FORTEL CORP. v. PHONE-MATE, INC.

1577

Cite as 825 F.2d 1577 (Fed. Cir. 1987)

as it accrued. 10 CL.Ct. at 85. This dispari-
ty in timing is nothing more than a direct
result of the difference between accrual
method and cash method taxpayers. As
recognized in First Charter, a real dispari-
ty would occur if cash method taxpayers
were allowed to credit accrued but unpaid
interest to their bad debt reserve:

An accrual method taxpayer recog-
nizes interest as it accrues. It will there-
fore take ordinary income at the time the
payment is due. The amount previously
reported as accrued interest is applied to
the taxpayer’s basis in the property.
Consequently, all that it receives when it
sells the foreclosure property is a recov-
ery of capital. Treas.Reg. § 1.595-1(d).
Any recovery of that interest from the
sale of the property cancels out this in-
crease in basis, and no credit is assigned
to the bad debt reserve.

If the recovery of accrued but unpaid
interest by a cash method taxpayer is not
treated as ordinary income, the cash
method taxpayer will take a nontaxable
credit to its bad debt reserve. This cred-
it may or may not reduce the taxpayer’s
bad debt deduction in a later year. The
cash method taxpayer at least defers the
gain. A mere difference in choice of
accounting method should not have such
significant consequences, absent some
clear indication to the contrary.

669 F.2d at 1849-50 (footnote and citation
omitted).

\'

Conclusion

Taxpayer has failed to establish its en-
titlement to a refund in 1972 and 1973.
Treasury’s requirement that the amounts
in dispute be deemed the recovery of ac-
crued but unpaid interest which is taxable
as ordinary income in those years is based
on a reasonable interpretation of LR.C.
§ 595. Accordingly, we reverse the judg-
ment of the Claims Court.
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MARKEY, Chief Judge.

Fortel Corporation (Fortel) appeals from
a final judgment of the United States Dis-
trict Court for the Central District of Cali-
fornia, No. 85-3380-LEW (C.D.Cal. Jan. 27,
1987), granting summary judgment to
Phone-Mate, Inc. (Phone-Mate). We af-
firm.

Background

The facts are undisputed. Phone-Mate
and Fortel are competitors in the field of
telephone answering machines. On May
20, 1985, Fortel sued Phone-Mate for alleg-
edly infringing claims 8-12 of U.S. Patent
No. 4,451,707 (the '707 patent). The pat-
ent, entitled “Ring Detector and Telephone
Line Monitoring System for Telephone An-
swering Instrument”, issued May 29, 1984
to Bradford E. Hanscom who assigned it to
Fortel. The claims in issue, of which only
claim 8 is in independent form, are directed
to electrical circuitry in a telephone an-
swering machine which causes the answer-
ing machine to disconnect from the tele-
phone line when a telephone connected to
the same line as the answering machine is
taken off its hook.

On April 7, 1986, the Patent and Trade-
mark Office (PTO) granted a Request for
Reexamination filed by Phone-Mate on Feb-
ruary 7, 1986 pursuant to 37 C.F.R.
§ 1.510. In its order, the PTO stated that
a “substantial new question of patentabili-
ty affecting claims 8-12” had been raised
in the request. The PTO stated that U.S.
Patent No. 3,985,390 issued to David R.
Winterhalter (Winterhalter) “solves the
problem discussed and claimed [in the '707
patent] as pointed out in the request.”

By April 25, 1986, Phone-Mate had
ceased all activities relating to answering
machines having the allegedly infringing
auto-disconnect feature.

In response to the PTQ’s order, Fortel
filed a document dated April 29, