beneficiaries of the intellectual property sys-
tem. State-owned entities include publishing houses, radio stations, restaurants,
and hospitals. States develop drugs, medical technologies, and commercial software
products, and sell a variety of trademarked merchandise.

The profits generated by these state-run enterprises add up. According to the As-
sociation of University Technology Managers, the University of California system
earned $67 million in patent royalty income in 2001, the University of Florida
earned $62 million, and the University of Washington $25 million. In its most re-
cent annual report, the National Collegiate Athletic Association states that it ex-
pects to earn $370 million in 2003 from licensing the exclusive rights to carry copy-
righted broadcasts of NCAA sporting events. The public university members of the
fNCAA get their fair share of this broadcast money, which thus ends up in state cof-
ers.

There is also evidence that states infringe intellectual property rights, and in-
creasingly use their immunity to shield themselves from infringement liability. An
October 2001 GAO study showed that, between 1985 and 2001, at least 58 intellec-
tual property lawsuits had been brought with a State as one of the defendants,
while a larger number had been settled out of court. Since 2001, a number of new
state infringements have come to light. I understand our witness from the Software
and Information Industry Association will describe some of these new examples of
state infringement. A Senate Judiciary Committee hearing in February 2002 out-
lined other, new state infringements.

I have another example, involving my own State of California, to add to this grow-
ing list. Biomedical Patent Management Corporation, a San Diego-based patent
holding company, alleges that the California Department of Health Services is in-
fringing its patent for a method for assessing placental dysfunction.

The BPMC Patent covers a groundbreaking advance in prenatal screening for
fetal chromosomal abnormalities, especially Down Syndrome. Using the procedures
described by the BPMC Patent, obstetricians make informed recommendations to
pregnant women on whether expensive, invasive procedures such as amniocentesis
are warranted. Presently, a majority of the prenatal screens performed nationwide
are licensed under the BPMC Patent. Indeed, all large, private sector laboratories
that perform prenatal services covered by the BPMC patent are licensed.

The only large infringer of the BPMC patent is the California Department of
Health Services (“Cal. DHS”), which under state law has exclusive responsibility for
the prenatal screening covered by the BPMC Patent. In 1997, Cal. DHS declined
BPMC’s offer to license the BPMC patent. So, in 1998, BPMC sued Cal. DHS for
patent infringement. As its first affirmative defense, Cal. DHS asserted that the
U.S. District Court “does not have jurisdiction under the Eleventh Amendment of
the United States Constitution.” When it became clear, based on the 1999 Florida
Prepaid decisions, that Cal. DHS would prevail on its claim of sovereign immunity,
BPMC voluntarily dismissed the case. As a result, Cal. DHS to this day infringes
the BPMC patent with impunity.

Therefore, it is clear that states garner enormous profits from their own intellec-
tual property, while sometimes brazenly infringing the intellectual property of oth-
ers. To the extent that the law protects the intellectual property of one class of ac-
tors, but does not correspondingly require that class of actors to respect the intellec-
tual property rights of others, the law is distinctly unfair and imbalanced. Congress
needs to remedy this fundamentally unfair situation, and I believe H.R. 2344 is the
appropriate vehicle for doing so.

H.R. 2344 requires states to waive their immunity from suit for IP infringements
in order to secure federally-created intellectual property rights in the future. In es-
sence, the waiver provisions of H.R. 2344 give states a choice: they can keep their
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immunity and forfeit future intellectual property rights, or subject themselves to in-
tellectual property suits and be free to secure IP rights of their own.

H.R. 2344 also provides remedies when state infringement of intellectual property
rights rises to the level of a constitutional violation. For instance, if a state copy-
right infringement constitutes an unconstitutional taking under the Fifth Amend-
ment, as incorporated by the Fourteenth, the aggrieved copyright owner can seek
compensation.

I see H.R. 2344 as a measured and proportionate mechanism to address the fun-
damental unfairness created by Florida Prepaid and related cases. I look forward
to working with the Chairman on moving this legislation through Congress.

I yield back the balance of my time.

Mr. SMITH. Without objection, the opening statements of other
Members, who wish to submit opening statements, will be made a
part of the record.

We appreciate the presence of the gentleman from Wisconsin,
Mr. Green, the gentleman from North Carolina, Mr. Watt, and the
Ranking Member of the full Judiciary Committee, Mr. Conyers of
Michigan.

I will introduce the witnesses, and we will go as far as we can
until we have to leave for votes.

Our first witness is the Honorable Marybeth Peters, the Register
of Copyrights for the United States. She also has served as acting
General Counsel of the Copyright Office, and Chief of Both the Ex-
amining, Information, and Reference Divisions. She authored the
book “The General Guide to the Copyright Act of 1976”.

Our next witness is Leslie Winner, Vice President and General
Counsel of the University of North Carolina. Ms. Winner is respon-
sible for the legal affairs of the 16-campus university system. She
received her AB from Brown University and her JD from North-
eastern University School of Law.

Our next witness is Mark Bohannon, General Counsel and Sen-
ior Vice President of Public Policy for the Software and Information
Industry Association. Mr. Bohannon is responsible for their legal
and public policy agenda. Mr. Bohannon is a graduate of the School
of Foreign Service at Georgetown University and the George Wash-
ington University Law School.

Our last witness is Paul Bender, who is Counsel to Meyer &
Klipper, specializing in the areas of constitutional law and appel-
late litigation. Mr. Bender is a Professor of Law at the Arizona
State University College of Law. He was Dean of the Arizona State
University College of Law from 1984 to 1989. He graduated from
Harvard College, cum laude, and from Harvard Law School, magna
cum laude.

Welcome to you all. We have your written statements. Please
confine your testimony to 5 minutes.

Mr. SMITH. Ms. Peters, we will begin with you.

STATEMENT OF HONORABLE MARYBETH PETERS, REGISTER
OF COPYRIGHTS, COPYRIGHT OFFICE OF THE UNITED
STATES LIBRARY OF CONGRESS

Ms. PETERS. Thank you, Mr. Chairman.

Mr. Chairman, Mr. Berman, Members of the Subcommittee,
thank you for inviting me to present my views on this important
issue. Let me begin by thanking you, Mr. Chairman, for intro-
ducing the legislation that is the subject of this hearing.
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H.R. 2344 would rectify the imbalance created by the Supreme
Court’s June 1999 rulings on State sovereign immunity on intellec-
tual property. H.R. 2344 is a carefully balanced bill, providing
copyright owners with effective tools to restore their ability to ob-
tain appropriate remedies for infringement by States while remain-
ing within Congress’s constitutional authority. The Copyright Of-
fice strongly supports enactment of H.R. 2344.

As a result of the Supreme Court’s rulings, copyright owners are
unable to obtain monetary relief under the Copyright Act against
a State, State entity, or State employees unless the State waives
its immunity. The ability of copyright owners to protect their prop-
erty and to obtain complete relief when their rights are violated 1s
central to the balance of interest in the Copyright Act.

By denying that opportunity to copyright owners in cases where
the infringers are within the umbrella of a State’s sovereign immu-
nity the Supreme Court rulings dilute the incentive for authors,
performers, and producers to both create and disseminate works for
the benefit of the public.

I do not accept the proposition that copyright owners must or
should endure future infringements without an adequate and just
remedy. If the Supreme Court’s decisions have effectively blocked
Congress from directly abrogating the State’s immunity, except in
the narrowest of circumstances, then it is important that Congress
consider other legislative proposals such as those in this bill, and
to provide incentives to States to waive their immunity voluntarily
by conditioning the receipt of a gratuity from the Federal Govern-
ment on such waiver. Only in this way can the proper balance and
basic fairness be restored.

The layered approach of this bill is designed to provide copyright
owners with the best chance of getting their day in court. It is a
balanced approach, respectful of States, and carefully crafted to
comply with the most recent Supreme Court rulings. There are
three main components.

First, a system designed to encourage States to waive their im-
munity from Federal court suits seeking monetary relief for in-
fringement of intellectual property. It does this by granting the
benefit of fully-enforceable intellectual property rights only to those
States that waive.

Second, a carefully circumscribed abrogation of State sovereign
immunity in the intellectual property field to provide a remedy
against States that choose not to waive their immunity.

And, finally, a codification of the judicially made rule that, not-
withstanding a State’s sovereign immunity, the employees of a
State may be enjoined by a Federal court from engaging in illegal
action.

I believe the most important part of this bill is the waiver provi-
sion, which would deny States that do not waive their immunity
the ability to recover monetary relief when they seek to enforce
their own intellectual property rights. Where a State waives its im-
munity, it can seek monetary relief. This approach is reasonable,
proportionate, and appropriate.

I hope that this incentive will be successful. States acknowledge
that they derive significant revenue from the commercial exploi-
tation of their intellectual property. The price of being unable to
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obtain monetary relief with the infringement of future intellectual
property should give States good cause to accept the bargain that
Congress offers with this legislation.

Last year, at the request of the Senate Judiciary Committee, the
Copyright Office mediated negotiations among interested parties on
legislation very similar to H.R. 2344. The negotiation sessions were
intense, but in the end they did not bear fruit. It is our hope that
progress can be made in correcting the imbalance in intellectual
property protection that has existed since the Supreme Court’s de-
cisions, and the Copyright Office stands ready to assist you in any
way. It is only logical to expect that, without an alteration of the
status quo, infringements by States are likely to increase, espe-
cially in our digital, on-line environment.

The Supreme Court’s rulings and the rights of States must sure-
ly be respected, but the current state of affairs is unjust and unac-
ceptable. And it is appropriate for Congress to use its authority to
prevent State sovereign immunity from becoming a tool of injustice.

This bill manages to do that, and I look forward to its enactment.
Thank you.

Mr. SmITH. Thank you, Ms. Peters.

[The prepared statement of Ms. Peters follows:]

PREPARED STATEMENT OF MARYBETH PETERS

Mr. Chairman, Congressman Berman, Members of the Subcommittee, thank you
for inviting me to appear before the Subcommittee today to discuss H.R. 2344, the
“Intellectual Property Restoration Act,” which is intended to rectify the imbalance
created by the Supreme Court’s rulings in 1999, that broadened the applicability of
States’ Eleventh Amendment immunity to claims for intellectual property infringe-
ment, including copyright. H.R. 2344 is a carefully balanced bill that provides copy-
right owners with effective tools to restore their ability to obtain appropriate rem-
edies for infringement by States while remaining, we believe, within Congress’ con-
stitutional authority. The Copyright Office supports enactment of H.R. 2344.

I. BACKGROUND

The broadened interpretation of state sovereign immunity and its resulting appli-
cation to remedies available under the Copyright Act is a relatively recent phe-
nomenon. The United States enacted the first Copyright Act in 1790. There is no
judicial decision in the ensuing 173 years that failed to subject States to the full
range of remedies available under the Copyright Act on the grounds of sovereign
immunity.

Then, in 1962, the United States Court of Appeals for the Eighth Circuit dis-
missed a copyright infringement suit against a state agency on sovereign immunity
grounds.! However, that case did not usher in a new era for state sovereign immu-
nity. Just two years later, the Supreme Court issued its ruling in Parden v. Ter-
minal Railway of Alabama (Parden) in which it held that “when a State leaves the
sphere that is exclusively its own and enters into activities subject to congressional
regulation, it subjects itself to that regulation as fully as if it were a private person
or corporation.” 2

Over time, the decision in Parden was gradually eroded. More than twenty years
after Parden, in Atascadero State Hospital v. Scanlon (Atascadero),® the Court re-
versed itself on the legislative requirements necessary to find congressional intent
to abrogate state sovereign immunity. The Court held that in the instant case, the
Eleventh Amendment barred recovery from the States because a “general authoriza-
tion for suit in federal court is not the kind of unequivocal language sufficient to
abrogate the Eleventh Amendment.”4 Rather, what is required for congressional ab-

1Wihtol v. Crow, 309 F.2d 777 (8th Cir. 1962).
2377 U.S. 184, 196 (1964).

3473 U.S. 234 (1985).

4]d. at 246.
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rogation of state sovereign immunity is that the federal statute be “unmistakably
clear” that States are included in the defendant class.?

The decision in Atascadero created great uncertainty as to which federal laws
were unmistakably clear in their intent to subject States to liability and which were
not. Applying this standard to the Copyright Act, some courts held in favor of the
States’ immunity,® to the great distress of copyright owners.

In 1987, Congress requested that the Copyright Office produce a report on the
current state of the law in the area of the enforcement of copyright against state
governments. On June 27, 1988, the Copyright Office submitted its report, Copy-
right Liability of States and the Eleventh Amendment. That report noted that copy-
right owners “caution that injunctive relief is inadequate—damages are needed. And
if states are not responsible for remunerating copyright owners, as are all other
users subject to limited statutory exceptions, proprietors warn that: marketing to
states will be restricted or even terminated; prices to other users will increase; and
the economic incentives, even ability, to create works will be diminished.” Given
these concerns and the analysis of the case law as it stood at that time, the report
concluded that “copyright proprietors clearly demonstrate the potential for imme-
diate harm to them.”

In 1990, Congress responded to the situation created by the ruling in Atascadero
by enacting the descriptively-named Copyright Remedy Clarification Act (CRCA).7
That law added provisions to Title 17 which clearly provide that States “shall not
be immune, under the Eleventh Amendment of the Constitution . . . or any other
doctrine of sovereign immunity, from suit in Federal Court . . . for a violation of
the exclusive rights of a copyright owner. . . .”8 This clear statement left little
doubt that Congress intended to make States liable for infringement and to abrogate
their sovereign immunity. Thus, once again, the apparent uncertainty about the im-
munity of States from suits for damages for copyright infringement was removed.
A similar law for patents and one for trademarks were enacted two years later.

These Acts stood until the Supreme Court’s triad of opinions on June 23, 1999.9
It is worth noting that all three of these cases were decided by the same 5—4 vote
and all three engendered strong dissenting views.

The decision in Alden undergirded the other two decisions. In that case, John
Alden and other employees of the State of Maine filed suit in state court in Maine
against that state for violation of the overtime provisions of the Fair Labor Stand-
ards Act, a federal law. The U.S. Supreme Court affirmed the decision of the Maine
Supr}elme Judicial Court that the State’s sovereign immunity barred the suit, hold-
ing that:

the States’ immunity from suit [in the State’s own courts and in federal courts]
is a fundamental aspect of the sovereignty which the States enjoyed before the
ratification of the Constitution, and which they retain today . . . except as al-
tered by the plan of the Convention or certain constitutional Amendments.1©

In the second of the June 23 cases, College Savings, the Court considered whether
Congress had the authority to abrogate state sovereign immunity from lawsuits
under section 43(a) of the Lanham Act. Under the Court’s earlier holding in Semi-
nole Tribe of Florida v. Florida,'! there is only one source of constitutional authority
from which Congress may abrogate state immunity: the enforcement power in Sec-
tion 5 of the Fourteenth Amendment.12

The Fourteenth Amendment instructs in relevant part that “No State shall . . .
deprive any person of . . . property, without due process of law.”13 Because the
Court held that College Savings did not allege deprivation of a property right within
the meaning of the Fourteenth Amendment, the avenue of congressional abrogation
of state immunity was closed.14

51d. at 242.

6 See Woelffer v. Happy States of America, Inc., 626 F. Supp. 499 (N.D. Ill. 1985); BV Engineer-
ing v. UCLA, 657 F. Supp. 1246 (C.D. Cal. 1987), aff'd, 858 F.2d 1394 (9th Cir. 1988), cert. den.,
109 S. Ct. 1557 (1989).

7Pub. L. No. 101-553.

817 U.S.C. §511.

9 College Savings Bank v. Florida Prepaid Postsecondary Educ. Expense Bd., 527 U.S. 666
(1999)(College Savings); Florida Prepaid Postsecondary Educ. Expense Bd. v. College Savings
BaerLl;,d527 U.S. 627 (1999)(Florida Prepaid); Alden v. Maine, 527 U.S. 706 (1999)(Alden).

. at 713.

11517 U.S. 44 (1996).

12 College Savings at 670.

13U.S. Const., amend. XIV.

14 College Savings at 673.
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Next, the Court turned to the question of implied state waiver of immunity. In-
voking the precedent of Parden, Petitioner College Savings sought to show that
Florida had impliedly waived its immunity by participating in a scheme that is en-
forceable in federal court.l®> Not only did the Court reject this argument, but it over-
ruled Parden and renounced the doctrine of implied waiver of state immunity.16

The Court’s holding requires that a state’s waiver be explicit and voluntary in
order to be effective. However, Congress may provide incentives to the State by con-
ditioning use of its discretionary authority, such as that found in the Spending
Clause and the Compact Clause, on state waiver.17?

In the third of the three opinions issued on June 23, Florida Prepaid, the Court
considered whether Congress had the authority to abrogate state sovereign immu-
nity from lawsuits under the Patent Act. The Court acknowledged that patents are
property within the meaning of the Fourteenth Amendment.18 However, the Court
held that the legislative enactment at issue in this case did not fall within Congress’
Fourteenth Amendment power for three reasons.

First, Congress “must identify conduct transgressing the Fourteenth Amendment’s
substantive provisions, and must tailor its legislative scheme to remedying or pre-
venting such conduct.” 19 The Court found that Congress failed to meet this burden
because it did not identify a pattern of patent infringement by states.20

Second, the Court recognized that patent infringement by a state is not a violation
of the Fourteenth Amendment if the state provides a remedy, that is, due process.2!
Because the statute was drafted to apply to all States, without regard to state-pro-
vided remedies, the Court held that it went beyond the power conveyed by the Four-
teenth Amendment.22

Third, the Court noted that “a state actor’s negligent act that causes unintended
injury to a person’s property does not ‘deprive’ that person of property within the
meaning of the Due Process Clause.” 23 Because a claim for patent infringement re-
quires no showing of intent in order for the plaintiff to prevail, the Court held that
the legislative enactment at issue in this case was again overbroad.

Although the Supreme Court has not ruled directly on the constitutionality of the
CRCA, the Fifth Circuit applied the Supreme Court’s recent rulings in Chavez v.
Arte Publico Press (Chavez).2* That case involved a suit by an author claiming copy-
right infringement of her book by the University of Houston, a state university.

The court followed the analysis in Florida Prepaid, first inquiring whether Con-
gress had identified a pattern of infringement by States. While noting that the legis-
lative history in support of the CRCA, which included the 1988 report of the Copy-
right Office, was somewhat more substantial than that of the PRCA, the court found
that the record was still inadequate to support the legislative enactment. Second,
the court noted that in adopting the CRCA, Congress “barely considered the avail-
ability of state remedies for infringement.”25 That the legislative history did not
meet requirements the Court articulated a decade after the law was enacted is not
surprising. Thus, the Fifth Circuit refused to enforce the CRCA.

The same result was reached in another Fifth Circuit case, Rodriguez v. Texas
Comm’n on the Arts,2® in a brief opinion that presumably is based upon the same
rationale as that circuit’s decision in Chavez. Given the current Supreme Court
precedent, it is difficult to find fault with the ruling in Chavez, and we believe that
the CRCA would most likely be held unconstitutional by the current Supreme Court.

In 2001, the General Accounting Office issued a report that surveyed the recent
legal landscape for the number of infringement actions against states and the avail-
ability of remedies for infringements by States.2? That report reached the conclu-
sions that there are relatively few infringements of intellectual property rights by
States and that there are few if any remedies available to right holders whose rights
are infringed.

That report also contains the text of a letter that the Copyright Office sent to the
GAO regarding the study and report. In that letter we expressed no surprise at the

15]1d. at 676.

161d. at 680.

17]d. at 686-87.

18 Florida Prepaid at 637.

19]d. at 639.

20]d.

21]d. at 642-43.

22]d. at 646-47.

23]d. at 645 (citing Daniels v. Williams, 474 U.S. 327, 328 (1986)).
24204 F.3d 601 (5th Cir. 2000).

25]d. at 606.

26199 F.3d 279 (5th Cir. 2000).

27 Intellectual Property: State Immunity in Infringement Actions, GAO-01-811 (Sept. 2001).
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relatively low number of infringements found. We were not surprised because we
recognized the difficulties in

obtaining accurate and complete records of claims against states and the rel-
atively recent phenomenon of state sovereign immunity trumping copyright liability.
I understand that one of my fellow witnesses at today’s hearing will present exam-
ples of States refusing to pay any amount of damages for past infringements of copy-
rights, citing their Eleventh Amendment immunity.

The Supreme Court’s latest decision on sovereign immunity, issued just last
month, gives us some small cause for hope that the Court’s approach may develop
some flexibility. In Nevada Department of Human Resources v. Hibbs,?8 the Court
did find that Congress successfully abrogated States’ sovereign immunity in the
Family Medical Leave Act (“FMLA”), which permitted the petitioner to sue the State
of Nevada for wrongful discharge based on his taking leave to care for an ailing
spouse. In doing so, the Court reaffirmed the analytical framework in its recent
cases, finding an extensive record of the States “unconstitutional participation in,
and fostering of, gender-based discrimination in the administration of leave benefits,
[which was] weighty enough to justify the enactment of prophylactic [Fourteenth
Amendment] legislation.”2® The Court gave at least some weight to the fact that
“Congress reasoned [that some Fourteenth Amendment violations may] be difficult
to detect on a case-by-case basis.” 30

We hope that this signals some willingness on the Court’s part to allow Congress
to invoke its Section 5 authority under the Fourteenth Amendment where the viola-
tions at issue are hard to detect, as is the case with copyright infringement. As the
GAO wrote in its report, “[I]dentlfylng all past accusations of intellectual property
infringement against states over any period is difficult, if not impossible.

In the end, however, we believe, however, that even a few acts of 1nfr1ngement
by States, if unremedied, ought to be sufficient to justify congressional abrogation
of state sovereign immunity. Moreover, the Congress is entirely within its authority
to condition the exercise of its discretionary authority to provide a State what
amounts to a federal gratuity on a waiver of sovereign immunity by that State re-
gardless of the extent of a record of known infringements.

Thus, like the recent, brief period in the early 1960’s and the late 1980’s, we are
again faced with the issue of state sovereign immunity being interpreted and ap-
plied in a manner which inhibits the proper functioning of the Copyright Act.

II. THE CURRENT IMBALANCE

At the outset, we acknowledge that the problems addressed by H.R. 2344 apply
to all forms of intellectual property. However, as Register of Copyrights, my re-
marks will be confined to intellectual property covered by Title 17 of the U.S. Code.
The effect of the Court’s 1999 decisions is that copyright owners are unable to ob-
tain monetary relief32 under the Copyright Act against a State, state entity, or state
employee unless the State waives its immunity. The availability of monetary awards
through lawsuits filed in state courts is highly doubtful.33 Actions such as takings
claims and tort are not well suited to protect the interests essential to intellectual
property and courts may not be willing to expand those areas of law. Further, the
States have immunity in their own courts as well as in Federal court,34 so the State
would have to waive its immunity in any event.

The ability of copyright owners to protect their property and to obtain complete
relief when their rights are violated is central to the balance of interests in the
Copyright Act. By denying that opportunity to copyright owners in cases where the
infringers are under the umbrella of a State’s sovereign immunity, the Supreme
Court’s decisions dilute the incentive for authors, performers, and producers to cre-
ate. If the diminution of incentives to create results in a diminution of creative out-
pu% as may reasonably be assumed, the American economy and culture will be poor-
er for it.

We would like to think that States and State employees will respect the copyright
laws despite the unavailability of any monetary remedy when they infringe, but we

28123 S. Ct 1972, 2003 U.S. LEXIS 4272 (2003).

29]1d. at *2

30]d. at *27.

31GAO at 7.

32 Monetary relief for copyright infringement may consist of some combination of actual dam-
ages, defendant’s profits, statutory damages, litigation costs, and attorney’s fees. 17 U.S.C.
§§504, 505.

33]d. at 13-24.

34]d. at 23-24; Alden at 712.
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are concerned that in light of the Supreme Court’s 1999 rulings the available legal
remedies will be insufficient to ensure that result.

We do not mean to suggest by this that States and their employees are any less
willing to abide by the law than the American public as a whole. However, recent
experiences in the internet environment suggest where some individuals are given
the ability to copy and enjoy creative works without paying for them, they will do
so without regard to the harm it causes. Further, logic dictates that if a segment
of people will not be held fully accountable for certain actions, they may be less like-
ly to restrict themselves in those actions. As it was stated in Federalist No. 51, al-
beit in a different context, “[i]t may be a reflection on human nature, that such de-
vices should be necessary to control the abuses of government. . . . If men were an-
gels, no government would be necessary. If angels were to govern men, neither ex-
ternal nor internal controls on government would be necessary.”

In sum, we do not accept the proposition that copyright owners must or should
endure future infringements without an adequate and just remedy. If the Supreme
Court’s decisions have effectively blocked Congress from directly abrogating the
State’s immunity, then it is appropriate for Congress to consider other legislative
responses, such as those in this bill—providing incentives to States to waive their
immunity voluntarily by conditioning the receipt of a gratuity from the Federal Gov-
ernment on such waiver. Only in this way can the proper balance, and basic fair-
ness, be restored.

III. ELEMENTS OF H.R. 2344

The Copyright Office is gratified that you have undertaken to remedy this situa-
tion. H.R. 2344, is a layered approach, designed to provide copyright owners with
the best chance of getting their day in court. It is also a balanced approach, respect-
ful of States and carefully crafted to comply with the most recent Court rulings.

H.R. 2344 contains three main components: a system designed to encourage
States to waive their immunity from federal court suits seeking monetary relief for
infringement of intellectual property by granting the benefit of fully enforceable in-
tellectual property only to those States that do so, a carefully circumscribed abroga-
tion of State sovereign immunity in the intellectual property field to provide a rem-
edy against States that choose not to waive their immunity, and a codification of
the judicially-made rule that notwithstanding a State’s sovereign immunity, the em-
ployees of a State may be enjoined by a Federal court from engaging in illegal ac-
tion.

A. Incentive to Waive

The bill provides significant incentives for a State to waive its immunity, but does
so in a way that is inherently proportional and fair to the States and copyright own-
ers. The bill is designed so that a State which chooses not to waive its immunity
from monetary damages in intellectual property infringement cases is unable to ob-
tain damage awards when it seeks to enforce its own intellectual property rights.
If a State does waive its immunity, then it obtains the benefit of being able to seek
monetary relief. This approach is reasonable, proportionate, and appropriate.

We are optimistic that this incentive will be successful in encouraging States to
level the playing field by waiving their immunity. States freely acknowledge that
they derive significant revenue from the commercial exploitation of their intellectual
property. The price of being unable to obtain monetary relief for the infringement
of future intellectual property should give States good cause to consider accepting
the bargain that Congress offers with this legislation. Of course, States would have
even greater incentive to waive their immunity if their ability to obtain injunctive
relief was also conditioned on such waiver. But out of concern for not crossing the
line between encouragement to the States and coercion of the States, H.R. 2344
elects to follow a symmetrical approach—to deny a State exactly what is denied to
other right holders if the State refuses to waive its immunity. We respect that
choice, and we believe that the bill can effectively accomplish its goals as written.

We feel confident that the bill is within Congress’ constitutional authority. The
Supreme Court has made clear that the sovereign immunity of a State is “a per-
sonal privilege which it may waive at its pleasure.” 35 Further, the Court wrote that
Congress may properly seek to induce States to waive their immunity by condi-
tioning “the denial of a gift or gratuity . . .”,36 such as approval of an interstate

35 College Savings, at 675 (quoting Clark v. Barnard, 108 U.S. 436, 447 (1883)).
36 College Savings at 687.
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compact 37 or its grant of funds to a State,3® on such waiver. That is precisely what
this bill does.

The Constitution grants to Congress the authority “To promote the Progress of
Science and useful Arts, by securing for limited Times to Authors and Inventors the
exclusive Right to their respective Writings and Discoveries. . . .”39 Of course, we
recognize this as the authority by which Congress may provide copyright protection
for qualifying works. This authority is entirely permissive. Congress may choose not
to extend copyright protection at all, it may extend that protection subject to certain
conditions, or it may extend that protection only to certain classes of authors. A par-
ticularly relevant example is the choice that Congress has made to withhold copy-
right protection from “any work of the United States Government. . . .”40 Simi-
larly, Congress may withhold copyright protection from any work of any state gov-
ernment. That it has chosen not to do so to date represents a gift from the Congress
to the States. And, as the Supreme Court has opined, Congress may condition the
grant of such a gratuity upon a State’s waiver of its sovereign immunity in the di-
rectly related field of suits for monetary relief under the Federal intellectual prop-
erty laws.41

The fact that Congress has allowed States to enjoy copyright protection for their
works for so long in no way alters the fact that providing such protection to future
state works remains a gift from the Federal Government or diminishes its constitu-
tionally granted discretion to change that policy. H.R. 2344 would effectuate a
change in that policy, offering States an opportunity to receive full copyright protec-
tion for their works in the future in exchange for waiver of sovereign immunity to
infringement claims.

B. Abrogation

While we are optimistic that most States will waive their immunity under the sys-
tem this bill provides, there is a distinct possibility that some States, perhaps more
than a few, will not. In that case, it is necessary to provide copyright owners with
at least a chance to have their day in court. To that end, H.R. 2344 includes a sec-
ond element of the bill: a provision for the abrogation of state sovereign immunity,
pursuant to Congress’ authority under the Fourteenth Amendment.

The Supreme Court’s decision in Florida Prepaid leaves Congress almost no lee-
way to accomplish an abrogation of State sovereign immunity that will place copy-
right owners on the same footing they were prior to the Court’s ruling. Not only
must Congress have an extensive record of infringements, but the record must also
include proof that adequate remedies in state court are not available, and possibly
also that the infringements were willful.42 This standard appears nearly impossible
to reach. We are baffled at the Court’s apparent decision that the Fourteenth
Amendment requires the denial of copyright owners’ constitutional rights at epi-
demic proportions before it allows Congress to fully restore those rights.

Nonetheless, H.R. 2344 makes full use of the few tools left to Congress in this
area. The result is an abrogation provision that applies only when it can be dem-
onstrated on a case-by-case basis that the State has violated the Fourteenth Amend-
ment. The Court has held that such narrowly-tailored abrogations do not require the
support of the factual record that broader abrogations would.43 The burden, there-
fore, of proving the necessary elements in order to overcome the State’s immunity,
merely shifts from Congress to the individual right holder/plaintiff, who, in accord-
ance with the ruling in Florida Prepaid, must demonstrate that there are no ade-
quate state remedies and that the infringement was non-negligent. Thus, the abro-
gation provision in this bill is helpful only to those who can meet these additional
burdens of proof beyond what is normally necessary to establish a prima facia case
of infringement. In the final analysis, given the restrictions the Court has placed
on Congress’ exercise of its Fourteenth Amendment authority, we believe that this
is the best abrogation provision that courts will sustain under the precedent of Flor-
ida Prepaid.

C. Codification of Injunctive Relief

The third and final element of the bill is a codification of the judicially-made rule
that notwithstanding the State’s immunity, state employees may be enjoined by
Federal courts from engaging in illegal activity, such as infringement of copyrights.

37 Petty v. Tennessee-Missouri Bridge Comm’n, 359 U.S. 275 (1959).
38 South Dakota v. Dole, 483 U.S. 203 (1987).

397.8S. Const. Art. I, sec. 8.

4017 U.S.C. §105.

41See supra, note 17.

42 See supra, notes 19-23.

43 Kimel v. Florida Board of Regents, 528 U.S. 62, 81 (2000).



13

This doctrine was first articulated by the Supreme Court in Ex Parte Young.** The
reasoning the Court followed was that state employees are covered by the umbrella
of the State’s sovereign immunity only to the extent they are acting within the scope
of their official duties. Because a state employee may not violate Federal law in car-
rying out his duties, if he does so, he is by definition operating outside the scope
of his official duties. And because he is acting outside the scope of his official duties,
he is no longer protected by the State’s sovereign immunity and the court may en-
join him from that activity.45

Despite the long-standing recognition of this doctrine, some fear that the recent
judicial supercharging of state sovereign immunity may be extended to nullify this
venerable rule. Thus, we believe that it is wise to codify this doctrine in federal law.

IV. RECENT LEGISLATIVE EFFORTS

Last year, at the request of the Senate Judiciary Committee, the Copyright office
mediated negotiations among interested parties. The negotiating sessions were in-
tense but in the end, they did not bear fruit. It is our sincere hope that progress
can be made in correcting the imbalance in intellectual property protection that has
existed since the Supreme Court’s decisions, and the Copyright Office stands ready
to assist you in any way we can.

V. CONCLUSION

The current state of affairs is unjust and unacceptable. Only Congress has the
power to remedy the existing imbalance. The Supreme Court’s rulings and the
rights of States must surely be respected, but it is appropriate for Congress to use
its authority to prevent state sovereign immunity from becoming a tool of injustice.
H.R. 2344 achieves the necessary goals within the constitutional limits and I look
forward to its enactment.

Mr. SmiTH. Ms. Winner, before you begin your testimony, I would
like to recognize the gentleman from North Carolina, Mr. Watt.

Mr. WaTT. Thank you, Mr. Chairman. And I hesitate to inter-
vene at this point for three reasons. Number one, I know you are
in a hurry and you were trying to get these witnesses in before the
bell rang. Number two, I am not even a Member of this Sub-
committee. And number three, I hesitated to run the risk that I
might diminish the value of Ms. Winner’s testimony by informing
you all that we were law partners for about 10 years prior to her
moving on to the State Legislature and me moving on to the Con-
gress. And, subsequently, she has become the counsel to the uni-
versity system. But I did want to welcome her here, and I hope you
all won’t hold it against her.

Mr. CONYERS. You prejudiced her testimony.

Mr. WATT. She likes the State courts better than the Federal
courts.

Mr. SMITH. Thank you, Mr. Watt. That is very interesting, and
your association will not diminish her credibility. But I am afraid
we are going to need to recess for about 20 minutes, and then we
will be back and resume the testimony at that point. And let me
inform Members we have three votes to answer the question.

[Recess.]

Mr. SMITH. The Subcommittee will come to order, and we will re-
sume our testimony. And, Ms. Winner, if you will continue.

STATEMENT OF LESLIE WINNER, GENERAL COUNSEL AND
VICE PRESIDENT, UNIVERSITY OF NORTH CAROLINA

Ms. WINNER. Thank you, Representative Smith and Members of
the Subcommittee.

44209 U.S. 123 (1908).
45]1d. at 159-60.
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I especially come here today to express the concerns of public
universities that the sovereign immunity portion of this bill will se-
verely hamper the ability of public universities to move their
knowledge and research results into the commercial marketplace,
to the detriment not only of public universities, but also to the det-
riment of the Nation’s economy.

Congress has a long history of supporting the efforts of public
universities to use their intellectual capacity and their research ca-
pacity to benefit agriculture, industry, and the Nation’s economy.
This is probably, the best example of this is the Bayh-Dole Act,
which gives public universities and the other universities the abil-
ity to retain patents from Federally-funded research grants.

Universities are not, however, well-suited to move these inven-
tions into the marketplace. They must depend on licensing these
inventions to private existing or start-up companies. The incentive
to these private companies to move the inventions in the market-
place is exclusivity that comes through the patent license which
provides them the incentive to invest their expertise and resources
into the commercialization.

The Bayh-Dole Act has been highly successful in moving knowl-
edge and research from the universities into the economy. The As-
sociation of University Technology Managers estimates that in
1999, tech transfer put $40 billion in to the U.S. economy, creating
260,000 jobs, and putting 2,000 products into the U.S. marketplace.

In North Carolina, the cooperation between public universities,
private universities, and private industry in efforts such as the Re-
search Triangle Park are essential to move research and knowledge
into the economy. And this is especially important to North Caro-
lina right now as our traditional industries such as textiles and to-
bacco are withering, and we must transform our State’s economy
into a knowledge-based economy.

The proposed legislation puts this success at substantial risk.
Without intellectual property protection, public universities will not
be able to move research results into the economy. Without the as-
surance of exclusive use, there will be no incentive for private busi-
nesses to invest in transforming research into marketable products.
Under the proposed legislation, the universities cannot assure the
exclusive use to the licensees unless the State waives immunity,
and State universities, which intellectual property owned by the
State entities, don’t have the power to cause the State legislators
to make this waiver. The State legislature or in some cases—in
three cases, at least, a State constitutional amendment is needed,
and the universities cannot procure this. Even though many State
universities, such as the University of North Carolina, would rec-
ommend to their State legislators to waive sovereign immunity if
this bill were to pass, we don’t have any assurance that this will
do so. The reason for this is that the 11th amendment and sov-
ereign immunity are central to the Federal form of Government.
When the States joined the union, they didn’t completely give up
their sovereignty, and sovereign immunity is central and an essen-
tial ingredient of sovereignty.

The States still take the sovereignty seriously, and we simply
don’t have any assurance that the passage of this bill would result
in a widespread waiver. Rather, our fear is that the result is likely
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to be widespread loss by public universities of our ability to protect
our intellectual property.

I respectfully suggest that the evidence of the need for this legis-
lation is not strong. In North Carolina, my search has shown one
case against the University of North Carolina for any kind of intel-
lectual property infringement in the last 20 years, and that one
was 20 years ago. The GAO study showed few intellectual property
accusations or actions against States. Cases that were decided by
courts were decided in favor of States. And, as to universities, this
lack of complaints about intellectual property infringement is not
surprising because of the respect for intellectual property that is
really central to the mission of universities and to the values of in-
tellectually-based enterprise.

Within universities misdeeds, such as plagiarism and unauthor-
ized use of other people’s research, is taken extremely seriously
and leads to severe internal sanctions both of students and faculty
members.

In the public arena, there are strong political controls on State
officials who disregard the private property rights of others.

In conclusion, I would like to say that this legislation carries
with it a grave risk that it will cripple the ability of public univer-
sities to move important research developments into public use and
into the economy, and that universities will have the substantial
risk of being punished for misdeeds that they didn’t commit and
under conditions that they have no power to rectify.

Mr. SMITH. Thank you, Ms. Winner.

[The prepared statement of Ms. Winner follows:]

PREPARED STATEMENT OF LESLIE J. WINNER
I. INTRODUCTION

Public universities are gravely concerned about the impact H.R. 2344 would have
on these institutions and their research and education programs. This legislation
would require states to waive their sovereign immunity as a precondition for use
of federal intellectual property laws by states and state entities. Although we be-
lieve that public universities would be willing to meet such a requirement, the deci-
sion to do so is not theirs to make but instead is a decision that must be made by
the states themselves. There is strong evidence that states would not be willing to
meet this requirement. The consequent loss of access to federal intellectual property
law as stipulated in this legislation would have devastating consequences for public
universities.

Before the Supreme Court’s 1999 decision in Florida Prepaid, which affirmed sov-
ereign immunity for intellectual property suits against states, public institutions of
higher education treated intellectual property with the utmost care, respect, and
caution. Like private institutions of higher education, they did so not to avoid liabil-
ity for intellectual property infringement but because respect for intellectual prop-
erty is inherent in the mission of these institutions and their public purposes.
Therefore, it should not be a surprise that after Florida Prepaid, public institutions
of higher education have not changed their behavior, and continue to act with care,
respect and caution. The GAO’s yearlong study on state immunity in intellectual
property actions, undertaken specifically to determine the effect of Florida Prepaid,
found no pattern of infringement by institutions of higher education. It would be
counter-productive to the rewards of research and technology transfer, and contrary
to the missions of higher education to act otherwise.

Public universities are major creators of intellectual property. As such, they recog-
nize the importance of protecting their own intellectual property and respect the im-
portance of using properly the intellectual property of others. That is why there is
no evidence of systematic infringement of intellectual property by public institutions
of higher education. Cooperative efforts with the private sector have brought thou-
sands of inventions out of the campus and into the lives of countless individuals
through technology transfer programs that move the results of fundamental re-
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search into the private sector for development into useful products and processes,
improving the human condition and producing broadly beneficial economic growth
for our nation. In order to continue to do so, we must adhere to the highest prin-
ciples and respect for intellectual property.

While H.R. 2344 is meant to level a perceived uneven playing field, the behavior
of public universities is indistinguishable from that of private universities; they both
operate on a functional level playing field consistent with their public-purpose mis-
sions, as noted earlier, yet the ultimate effect of this legislation could be to destroy
the technology transfer programs at public institutions of higher education. This leg-
islation would also expose other vulnerable institutional intellectual property to un-
scrupulous exploitation. Distance education courses, public service materials, text-
books and course materials, time-honored logos and mascots, public television pro-
gramming, university press publications, and other valuable intellectual property
would be at risk.

This is because the vast majority of public institutions of higher education are in
no position to waive sovereign immunity—that is a decision for state legislatures or
state constitutional amendments. Public institutions of higher education cannot
guarantee, and cannot even anticipate, that they could convince the states to waive
sovereign immunity as a whole—as this legislation requires. When this legislation
was considered last year, no state gave any indication it would be willing to waive
sovereign immunity, and both the National Governors Association and the National
Association of Attorneys General opposed it.

By eliminating all protections for intellectual property held by a state or state
agency unless the state, as a whole, waives its 11th Amendment sovereign immu-
nity to suit in federal court for acts of infringement, the bill effectively destroys the
ability of public universities to enforce patents, copyrights, and trademarks in fed-
eral court. It is fundamentally unfair to destroy the fruits of teaching, research, and
public service by enacting legislation with requirements that we are in no position
to respond to.

Under these circumstances, this legislation places universities in an untenable po-
sition: without any evidence of significant wrongdoing, public institutions of higher
education would nonetheless be severely harmed by loss of federal intellectual prop-
erty protection under circumstances over which they have no control. This is an out-
come that is punishingly unfair to public universities and undeniably harmful to the
greater interests of the nation.

II. THERE IS NO EVIDENCE THAT PUBLIC INSTITUTIONS OF HIGHER EDUCATION ABUSE
THE INTELLECTUAL PROPERTY RIGHTS OF OTHERS.

The GAO spent an entire year examining the issue of state immunity in infringe-
ment actions. At the end of the study the GAO concluded, “Few accusations of intel-
lectual property infringement appear to have been made against the states either
through the courts or administratively.” The GAO found only 58 lawsuits from 1985
to 2001 in which states and state entities were alleged to have infringed intellectual
property. When compared to the total of all federal cases brought for alleged in-
fringement during that time period, cases alleged against states and state agencies
amount to only .045% of the total. Moreover, of all state and federal cases that were
resolved by the courts, all were resolved in favor of the state. The GAO also re-
ported that state agencies asserted that they had no incentive to infringe and, when
confronted with an accusation, they investigate the matter thoroughly and resolve
it.

Anticipating the findings in the GAO report, the Supreme Court, in Florida Pre-
paid, found:

In enacting the Patent Remedy Act, however, Congress identified no pattern of
patent infringement by the States, let alone a pattern of constitutional viola-
tions. Unlike the undisputed record of racial discrimination confronting Con-
gress in the voting rights cases, Congress came up with little evidence of in-
fringing conduct on the part of the States.

The GAO report and Supreme Court’s findings echo the experience of North Caro-
lina where the Attorney General can confirm only one infringement case against a
UNC institution in the last 20 years. All 16 UNC constituent institutions, like their
sister institutions throughout the nation, have extensive education efforts, strong
policies on intellectual property ownership and use, and sanctions to enforce those.
This understanding of the importance of intellectual property rights makes infringe-
ment unlikely at a public institution of higher education. Moreover, as Professor
Menell, Professor of Law at the University of California at Berkeley and Director
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of the Berkeley Center for Law and Technology, has noted, states have strong social,
bureaucratic, and economic constraints that discourage infringement.

III. THE PROPOSED LEGISLATION WOULD HAVE A DEVASTATING EFFECT ON TECHNOLOGY
TRANSFER AND ECONOMIC DEVELOPMENT LOCALLY, REGIONALLY, AND NATIONALLY

In the same way that the Morrill Act’s creation of land grant universities sought
to develop our nation’s vast natural resources, the Bayh-Dole Act seeks to develop
our nation’s vast knowledge resources. Bayh-Dole created a patent policy for federal
agencies that fund research, which enables small businesses and non-profit organi-
zations (including universities) to retain title to inventions created under the funded
research and then to license those inventions for commercialization. The results of
Bayh-Dole Act have confirmed the belief that Congress expressed in technology
transfer as a way of remedying the loss of valuable inventions to the public do-
main—where private enterprise was not willing to develop technology that they
couldn’t protect.

The Association of University Technology Managers (AUTM) has reported that
technology transfer and development in FY 1999 (conducted largely but not exclu-
sively by universities) added about $40 billion to the U.S. economy, supported
260,000 jobs, and helped to spawn new businesses, industries, and markets. AUTM
also reported that at least 2000 products are presently available to the public that
would never have been created in the absence of technology transfer, development,
and licensing activities by AUTM members.

While Bayh-Dole has been a great success for over 20 years, bringing the fruits
of research out of colleges and universities and into the market, Bayh-Dole requires
that the intellectual property be licensed to commercial enterprises for development
and introduction to the marketplace, with a preference for small businesses and
with profit sharing for the inventors. Proposed H.R. 2344 would undercut this strat-
egy and jeopardize much of this success.

North Carolina prides itself on the innovation and invention that forged unprece-
dented cooperation between its public and private institutions of higher education
and with private enterprise. That innovation created, for example, the Research Tri-
angle Park, where industry works with UNC at Chapel Hill, North Carolina State
University, and Duke University, to develop and commercialize the genius of their
cooperation. If any UNC institution were to fail to respect the intellectual property
rights of others, the result would be self-destructive, because it would erode the fab-
ric of the partnerships that make technology transfer work. Intellectual property
rights are the essential basis upon which the cooperation among public and private
higher education and private enterprise operates. This cooperation is a daily event
and is the key to our State’s economic development, progress, and prosperity, as we
move to a knowledge economy. No UNC institution or leader would jeopardize that
cooperation by ignoring intellectual property rights.

As we enter the knowledge economy, especially in North Carolina where tradi-
tional economic activities have withered, creation of intellectual property within uni-
versities is essential to the health of our economy. Unfortunately, the very real re-
sult of this bill could be to cripple public universities as one of the major contribu-
tors to the economic development that Bayh-Dole and technology transfer have pro-
vided. Industry and venture capital investors are also essential partners in this
much-needed economic development. This bill would affect the economic health of
those partners, as well as the institutions of higher education.

The benefits of Bayh-Dole to the state, region, and nation are evident throughout
the University of North Carolina system. In 1999, the year Florida Prepaid was de-
cided, UNC at Chapel Hill had 47 licenses generating income, was issued 41 new
patents, and applied for 74 more. North Carolina State University had 60 licenses
generating nearly 8 million dollars in income, had 30 patents issued, and applied
for 62 more. NCSU also formed 8 new start-up companies in 1999, as a result of
their technology transfer program. UNC’s research efforts that contribute to build-
ing the economy are not limited to UNC at Chapel Hill and North Carolina State.
The Southern Technology Council recently ranked UNC Charlotte “best in class”
along with Johns Hopkins, North Carolina State University, and the University of
Georgia, placing UNCC second in the number of start-up companies per $10M in
research, and second in the percentage of licenses to start-ups. These successes are
repeated every day in the public institutions of higher education in all 50 states.

A necessary element of the success of technology transfer is the ability of univer-
sities to pass full rights to private parties. We don’t take inventions to market; we
license the inventions to industry and investors, who then make the inventions
available to the public. Industry and investors won’t participate in such programs
if they can’t fully protect their rights and investments in the marketplace. Private
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enterprise will abandon development and investment programs with public univer-
sities, and the most productive and creative faculty will leave public institutions.
Such an outcome is not only harmful to public universities, but to higher education,
industry, and the nation as a whole. The vigorous system of research and develop-
ment that has propelled US leadership in science and technology and driven our
economic development is an intricately interlinked system of public and private uni-
versity, industry, and government collaboration that depends on the vitality of all
components of that system; crippling any one of those components will significantly
impair the system as a whole. If that happens, the nation is the ultimate loser.

IV. SOVEREIGN IMMUNITY IS A CORNERSTONE OF OUR GOVERNMENT AND WAIVER OF IT
IS A PREROGATIVE OF THE STATES, NOT INSTITUTIONS OF HIGHER EDUCATION

It is doubtful that many states will choose to waive sovereign immunity if this
legislation is passed because the sovereignty of the states, and the inherent sov-
ereign immunity, is a central component of the structure of our government. Its ori-
gin lies with the Declaration of Independence, and both the Articles of Confed-
eration and the Constitution have reinforced it. As Justice Kennedy observed:

The Framers split the atom of sovereignty. It was the genius of their idea that
our citizens would have two political capacities, one state and one federal, each
protected from incursion by the other. The resulting Constitution created a legal
system unprecedented in form and design, establishing two orders of govern-
ment, each with its own direct relationship, its own privity, its own set of mu-
tual rights and obligations to the people who sustain it and are governed by it.

This dual sovereign framework is mutually restrictive, and has caused the courts
to strike down the states’ improper attempts to interfere with the federal govern-
ment, in the same way they have invalidated attempts by the federal government
to improperly regulate the states.

It should be remembered that even after Florida Prepaid, an injured party still
has remedies for infringement. In spite of sovereign immunity, an injured party still
retains the right to injunctive relief for infringement. This would protect the owner
of the property, and if the state needs to continue to use the property after being
made aware of the dispute, a license would then be obtained or use would cease.
In addition, a party may allege that an infringement is a taking, and seek to recover
for the loss in the same way that a party seeks to recover compensation for the tak-
ing of real estate or other property by the state. An injured party may also allege
a variety of contract, tort, and criminal law theories for redress and compensation.

Under appropriate circumstances, public institutions of higher education would be
willing to waive their sovereign immunity as a condition for access to federal intel-
lectual property law, but the decision is not ours to make. State governments must
make the decision to waive their sovereign immunity; under the current bill, that
decision must be made for the entire state as a single entity. Most states, like North
Carolina, only allow the state legislature to waive sovereign immunity. In other
states, a state constitutional amendment would be required, and in several states
where legislatures meet every two years, it could take two years to adopt enabling
state legislation, assuming the state would agree to waive sovereign immunity.

It is remarkably inequitable that the proposed legislation would restrict state sov-
ereign immunity when the federal government asserts its own sovereign immunity
and retains expansive protections against suit for infringement, limiting remedies
to compensatory damages for direct infringement, and jurisdiction in only one court
convenient to the federal government. The federal statute protecting itself has no
provision for declaratory judgments, treble damages, contributory or inducement of
infringement claims, or injunctions. By contrast, H.R. 2344 expands state liability
to equal that of private damage claims, and lowers and reverses the burdens of
proof. The states—and especially public institutions of higher education—are being
severely punished for no apparent reason.

V. CONCLUSION

H.R.2344 would have a devastating impact on the ability of public universities to
fulfill a core aspect of their public mission, the creation of new knowledge and the
translation of that knowledge into products and processes that benefit the nation
and its citizens. The harm would come because universities must be able to protect
the intellectual property they create and transfer that protection to the private sec-
tor partners with whom they collaborate in research and development programs.
But this bill requires states to waive their sovereign immunity as a requirement for
use of federal intellectual property laws. The decision to waive is not the public uni-
versity’s decision; it is the state’s decision.
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If states choose not to waive, and we believe there is overwhelming evidence that
they will not, then public universities as state entities will lose access to federal in-
tellectual property laws. Although public universities would be willing under appro-
priate circumstances to waive their sovereign immunity, unless some means can be
found to assure state willingness to waive, or a capacity for universities to waive
independent of state decisions, we must oppose this legislation.

Mr. SMITH. Mr. Bohannon.

STATEMENT OF MARK BOHANNON, GENERAL COUNSEL AND
SENIOR VICE PRESIDENT FOR PUBLIC POLICY ON BEHALF
OF SORTWARE AND INFORMATION INDUSTRY ASSOCIATION

Mr. BOHANNON. Thank you, Mr. Chairman, Ranking Member
Berman, Members of the Subcommittee. I appreciate the oppor-
tunity to testify before you today on the detrimental effects that
States claims of sovereign immunity are having on the effective en-
forcement of our Nation’s intellectual property laws.

On behalf of SIIA, I am also very pleased to testify in support
of the bill that you and Mr. Berman have introduced, H.R. 2344.

Our more than 600 member companies are industry leaders in
the development and marketing of software and electronic content
for business, education, consumers, and the Internet. They include
some of the largest and oldest technology enterprises in the world,
and, I am proud to say, many of the newer and smaller companies
who depend on effective intellectual property protection.

The Supreme Court’s decision in Florida Prepaid has put us and
our members in a very difficult situation. Because there is no risk
of monetary damage, there is no effective deterrent to prevent
States from infringing either intentionally or unintentionally our
copy righted software and other works. While the issues, at times,
in this discussion are sometimes complex, I want to leave you with
no doubt that the impact on our members is not a constitutional
abstraction. It involves very real cases with meaningful financial
consequences as we have discovered, as we have gone back through
our own antipiracy program’s experiences during the 6 years lead-
ing up to issuance of the Supreme Court’s Florida Prepaid decision
when States could be held liable and, therefore, were most likely
to be deterred.

In that review, we identified at least 77 matters involving in-
fringements by State entities. Of these 77 matters, more than half
involved institutions of higher learning; the other 50 percent con-
sisted of State hospitals, offices, commissions, and other entities
that serve the public.

As I detailed in my statement, these figures are a conservative
estimate. I am sure we will discuss further, during the question
and answer period, the GAO study that has been frequently cited
suggesting there really isn’t a problem. Suffice it to say that our
review of our own antipiracy effort supports the conclusions of the
Copyright Office and others that the GAO study, by relying exclu-
sively on cases brought to court as a measurement of infringement,
fails to document the reality of this situation. As this Sub-
committee is very familiar, those cases that get to court are actu-
ally a very small number of the antipiracy claims that occur as a
result of infringements.

We also want to share with the Committee some very graphic ex-
periences to show how sovereign immunity is increasingly becom-
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ing a shield behind which the States are hiding. The most dramatic
example of this occurred last February. Through a confidential
source, our antipiracy program was alerted to the possibility that
hundreds of computer programs were being illegally used by a
State hospital in Baltimore, Maryland. With the hospital’s approval
and full cooperation, their computers were audited to determine
the extent of the piracy. The audit revealed several hundred thou-
sand dollars worth of unlicensed software, which the hospital ac-
knowledged. Consistent with our overall approach, when we are
confronted with a situation like this, we and the State agency at-
tempted to work out a settlement involving a monetary sum to be
paid ranging, from the hospital’s perspective, from a quarter mil-
lion dollars to three quarters of a million dollars. After months of
good-faith negotiations, we received a letter from the Maryland
State agency asserting their 11th amendment immunity and ref-
erencing the various court decisions, they refused to pay any mone-
tary damages. Thus, while the State agency hospital all but admit-
ted wrongdoing and appeared to be willing to settle the case for
hundreds of thousands of dollars, once they discovered this giant
loophole in the law, they took full advantage of it.

Mr. Chairman, I would ask that their letter, which I believe that
the Committee staff has, be introduced into the record, as well as
my entire statement.

Mr. SmiTH. Without objection, that letter will be made a part of
the record.

[The information referred to follows in the Appendix]

Mr. BOHANNON. In another sovereign immunity case, we were
pursuing software piracy by a community college in New Hamp-
shire that approximated about $50,000 in damages. The college
eventually turned to the AG of New Hampshire, who terminated
negotiations and declared sovereign immunity. The Attorney Gen-
eral then went on to threaten that, if we sought an injunction, an
action that I think everyone at this table believes we are legally
entitled to take, they would simply discontinue the courses offering
the training to students using the targeted software, and went on
to suggest rule 11 claims for frivolous action if we ever decide to
go to court on this.

Mr. Chairman, I would also ask that that letter, as well as two
more recent letters from the Attorney General of Washington State,
pointing to the formulaic approach the States are now taking to
this also be introduced into the record.

[The information referred to follows in the Appendix]

Mr. BOHANNON. These cases, and others not documented here, il-
lustrate the fundamental imbalance of the court sovereign immu-
nity decisions. While States are immune to damages for infringing
the IP rights of others, they remain free to sue private-sector orga-
nizations. The inequity is made worse, as you have said, by the fact
that, in many instances, State entities receive immunity, even
when the State involves commercial activity in the marketplace.
Increasingly, States are undertaking initiatives that makes them
commercial players competing with private-sector services and
products. The Supreme Court’s grant of immunity to the States
means that more companies will face competition from the States
without effective tools to protect their IP investments.
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We fully support a legislative solution that eliminates the inher-
ent unfairness of the present situation, that permits States to claim
monetary damages when the property rights are trampled on, but
exempts States from being held responsible when they violate the
IP rights of others. We urge the prompt consideration and passage
of legislation that meets the difficult constitutional standards set
out by the Supreme Court, and also effectively protects
rightholders against State usurpation of our copyrights. We believe
the bill that has been introduced by you, Chairman Smith and you,
Mr. Berman, H.R. 2344 can accomplish these goals, and we look
forward to looking with you to see that that occurs.

Mr. SMITH. Thank you, Mr. Bohannon.

[The prepared statement of Mr. Bohannon follows:]

PREPARED STATEMENT OF MARK BOHANNON
Summary

eStates’ claims of sovereign immunity are having a detrimental effect on the en-
forcement of our nation’s intellectual property laws.

oThe Supreme Court’s decision to grant states sovereign immunity means that,
because there is no risk of monetary damages, there is no effective deterrent
to prevent states from infringing either intentionally or unintentionally copy-
righted works.

oThe impact on our members involves real cases with meaningful financial con-
sequences. Our testimony offers some very graphic examples that show that
the loophole created by the Supreme Court is becoming a shield behind which
states are increasingly hiding.

oThe result is a fundamental inequity that exists between states and private
parties. While states are immune from damages for infringement, they are free
to sue private sector organizations for violations of copyright.

oThe inequity is magnified by the fact that states are immune even when they

act as commercial players in the market. Increasingly, state agencies and
state-chartered bodies are competing with private sector service and product
providers and companies will face competition from the states without effective
tools to protect their intellectual property investments.

eWe are pleased to testify today in strong support of H.R. 2344.

Statement Text

Mr. Chairman, Ranking Member Berman and members of the Subcommittee, I
appreciate the opportunity to testify before you today on the detrimental effects that
states’ claims of sovereign immunity are having on the effective enforcement of our
nation’s intellectual property laws. We also welcome the opportunity to comment on
your bill, H.R. 2344, the “Intellectual Property Protection Restoration Act of 2003.”

I am Mark Bohannon, General Counsel and Senior Vice President, Public Policy
for the Software & Information Industry Association. With over 600 member compa-
nies, SIIA is the principal trade association of the software code and information
content industry. Our members are industry leaders in the development and mar-
keting of software and electronic content for business, education, consumers and the
Internet. SITA’s members are software companies, ebusinesses, and information
service companies, as well as many electronic commerce companies. Our member-
ship consists of some of the largest and oldest technology enterprises in the world
as well as many smaller and newer companies.

They are united in their concern that the Supreme Court in its Florida Prepaid
decisions, and the lower court decisions that have followed, have created a major
loophole in our laws that is threatening the effective enforcement of our intellectual
property laws. These judicial actions directly and adversely affect our members’ abil-
ity to protect their patents, trademarks and copyrights against state entities and to
protect themselves against state entities competing in the same marketplace.

The Supreme Court’s decision has put SITA and its members in an untenable situ-
ation: because there is no risk of monetary damage, there is no effective deterrent
to prevent states from infringing either intentionally or unintentionally copyrighted
software, movies, sound recordings, literary works and other copyrighted products.
If and when state agencies and entities are discovered to be infringing, the best we
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can hope for is to get them to stop - but only through the costly and time-consuming
effort of going to court to get an injunction. Injunctions, while appropriate in some
situations, simply do not satisfy the need for effective deterrence and resolution of
damages.

The impact on our members is not a constitutional abstraction. It involves real
cases with meaningful financial consequences.! During the six years leading up to
issuance of the Florida Prepaid decision in 1999, 2 we identified at least 77 matters
involving infringements by State entities. Of these 77 matters, approximately 50%
involved State institutions of higher learning. The other 50% consisted of State hos-
pitals, bureaus, public service commissions, and other instrumentalities.3

SITA was extremely conservative in determining which matters involved “state en-
tities” as a basis for our study. If there was any doubt whether an entity was a state
entity, it was excluded from the scope. Furthermore, we only included in our study
obvious and flagrant instances of piracy. We are able to make this determination
largely because after SITA learns of a possible infringement, an audit of the infring-
ing entity’s computers is completed. The audit helps us conclusively determine what
software exists on an entity’s computers and how much of that software is licensed
and how much is illegal. Moreover, the SIIA study covers only those matters re-
ported to SITA. We have no doubt that a far greater number of State infringements
than we are made aware of go undetected and unreported.

In the past year, some very graphic experiences show that the loophole created
by the Supreme Court is becoming a shield behind which states are increasingly
hiding. The most dramatic example of this occurred in February of last year.

Through a confidential source, SITA was alerted to the piracy of hundreds of com-
puter software programs on computers owned by a state hospital center in Balti-
more, Maryland. With the hospital’s approval and full cooperation, their computers
were audited to determine the extent of the piracy. The audit revealed several hun-
dgeddthousand dollars worth of unlicensed software, which the hospital acknowl-
edged.

It is SIIA’s policy to make every reasonable effort to reach a settlement in these
types of cases and to pursue litigation only as last resort when an organization re-
fuses to cooperate. Consistent with our approach, SITA and the state agency hospital
then attempted to work out a settlement. The settlement involved a monetary sum
to be paid ranging from a quarter of a million dollars to three quarters of a million
dollars, with SITA and the hospital negotiating in good faith toward a reasonable
settlement. Although the actual amount of monetary damages at issue in this case
might be disputed, it is evident that the amount was large and directly related to
the amount of software piracy taking place in their facilities. Also, as is the case
with all SITA settlement agreements, the hospital would also have to legitimately
license the software.

On Monday, February 25, 2002, after months of good faith negotiations, SIIA’s
anti-piracy department received a letter from the Maryland state agency hospital
asserting their 11th Amendment immunity and referencing the Florida Prepaid and
Rodriguez cases. They refused to pay any monetary damages. Thus, while the state
agency hospital all but admitted wrong doing and appeared to be willing to settle
the case for hundreds of thousands of dollars in damages, once they discovered this
giant loophole in the law they took full advantage of it. In addition, due to the
shield of sovereign immunity we also have no way to ensure that the hospital has
adequately licensed legitimate software or that the agency has put the proper poli-
cies and procedures in place to ensure that it does not continue, intentionally or un-
intentionally, to engage in software piracy.

In another sovereign immunity case, we were pursuing software piracy by a com-
munity college in New Hampshire that amounted to approximately $50,000 in dam-
ages. The college eventually turned to the Attorney General of New Hampshire who

1By way of background: SITA and its predecessor organization, the Software Publishers Asso-
ciation (SPA), have the longest-running digital anti-piracy program in existence. As a result,
SIIA has been a pioneer in developing the legal framework to protect intellectual property, and
taking direct action to combat software piracy. Started in the mid-1980s, SIIA’s Corporate Anti-
Piracy program identifies, investigates, and resolved software piracy cases on behalf of our mem-

ers.

2Because of confidential settlement agreements, we cannot reveal the identity of the parties
in these matters, and can make this information available only in the aggregate.

3In the overwhelming majority of cases, no litigation actually resulted. This reinforces the
conclusions of the U.S. Copyright Office and U.S. Patent and Trademark Office and others that
the results published in the GAO report (titled “Intellectual Property: State Immunity in In-
fringement Actions) do not accurately reflect the amount of intellectual property infringement
engaged in by state entities because many - if not most - instances of intellectual property in-
fringement never find their way into the courts.
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interceded and terminated negotiations by declaring sovereign immunity and refus-
ing to continue any further discussions. In its letter to us, the Attorney General
threatened that if we sought an injunction against the state entity - an action that
we are legally entitled to take4 - that they would “discontinue all courses offering
training to students in the use of the [] software.” Even more disturbing, the Attor-
ney General also warned us that if we sought an injunction against the community
college, they would seek sanctions against us under Rule 11 of the Federal Rules
of Civil Procedure for allegedly making a frivolous claim.

While, in our view, these two cases are especially outrageous, they represent only
the tip of the iceberg. There are more cases like it - and they increasingly reflect
a trend where state entities are simply turning matters over to their state attorneys
general who respond formulaically and hide behind the shield of immunity. SIIA is
currently involved in several other cases in which the state has already informed
us orally that it intends to assert its sovereign immunity. Quite clearly, this is a
problem that is getting worse, not better.

These cases, and others not documented here, illustrate the fundamental imbal-
ance of the Court’s sovereign immunity decisions. There is no incentive for the state
entity to comply with federal copyright law or to adopt and implement policies and
procedures to be compliant with the law. It is precisely this kind of inequity that
Congress attempted to remedy when it passed the Copyright Remedy Clarification
Act (CRCA) in 1990, and that we are asking the Committee to remedy.

The result is a fundamental inequity that exists between states and private par-
ties. While states are immune to damages for infringing the intellectual property
rights of others, they remain free to sue private sector (both for-profit and non-prof-
it) organizations under federal intellectual property laws for alleged infringements
of their patents, copyrights and trademarks and collect damages.

This inequity is magnified by the fact that, in many cases, state entities receive
immunity even when the action involves commercial activity in the marketplace.
The examples from the lead decisions on sovereign immunity involving claims of in-
tellectual property are illustrative: In Florida Prepaid, the case involved use of a
financing methodology patent by a state-chartered agency. The state agency com-
peted directly with private sector vendors in offering college savings programs. In
Arte Publico v Chavez, the high-profile Fifth Circuit opinion applying Florida Pre-
paid to copyright, the claim of infringement was against the Arte Publico Press, a
for-profit arm of the state-charted University of Houston that sells to the public. In-
creasingly, states are undertaking initiatives that make agencies and state-char-
tered bodies active commercial players competing with private sector service and
product providers. The Supreme Court’s grant of immunity to the states’ means that
more companies will face competition from the states without effective tools to pro-
tect their intellectual property investments.

In this context, it is important to recognize that states are today major owners
of intellectual property and have benefited from federal law and policy to achieve
this result. For example, as a result of the laws passed by Congress, states are free
to file patents and trademarks and, unlike the federal government, are permitted
to assert copyright.> States are increasingly seeing their intellectual property as
strategic assets and utilizing sophisticated licensing management strategies to com-
mercialize their portfolio. Moreover, federal technology policy has for more than two
decades ensured that states, including Universities, are entitled to take title to in-
ventions arising out of the billions of federal research and development dollars that
are invested through grants, contracts and financial assistance in health, science,
agriculture and defense.®

Sovereign immunity has not only caused problems for those SIIA members who
compete in the marketplace with products and services provided by state entities,
but also for those SIIA members who sell, license or co-create their products and
services to or with state entities. For example, in order to obviate the sovereign im-
munity issue from raising its ugly head in a dispute involving a contract entered
into by a company and a state entity, some SIIA members attempt to include bind-
ing arbitration clauses in their contracts. However, state entities will not agree to
such clauses, instead insisting that the court venue must be in their own state.
While the state entities involved in these contractual negotiations rarely give as
their justification the need to play the sovereign immunity trump card in any pos-
sible intellectual property or other dispute, from our vantage point this is clearly
a leading factor in these state entities aversion to such clauses. Our members have
run into other difficulties during contract negotiations with state entities relating

4See Ex Parte Young.
5See 17 U.S.C. 105.
6 See Bayh-Dole Act, 35 U.S.C. 200-212 and related policy memoranda.
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to intellectual property which they believe to be attributable to the great disparity
in negotiating power resulting from a state’s ability to act first and claim sovereign
immunity later.

SIIA fully supports a legislative solution that eliminates the inherent unfairness
of the present situation that permits states to claim monetary damages when their
property rights are trampled on, but exempts states from being held responsible
when they violate the intellectual property rights of others. We urge the prompt
consideration and passage of legislation that meets the constitutional standards set
by the Supreme Court and also effectively protects rights holders against State
usurpation of their copyrights. We believe that the bill introduced by Chairman
Smith, Ranking Member Berman and Mr. Coble - H.R. 2344—accomplishes these
goals.” Therefore, I am pleased to testify today in strong support of H.R. 2344.

We recognize and acknowledge the complex issues involved in the 11th Amend-
ment and its impact in a wide variety of contexts. We do believe that there is a
framework that can pass constitutional scrutiny that will fix the current imbalance
and produce a more solid, predictable relationship with the states. Ultimately, our
ability to achieve such a framework depends on the willingness of the states to ne-
gotiate in good faith toward a compromise that is both constitutional and effective.
To date, the states have been disinclined to engage in such an exercise because they
have no incentive to do so. After all, any legislation in this area would benefit pri-
vate intellectual property owners and would erode the sovereign immunity that
states now enjoy. While we appreciate that the states might not find this appealing,
they cannot continue to have it both ways where they benefit from the protection
of their intellectual property while being immune to damages when they usurp oth-
ers’.

We hope that this dynamic will change and that states will see the need to ad-
dress the injustices that exist in the present system. Certainly, we believe that to-
day’s hearing and the recent introduction of H.R. 2344 (and a similar bill introduced
by Senator Leahy, S. 1191) are very positive steps in that direction. We look forward
to working with the Congress and the states to achieve a legislative solution that
eliminates the unfairness we discuss today.

Thank you again for all your work on the intellectual property issues that have
arisen before your Subcommittee and thank you in advance for your commitment
and work to address our concerns in this area. I will be happy to answer any ques-
tions that the Subcommittee may have.

Mr. SMITH. Mr. Bender.

STATEMENT OF PAUL BENDER, PROFESSOR OF LAW, ARIZONA
STATE UNIVERSITY LAW SCHOOL, AND COUNSEL TO MEYER
& KLIPPER, PLLC, ON BEHALF OF THE PROPERTY OWNERS
REMEDY ALLIANCE

Mr. BENDER. Thank you, Mr. Chairman.

I am here representing the Property Owners Remedy Alliance,
which is a group of copy right owners that strongly supports your
bill H.R. 2344. We would like to thank you for the opportunity of
coming before you and discussing these issues, and especially
thank you for the leadership that you have shown and Congress-
man Berman has shown and Senator Leahy has shown on this
issue of trying to remedy unfairness, which you have identified in
your statement, an unfair situation in which States are able to get
full protection for their own intellectual property but are immune
from damages when they violate other people’s intellectual prop-
erty.

Congress has been trying for more than 10 years to remedy that
situation. In 1990, you passed the Copyright Remedies Clarification
Act to comply with the Supreme Court’s decision in Atascadero
which required that an abrogation of State immunity be very, very

7As members of the Property Owners Rights Alliance (PORA), we direct you to the more de-
tailed comments and testimony on the bill provided by Professor Bender, testifying on behalf
of PORA today.
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clear. And you did that. And then the Court held 9 years later that
it was unconstitutional to do that, and so we are back to the unfair
situation of States having full protection for their property and yet
being immune from damage actions when they infringe on the
property of others.

In my opinion, H.R. 2344 goes a long way toward remedying that
unfairness, and it does so completely in accordance with the rules
that the Supreme Court has laid down in this area. It has three
parts, as has been said by other witnesses.

The waiver part requires the State, if it wants to obtain damages
when its intellectual property is infringed, to waive its immunity
from damage actions against it. I think it is really important to
point out that the waiver that would be required is not a waiver
of all of the State’s sovereign immunity from all kinds of actions.
They don’t have to waive their immunity from negligence actions
arising out of automobile accidents, they don’t have to waive their
immunity from any kind of damage except intellectual property.
And that limited waiver, it seems to me, to be entirely reasonable.
There is a Federal system of intellectual property. Everybody else
playing by a certain set of rules. That is, you can get rights but
you are also violations of rights. And people in this area both use
rights and claim them and also sometimes are accused of violating
them. So it is important that it goes both ways.

And, it is reasonable to say to the States: If you want to partici-
pate in this system, you have to participate on the same basis as
everyone else.

So, it is a limited waiver; it is not a widespread waiver. And it
would seem to me that—Ms. Winner pointed out how valuable it,
is how valuable these property rights are to States that it should
not be impossible to convince States that those values are there.
The State Legislature knows it as well as we do. And, that limited
waiver, so it enters the system on the same basis as everybody
else, is one that is in the State’s interest to make.

So I don’t think there are any constitutional problems with that.
The ex parte Young Provision simply codifies existing law. And I
think it is important to do, because the status of ex parte Young
is a little precarious now, not as a constitutional matter. It is clear-
ly constitutional to sue individuals who violate Federal law. But
the court has sometimes thought that maybe Congress did not
want the doctrine to apply in a particular area. In the Seminole
case it did that, for example. And I think it is important that Con-
gress say that it wants it to apply in this area despite the other
remedies that are available.

The abrogation provision I think is also clearly constitutional be-
cause it only imposes liability on States when they violate the Con-
stitution. The Supreme Court has made it clear that, when States
violate 14th amendment rights, they can be held financially liable
as distinguished from a situation where they violate rights that
arise under Congress’s Article I powers. The draft bill makes States
liable when they violate due process rights or rights under takings
clause, which has been incorporated in the 14th amendment. So it
only applies when States violate the Constitution, violate the 14th
amendment. In the particular case, the plaintiff would have to
show that there was a violation of 14th amendment.
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In that situation, I don’t think it is necessary for Congress to de-
velop the voluminous factual record that the Court has required
when Congress tries to abrogate immunity when States don’t vio-
late the Constitution. For example, in the Morrison case involving
the Violence Against Women Act, the Supreme Court said that you
needed a record of State violations of the Constitution to justify a
statute that addressed all gender motivated violence. Most gender
motivated violence is not State violence, and, therefore, is not un-
constitutional. That kind of prophylactic legislation by Congress,
you need to develop a record. But here, the legislation itself only
applies when there is a violation of the Constitution. And I think
Congress has the power to do that despite how many violations
there have been. As you have just heard, there are violations and
there are an increasing number of violations.

So, with one possible suggestion: Namely, that the remedies bar
what you have in here now, which just bars them from recovering
damages, you might think of broadening that so it really puts them
on the same basis as everybody else and bars them from getting
injunctions the same as other users.

I think this is a really good bill.

Mr. SMITH. Thank you, Professor Bender.

[The prepared statement of Mr. Bender follows:]

PREPARED STATEMENT OF PROFESSOR PAUL BENDER
EXECUTIVE SUMMARY

Mr. Chairman, the Property Owners Remedy Alliance (PORA) welcomes the op-
portunity to present its views on your bill, H.R. 2344, the “Intellectual Property Pro-
tection Restoration Act of 2003.” PORA’s members greatly appreciate your and Mr.
Berman’s interest in this important issue, as well as the time and effort the Com-
mittee staff has devoted to crafting this important legislation.

PORA is an ad hoc group composed of a number of copyright-based companies and
trade associations.! Copyrights are at the core of the business of PORA’s members.
They market copies—or license the public performances—of millions of copyrighted
works. They often sell or license works to States and their instrumentalities, which
are prodigious users of copyrighted materials.

In 1990, with the support of many of PORA’s current members, Congress passed
the Copyright Remedy Clarification Act (CRCA) as a response to Supreme Court
and lower federal court decisions. The CRCA—and its subsequent patent and trade-
mark counterparts—was enacted to redress the inequity of a situation where States,
as intellectual property owners, could avail themselves of the full array of remedies
as plaintiffs, but enjoyed immunity to damage awards as defendants. In 1999, a se-
ries of Supreme Court sovereign immunity decisions resulted in the Fifth Circuit’s
striking down the CRCA. These Supreme Court decisions and their progeny have
immunized States from damage awards when they infringe the federal intellectual
property rights of others, while leaving them free to obtain all statutory remedies-
including injunctions and damages—when their own intellectual property rights are
violated. This is the same situation that existed in 1990.

State immunity from money damage awards for copyright violations is of great
concern to copyright owners-especially at a time when the digital revolution is dra-
matically increasing the scope and gravity of the piracy threat copyright owners
face. PORA’s members are grateful to the Committee for the responsiveness that it
has shown in enacting prophylactic legislation in the past-such as the Digital Mil-
lennium Copyright Act, the NET Act and the Digital Theft Deterrence and Copy-
right Damages Improvement Act of 1999—to deal with new piracy threats caused
bf}"f digital technology. PORA views H.R. 2344 as part and parcel of these legislative
efforts.

1PORA’s members include the American Society of Composers, Authors, and Publishers;
Broadcast Music, Inc.; the Business Software Alliance; the Motion Picture Association of Amer-
ica; the Recording Industry Association of America; Reed Elsevier Inc.; the Software & Informa-
tion Industry Association; and AOL Time Warner Inc.
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We believe that an effective and constitutional sovereign immunity bill should
have three components: (1) a provision that provides an incentive for States volun-
tarily to waive their immunity in exchange for access to full remedies under the in-
tellectual property system; (2) a provision abrogating state sovereign immunity for
unconstitutional violations of intellectual property rights; and (3) codification of the
Ex parte Young doctrine, which permits injunctions against state officials. H.R. 2344
contains all three of these important elements.

For this reason, we strongly support H.R. 2344. Additionally, we respectfully urge
the Committee to strengthen the “remedies bar” in order to preclude the award of
injunctions or damages to non-waiving States. An amendment of this nature will
strengthen the incentive for States to make themselves full and equal participants
in the United States intellectual property system.

Mr. Chairman, the Property Owners Remedy Alliance (PORA) welcomes the op-
portunity to present its views on your bill, H.R. 2344,2 the “Intellectual Property
Protection Restoration Act of 2003.” PORA’s members greatly appreciate your inter-
est in this important issue. We also want to thank Representative Berman for his
long-standing interest in this issue, dating back to the original Copyright Remedy
Clarification Act in the 101st Congress.

PORA is an ad hoc group composed of a number of copyright-based companies and
trade associations. It’s members include the American Society of Composers, Au-
thors, and Publishers; Broadcast Music, Inc.; the Business Software Alliance; the
Motion Picture Association of America; the Recording Industry Association of Amer-
ica; Reed Elsevier Inc.; the Software & Information Industry Association; and AOL
Time Warner Inc. PORA was formed in early 2000 in response to the Supreme
Court’s 1999 sovereign immunity decisions, Florida Prepaid Postsecondary Edu-
cation Expense Board v. College Savings Bank 3 and College Savings Bank v. Florida
Prepaid Postsecondary Education Expense Board.* These decisions, and lower court
decisions that rely on them,5 have created a fundamentally unfair situation in
which States are immune from financial responsibility for any harm that their in-
fringements cause to copyright owners, while at the same time are free to obtain
all statutory remedies—including injunctions and damages-against those who tres-
pass on their rights. The inequity of States being able to play by two sets of rules
caused Congress to change the law in 1990, and these new decisions make it even
more important that Congress do so today.

Copyrights are at the core of the business of PORA’s members. They market cop-
ies—or license the public performances—of millions of copyrighted works. They
often sell or license works to States and their instrumentalities, which are pro-
digious users of copyrighted materials. State immunity from money damage awards
for copyright violations is therefore of great concern to PORA members—especially
at a time when the digital revolution is dramatically increasing the scope and grav-
ity of the piracy threat copyright owners face.

In the past few years, Congress has repeatedly recognized the threat posed to
copyright owners by new digital technology and has acted accordingly.® Enactment
of remedial legislation, in light of the Supreme Court’s 1999 sovereign immunity de-
cisions, is entirely consistent with these past congressional efforts.

2We are grateful to Senator Leahy for introducing S. 1191, which is substantively identical
to H.R. 2344. Our comments on H.R. 2344 therefore apply equally to S. 1191.

3527 U.S. 627 (1999).

4527 U.S. 666 (1999).

58See, e.g., Chavez v. Arte Publico Press, 204 F.3d 601 (5th Cir. 2000); Rodriguez v. Texas
Comm’n on the Arts, 199 F.3d 279 (5th Cir. 2000).

61In light of the threat posed to copyright owners by digital technology, Congress enacted the
Digital Millennium Copyright Act, Pub. L. No. 105-304, 112 Stat. 2860 (1998), which, in part,
makes it illegal to circumvent copyright protection technology, or to alter copyright management
information. In 1997, Congress passed the No Electronic Theft Act, Pub. L. No. 105-147, 111
Stat. 2678 (1997), in order to fill a gap in U.S. law regarding the criminal liability of those who
engage in harmful copyright infringement for non-commercial purposes. The legislative history
of that Act reveals congressional concern that additional penalties were needed to combat elec-
tronic copyright piracy. See generally H.R. Rep. No. 105-339, at 4 (1997). Most recently, Con-
gress enacted the Digital Theft Deterrence and Copyright Damages Improvement Act of 1999,
Pub. L. No. 106-160, 113 Stat. 1774, which significantly increases the statutory damages for
copyright infringement as a means of deterring copyright piracy in a digital environment. See
H.R. Rep. No. 106-216, at 3 (1999) (noting that “copyright piracy of intellectual property flour-
ishes, assisted in large part by today’s world of advanced technologies,” and that “the potential
for this problem to worsen is great. By the turn of the century the Internet is projected to have

)

more than 200 million users. . . .”).
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PREPARED STATEMENT OF THE HONORABLE SPENCER BACHUS, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF ALABAMA

Mr. Chairman, I commend you for your leadership on the very technical subject
of intellectual property and sovereign immunity, and I appreciate the intentions
shared by you and Mr. Berman in introducing H.R. 2344, the “Intellectual Property
Protection Restoration Act of 2003.” If state entities are indeed infringing upon the
rights of intellectual property holders willfully and with impunity, we must seek to
remedy that injustice.

However, I would like to express my concern with the approach outlined in H.R.
2344 to establish such a remedy. Although the legislation purports to level-the-play-
ing field for all holders—both private and state actors—of intellectual property
rights, H.R. 2344, if enacted, may have serious adverse effects on the State of Ala-
bama and the 6th District.

H.R. 2344 would require state entities either to forego intellectual property protec-
tion or waive their constitutional right to sovereign immunity in intellectual prop-
erty cases. However, the constitution in the State of Alabama prohibits the legisla-
ture from waiving its sovereign immunity. Article I, Section 14 of the Alabama con-
stitution prohibits our State from being “a defendant in any court of law or equity.”
Under H.R. 2344, therefore, all state entities would lose their ability to obtain fed-
eral judicial remedies to protect their intellectual property rights unless the state
amended its constitution. In Alabama, a constitutional amendment requires a three-
ﬁlfths majority vote of both chambers of the legislature, as well as a vote of the peo-
ple.

As drafted, H.R. 2344 is likely to disproportionately affect the State of Alabama
and the 6th District. As of 2001, the University of Alabama at Birmingham Re-
search Foundation, located in my district, received more than $15 million dollars
from license agreements and more than $16 million dollars from research agree-
ments. If H.R. 2344 became law, this source of state income could be lost and the
attendant innovation and economic growth would be relocated from the 6th District
to some other state able to waive its immunity. Other public research universities
in Alabama, including Auburn University, the University of Alabama, the Univer-
sity of Alabama in Huntsville, and the University of South Alabama would be simi-
larly affected.

Mr. Chairman, this is an important issue for my State with broad legal and eco-
nomic implications. I hope that we can work together to find a solution to the prob-
lem that you are attempting to address that does not leave Alabama in the unten-
able situation proposed by H.R. 2344.

PREPARED STATEMENT OF R. BRUCE JOSTEN, EXECUTIVE VICE PRESIDENT, U.S.
CHAMBER OF COMMERCE

Thank you Mr. Chairman, Ranking Member Berman, and members of the Sub-
committee, for this opportunity to provide comments on this very important issue.
My name is Bruce Josten and I am Executive Vice President for Government Affairs
at the U.S. Chamber of Commerce. The U.S. Chamber represents more than 3 mil-
lion businesses and organizations of every size, sector, and region.

Our members are deeply concerned about the ability of states and state entities,
such as state universities, to use their constitutional protection from lawsuits to
freely infringe upon the copyright, patent, and trademark rights of others, while at
the same time taking full advantage of copyright, patent, and trademark protection
for their own intellectual property. This bill would not permit the states to have it
both ways: if they want copyright, patent, and trademark protection, they must ex-
pressly waive their sovereign immunity.

BACKGROUND

For over ten years, Congress has been attempting to remedy a series of unfortu-
nate Supreme Court decisions that began in 1962. Under these decisions, the prin-
ciple of sovereign immunity, in the context of intellectual property, has come to
mean that the owners of patents, trademarks, and copyrights cannot sue states even
when the state infringes those intellectual property rights. This is an abuse of the
states’ constitutional protection from suit.

It had been widely thought that when a state engages in an activity that can
properly be regulated by Congress, it impliedly consented to suit in Federal court.!
This principle has been eroded over the years and today states can use their con-

1Parden v. Terminal Railway of Alabama, 377 U.S. 184 (1964).
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stitutional sovereign immunity protection, even for non-governmental activities,
such as unfairly competing with patent owners and infringing their patents.

The U.S. Chamber and its members are deeply concerned about this situation.
The system of patent, trademark, and copyright protection in the United States en-
courages investment in invention and innovation. Such protection assures innova-
tive companies and individuals that they will stand to reap the financial rewards
if their new product or service finds favor in the marketplace. However, when a sub-
stantial group of parties, such as states and state agencies, can disregard these pro-
tections, the intellectual property protections are eroded.

The prospect of state infringement of intellectual property rights will have an ad-
verse effect on the level of investment in research and development of new products
and services. Companies will be reluctant to invest the necessary funds in the devel-
opment of new products when they know that a state or state agency can appro-
priate that product or service for their own use, without licensing the technology
or paying royalties. As states increasingly face budget shortfalls, the likelihood of
their forays into patented or copyrighted commercial ventures increases.

States have not shied away from taking advantage of their unfair status in the
marketplace. According to testimony by Marybeth Peters, Register of Copyrights, in
a July 2000 hearing before this Subcommittee, then called the Subcommittee on
Courts and Intellectual Property, four-year state colleges and universities have reg-
istered over 32,000 monographs since 1978 and this does not include scholarly jour-
nals, magazines, newsletters, and computer programs.

Similarly, the U.S. General Accounting Office reported in 2001 that state institu-
tions of higher learning hold nearly 12,000 patents and 2,700 trademarks in addi-
tion to the 32,000 copyrights.

State universities often obtain their patents with federal funding. They protect
and license these patents the same as would any other patent holder. The U.S.
Chamber and its members believe that the states cannot continue to have it both
ways. If they participate in the commercial marketplace, they must abide by the
rules that apply to everyone.

We recognize that some states, as a matter of policy, seek licenses and attempt
to avoid infringement. However, so long as the threat of infringement remains real
and not theoretical, the chilling effect will continue.

THE PENDING LEGISLATION

H.R. 2344 does not attempt to abrogate state sovereign immunity. Rather, it re-
quires states to expressly waive their immunity if they want to be able to sue to
protect their own patents, trademarks and copyrights. Furthermore, the legislation
creates liability on the part of the states and state agencies if they violate intellec-
tual property owners’ due process rights or unlawful takings rights under the Con-
stitution. Relief under this section of the legislation would include actual damages,
profits, statutory damages, and fees, but would not include treble damages.

This approach is rational and reasonable. It narrowly tailors the solution to the
problem while avoiding the constitutional shortcomings that have undermined past
efforts at legislation. Rather than broadly abrogating the states’ sovereign immunity
protection, it gives the states an incentive to expressly waive their sovereign immu-
nity. The case of Alden v. Maine, 119 S. Ct. 2240 (1999), established that states may
waive their immunity and that Congress may provide incentives for such waivers.
This legislation offers an incentive - the right to sue to protect intellectual property
owned by the states - in exchange for the waiver of immunity when the state or
state agencies are charged with infringement. It is a fair and equitable solution.

The final provision of this legislation provides remedies against officers or employ-
ees of a state or state agency for unlawful infringement, including monetary dam-
ages, declaratory and injunctive relief, costs, attorneys’ fees, and destruction of in-
fringing articles. Codification of this remedy, first defined by the Supreme Court in
Ex parte Young?2, is a necessary legislative step, as the recent resurrection of state
sovereign immunity may be used to erode these protections.

The U.S. Chamber of Commerce enthusiastically supports this legislation and
urges the Subcommittee to favorably report H.R. 2344.

PREPARED STATEMENT OF THE HONORABLE PATRICK LEAHY, A U.S. SENATOR FROM
THE STATE OF VERMONT, AND RANKING MEMBER, SENATE JUDICIARY COMMITTEE

In June 1999, the United States Supreme Court issued a pair of decisions that
altered the legal landscape with respect to intellectual property. I am referring to

2209 U.S. 123 (1908).
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Florida Prepaid v. College Savings Bank and its companion case, College Savings
Bank v. Florida Prepaid. The Court ruled in these cases that States and their insti-
tutions cannot be held liable for damages for patent infringement and other viola-
tions of the federal intellectual property laws, even though they can and do enjoy
the full protection of those laws for themselves.

Both Florida Prepaid and College Savings Bank were decided by the same five-
to-four majority of the justices. This slim majority of the Court threw out three fed-
eral statutes that Congress passed, unanimously, in the early 1990s, to reaffirm
tﬂatsthe federal patent, copyright, and trademark laws apply to everyone, including
the States.

I believe that there is an urgent need for Congress to respond to the Florida Pre-
paid decisions, for two reasons.

First, the decisions opened up a huge loophole in our federal intellectual property
laws. If we truly believe in fairness, we cannot tolerate a situation in which some
participants in the intellectual property system get legal protection but need not ad-
here to the law themselves. If we truly believe in the free market, we cannot tol-
erate a situation where one class of market participants have to play by the rules
and others do not. As Senator Specter said in August 1999, in a floor statement that
was highly critical of the Florida Prepaid decisions, they “leave us with an absurd
and untenable state of affairs,” where “States will enjoy an enormous advantage
over their private sector competitors.”

The second reason why Congress should respond to the Florida Prepaid decisions
is that they raise broader concerns about the roles of Congress and the Court. Over
the past decade, in a series of five-to-four decisions that might be called examples
of “judicial activism,” the current Supreme Court majority has overturned federal
legislation with a frequency unprecedented in American constitutional history. In
doing so, the Court has more often than not relied on notions of State sovereign im-
munity that have little if anything to do with the text of the Constitution.

Some of us have liked some of the results; others have liked others; but that is
not the point. This activist Court has been whittling away at the legitimate con-
stitutional authority of the federal government. At the risk of sounding alarmist,
this is the fact of the matter: We are faced with a choice. We can respond—in a
careful and measured way—by reinstating our democratic policy choices in legisla-
tion that is crafted to meet the Court’s stated objections. Or we can run away, abdi-
cate our democratic policy-making duties to the unelected Court, and go down in
history as the incredible shrinking Congress.

About four months after the Florida Prepaid decisions issued, I introduced a bill
that responded to those decisions. The Intellectual Property Protection Restoration
Act of 1999 was designed to restore federal remedies for violations of intellectual
property rights by states. I have continued to refine this legislation over the years,
and in February 2002, as Chairman of the Judiciary Committee, I held the Senate’s
first hearing on the issue of sovereign immunity and the protection of intellectual
property.

Earlier this month, I introduced the Intellectual Property Protection Restoration
Act of 2003, S. 1191, which builds on my earlier proposals and on the helpful com-
ments I have received on those proposals from legal experts across the country. I
am proud to have the House leaders on intellectual property issues, Representatives
Smith and Berman, as the principal sponsors of the House companion bill, and I
want to commend them for holding this hearing today.

Our bill has the same common-sense goal as the three statutes that the Supreme
Court’s decisions invalidated: To protect intellectual property rights fully and fairly.
But the legislation has been re-engineered, after extensive consultation with con-
stitutional and intellectual property experts, to ensure full compliance with the
Court’s new jurisprudential requirements. As a result, the bill has earned the strong
support of the U.S. Copyright Office and the endorsements of a broad range of orga-
nizations including the American Bar Association, the American Intellectual Prop-
erty Law Association, the Business Software Alliance, the Intellectual Property
Owners Association, the International Trademark Association, the Motion Picture
Association of America, the Professional Photographers of America Association, and
the Chamber of Commerce.

In essence, our bill presents States with a choice. It creates reasonable incentives
for States to waive their immunity in intellectual property cases, but it does not
oblige them to do so. States that choose not to waive their immunity within two
years after enactment of the bill would continue to enjoy many of the benefits of
the federal intellectual property system; however, like private parties that sue
States for infringement, States that sue private parties for infringement could not
recover any money damages unless they had waived their immunity from liability
in intellectual property cases.
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I believe this arrangement is constitutionally sound. Congress may attach condi-
tions to a State’s receipt of federal intellectual property protection under its Article
I intellectual property power just as Congress may attach conditions on a State’s
receipt of federal funds under its Article I spending power. Either way, the power
to attach conditions to the federal benefit is part of the greater power to deny the
benefit altogether. And no condition could be more reasonable or proportionate than
the condition that in order to obtain full protection for your federal intellectual prop-
erty rights, you must respect those of others.

I am encouraged by the Supreme Court’s recent decision in Nevada Department
of Human Resources v. Hibbs, which, although very narrow, suggests that certain
Justices may be starting to realize that the Court has gone too far in sacrificing or-
dinary people’s rights at the altar of sovereign immunity. By upholding the Family
and Medical Leave Act as applied to the States, the Hibbs case also suggests that
a very carefully crafted law, which simply does what is necessary to protect impor-
tant rights, will be upheld.

I hope we can all agree on the need to protect the rights of intellectual property
owners. A recent GAO study confirmed that, as the law now stands, owners of intel-
lectual property have few or no alternatives or remedies available against State in-
fringers—just a series of dead ends.

We need to assure American inventors and investors, and our foreign trading
partners, that as State involvement in intellectual property becomes ever greater in
the new information economy, U.S. intellectual property rights are backed by legal
remedies. I want to emphasize the international ramifications here. American trad-
ing interests have been well served by our strong and consistent advocacy of effec-
tive intellectual property protections in treaty negotiations and other international
fora. Those efforts could be jeopardized by the loophole in U.S. intellectual property
enforcement that the Supreme Court has created.

The Intellectual Property Protection Restoration Act restores protection for viola-
tions of intellectual property rights that may, under current law, go unremedied. We
unanimously passed more sweeping legislation in the early 1990s, but were thwart-
ed by the Supreme Court’s shifting jurisprudence. We should enact this legislation
without further delay.
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STATE OF MARYLAND
TWT TR &Y Y
g F By 0¥ /‘N
Maryland Department of Health and Mental Hygjene
Mental Hygiene Administration

Spring Grove Hospital Center « Dix Building

55 Wade Avenue ¢ Catonsville, Maryland 21228

Parris N. Glendening, Goveraor - Kathieen Kennedy Townsend, Lt Governor - Georges C, Benjamin, M.D,, Sererary
Oscar Morgan, Director

February 19, 2002

William Stevens
McBride, Baker & Coles
500 West Madison Street
40" Floor

Chicago, IL 80681

Re: Spring Grove Hospital
Dear Mr. Stevens:

. with Spﬂng Grove Hospital _IC'Aeincrvmd with
the Maryland Office of the Attorney General, AsI have previously explained to you, Spring

Grove Hospital Center is 2 state operated hospital, and jis employees are state employees. The
Office of the Attomey General is counsel to Spring Grove Hospital Center,

I have discussed your s'et:lerﬁegxt agrecment wi

Under Maryland law and federal law, the State and jts employees may not be sued unless
Sovereign immunity is waived, The State of Maryland has not chosen to waive its immunity.
The courts have repeatedly held that Congress did pot abrogate state sovereignty in enacting the
various copyright statutes. See: Florida Prepaid ol Board v

e, ings Bank, 527 U'S. 627, 636 (1999), Rodriguez v. Commission og the Arts,
199 F.3d 279 (5* Cir. 2000). On advice of the Office of the Attorney General, Spring Grove
Hospital Center and the State wiil not waive jts Tight to sovereign immunity in the instant case,
Thus, the State will not offer payment for any alleged violation of the copyright statutes.

Tepresentatives regarding licensure requirements for itsl ogram. The Hospital has
Teiterated its policy regarding software and the use of camputers with ail staff, and all empioyees
are required to sign a statement that they have been informed of the policy. All computers in
storage and awaiting disposal have had all, programming deleted and MHA is maintaining a
record of all purged computers, Finally, the hospita] has implemented a policy to review
computer usage. The Mental Hygiene Administration will be monitoring the sitiation,

Y
Toll Free 1-877-4MD-DHME TTY for Disubled - Maryland Relay Service 1-800-735-2253
Web Site- www.dbmh.statelmd us
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The State is willing to enter into an agreem

ent stating it continued support of monitoring
of computers and compliance with copyright law.

Sincerely,

—_—

AIDG

Susan R. Steinberg
Special Assistant to the Direct

Cc: William Landis, CEQ
Barbara Hull Francis
Assistant Attorney General
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ATTORNEY GENERATL
STATE OF NEW HAMPSHIRE

33 GAPIIOL €THEET
CaNCORD, NEW BAMIGHIRE 938083-0897

PHILIP T. MrLAUGHLIN plk3} STEVEN W. HOURAN
ATTTENBY CENERAL - - BURTIY ATTORNTY SBHFaAL

- Satware P A "
-"-a m:;:le.s;‘::vy

FAX (313) 9$93-9350

Richard R, Winter, Esquire
McBride, Baker & Coles

500 Wesz Madison Street, 40th Floor
Chicage, INinois 60661-2511

Dear My, Winter:
Tn resp 10 your facsimale d 3 of August 10, 1998, please be advised that, as
we are an educational instmtion, the Techni J College eff necrssary m respond tn your

—
correspondence seceived in June hawe been off for the summer. We have therefore been

unable to gather more specific information. However we are informed aod bebeve that the r_
authorized dealer from whom we purchased the SN licenzes was aware of the intended

use based on the bes of stud oot the ber of machines, and approved such use

ander the aumber of licenses purchased  As previcusly staied, it is our position that our use m
of the I ofrvare bas been at all times consistant with the h purchased

In Tesponse t your threat 1o fite suit in federal coun if we do not agree to pay damages
of $50,000, please be advised that the State i immunc from suit for money damages for
copyvight viniations in federal court under the Eleventh Ameodment of the United States
Constitution. See Liniv._of Hogson v. Chavez, 116 8.Ct 1667, 134 L.Ed.2d 772 (1996),
vacating findiog allowing copyright suit against stte in Chavez v. Ane Publice Press, 59 F.3d
539 (5th Cir. 1995) in view of Semipole Tribe of Florida v Florida, S17US. __ 134
LEd.2d 252, 136 5.C1. 1114 (1996). See also BV Engipering v. Univ, of Calif at 1 A &S8

n

F 24 1394 (9th Ci. 1988) and Richard Anderson Photprachy y Browy, 852 £.2d 114 (4th
Cir. 1588).

Additionally, despite ow belief that the use of the stftware in more than one classroom
but only for ane class with less students than the bz of i pusrchased at a ime, was

within the permi d use of the li purchased, since netification that your iation has
a different interprettion of the permined use under the license, the colloge has removed tha
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software from ali but the machines locsted in one classroom. Theredare, there is ao basis for
filing s complaint requesting injunsiive relief 3s the request is moot.

Kfyour cliemt insists on filing suit to prevent some imagioed fumre passible misuse of
tha softwars, the Callege wAll discontinus all courses offering waining to students in the use of
the I sofrwase and will remove this program from any machings. It hag always been
our intention to comply With the licenses purchased but wo do not wish 10 be involved in
senseless litigation and will net eantinue to offer paining which is essentially free markeung
for QRIS faced with Linigation

Finally, 1t is sur position, based on the previously cited case law, that the filing of a
suit for raoney damages or injunctian wfer having been advised of the Staz's Eleventh
Amendment immunity and discontinugnee of any use that might even arguably be cutside the
purchased licenses would be Frivolous and merit sancriams under FRCP 11

5
m‘ Aﬁnl
Civil Bureau

cc:  Glenn DuBois, Cammissiones
Deparmment of Regional Communisy Techaical Coileges

* Br. Locille Jordan, President,
Regional Community Technical College, Nashua and Claremont
NIsAlk
s0711_1.DOC



Christine O. Gregoire

ATTORNEY GENERAL OF WASHINGTON

900 Fourth Avenue #2000 * Seattle WA 98164-1012

March 26, 2003

Mr. Anthony V. Lupo, Esg.

Arent Fox Kinter Plotkin & Kahn, PLLC
1050 Connecticut Avenue, NW
Washington, DC 20036-5339

RE: Software & Information Industry Association Demand for Audit
Shoreline Community College

Dear Mr. Lupo:

Shoreline Commumity College has completed an audit of software used on its computers.
The attached summary shows that there were 34 unauthorized, unlicensed programs on the
College’s computers. See attached summary. The College has temoved those programs, and in
some imstances, purchased licensed versions.

The College is committed to respecting the intellectual property rights of others, as
evidenced through its Accepteable Use Policy for computers and networking systems. The
College has also taken steps, including education of its employees and monthly scans of the
applications on College computess, to prevent its employees from installing nnlicensed software
on College computers. The College frequently “Ghost” writes the computers in student labs to
ensure clean versions on those COmputers.

While your original demand letter indicated that the College should pay a specified
amount into the SIIA Copyright Protection Fund in exchange for a release, the College is
immune from suit for copyright violations under the Bleventh Amendment. See Chavez v. Arze
Publico Press, 204 F.3d 601 (5™ Cir. 2000). Shoreline Community College is an agency of the
state of Washington. Centralia College Education Association v. Board of Trustees District No.
12., 82 Wn.2d 128, 129, 508 P.2d 1357 (1973). The state of ‘Washington has not waived its
soversign immunity under the Eleventh Amendment. Yakima Indian Netion v. Wash. Dep't of
Revenue, 176 F.3d 1241, 1244-45 (9th Cir.1999), cert. denied, 528 U.S. 1116, 120 8, Ct. 935,
145 L. Bd.2d 813 (2000). For this reason, your request that the College pay for a release of
claims does not appear to be warranted in this situation.

Please let me know whether you require anything further from the College to resolve the

SIIA concerns.
erek

L. Edwards
Assistant Attorney General
Phone; (206) 389-2054



Christine O. Gregoire

ATTORNEY GENERAL OF WASHINGTON

900 Fourth Avenue #2000 ¢ Seattle WA 98164-1012

February 28, 2003

William M. Stevens
Attomney at Law

131 South Dearborm
Chicago, Illinois 60603

Re:  South Seattle Community College
Dear Mr. Stevens:

I represent the Seattle Community College District, including South Seattle Community
College. Your letter to Dennis Colgan, dated February 12, 2003, has been referred to me for
reply. In that letter, you demand payment of $20,742.80 to settle claims for unlicensed SIIA-
member software found on college computers.

The District does not believe that it is liable for this or any amount.

The forty pieces of software that remain in question fall into two categories. First were
twenty-one inadvertent college failures to uninstallh when that
program was being moved from one classroom to another. However, after that move, the
uninstalled copies in the former classroom were not used again. Second were nineteen “rogue”
installations by individuals, which were made without the knowledge or permission of the
District, the college, or any college officer. The Seattle Community College District makes
diligent efforts to try to assure that only licensed software is installed on its computers.
However, it cannot absolutely prevent, nor assume liability for, isolated unauthorized
installations by individuals. South Seattle Community College has removed all unauthorized
software that it found in the recent audit, including “ iSSP and has added software to
try to prevent unauthorized installations on its computers in the future.

In any event, the college, as part of a state institution of higher education, is not subject to
this claim, because the state has not waived its sovereign iminunity. Chavez v. Arte Publico
Press, 204 F.3d 601 (5‘h Cir. 2000); Yakima Indian Nation v. Wash. Dep't of Revenue, 176 F.3d
1241, 1244-45 (9th Cir.1999), cert. denied, 528 U.S. 1116, 120 S. Ct. 935, 145 L. Ed.2d 813
(2000). Cf Centralia College Education Association v. Board of Trustees District No. 12., 82
Wn.2d 128, 129, 508 P.2d 1357 (1973).

Sincerely,

Zmes R. Tuttle
Senior Counsel
(206) 389-2051

cc: Dennis Colgan
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ANDREW ], DHUEY
ATTORNEY AT LAW
456 BOYNTON AVENUE
BERKELEY, CALIFORNIA 94707

TELEPHONE: (510) 528-8200 A
FACSIMILE: (510) 528-8204 ajdhuey@pacbell.net

26 June 2003

- The Honorable Howard L. Berman
2221 Rayburn HOB
Washington, DC 20515

Re: H.R. 2344, Biomedical Patent Management Corp. v.
California Department of Health Services

Dear Representative Berman:

T am an attorney for Biomedical Patent Management Corporation
(“BPMC”), a San Diego-based patent holding company. Mark Bogart, Ph.D.,, is
BPMC'’s president. BPMC holds U.S. Patent No. 4,874,693 (“the ‘693 Patent”),
entitled “ Method for assessing placental dysfunction”. [To view this patent,
please use the following link to the U.S. Patent & Trademark Office:

http://164.195.100.11/netahtml/srchnum htm and enter 4,874,693].

In a nutshell, the ‘693 Patent covers a groundbreaking advance in
prenatal screening for fetal chromosomal abnormalities, especially Down
Syndrome. Using the procedures described by the ‘693 Patent, obstetricians
make informed recommendations to pregnant women on whether expensive,
invasive procedures such as amniocentesis are warranted. Presently, a majority
of the prenatal screens performed nationwide are licensed under the ‘6938 Patent.
Indeed, BPMC'’s licensees include several multi-billion dollar commercial
laboratory corporations.

Each year, millions of women, the majority of those who become pregnant,
receive prenatal screening services covered by the ‘693 Patent. For his
invention, Dr. Bogart received the Inventor of the Year Award from the San
Diego Patent Law Association in 1989 and the DuPont Specialty Diagnostics
Award in 1991.

Presently all large, private sector laboratories that perform prenatal
services covered by the ‘693 Patent are licensed. The only large infringer of the
‘693 Patent is the California Department of Health Services (“Cal. DHS”).
Through state legislation, California has mandated that only its Department of
Health Services, Genetic Disease Branch, shall be responsible for the prenatal
screening covered by the ‘693 Patent. The private sector is excluded from Cal.
DHS’s prenatal screening program, except for certain services Cal. DHS
contracts out to bidders.
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In 1997, BPMC offered to license Cal. DHS under the same standard
licensing terms accepted by all of the large, private clinical laboratory
companies. Cal. DHS refused. In response, BPMC sued Cal. DHS for
infringement of the ‘693 Patent. Biomedical Patent Management Corp. v.
California Department of Health Services, No. 98-CV-0897-K (JFS) (S.D. Cal.
filed May 12, 1998). As its first affirmative defense, Cal. DHS asserted that the
U.S. District Court “does not have jurisdiction under the Eleventh Amendment
of the United States Constitution.” Id., Cal. DHS Answer, filed June 5, 1998.
Alas, when it became clear that Cal. DHS would prevail on its claim of sovereign
immunity, BPMC voluntarily didmissed the case. Id., see Order Granting
Plaintiff's Motion for a Voluntary Dismissal Without Prejudice, filed Nov. 20,
1998.

The Florida Prepaid decision of the Supreme Court [Florida Prepaid
Postsecondary Ed. Expense Bd. v. College Savings Bank, 527 U.S. 627 (1999)]
leaves BPMC with little hope of enforcing the ‘693 Patent against Cal, DHS.
Although the majority in Floride Prepaid considered the possibility that patent
bolders could seek redress against the states in state court actions, Id, at 640-45,
such an action would be a procedural nightmare for any patent holder —
assuming that it is not flatly prohibited by 28 U.S.C. §1338(a) (federal courts
have exclusive jurisdiction over patent infringement actions). The dissenters in
Florida Prepaid outlined the many reasons why state court patent infringement
actions are not realistic (e.g., questions of impartiality, lack of single appellate
court for patent law uniformity, patent law inexperience of state court judges).
Id. at 659 (Stevens, J., dissenting).

H.R. 2344 would return Cal. DHS to the same level playing field as the
commercial laboratories that honor the ‘693 Patent. Without such a legislative
remedy, Cal. DHS will continue to ignore the 693 Patent, and every other
patent covering medical innovations. BPMC hopes that your Subcommittee will
do its part to remedy this inequitable situation.

Thank you very much for your time. Please call me at your convenience if
there is any additional information or assistance I can provide you. My client
and I wish you the best of luck in obtaining passage of H.R. 2344.




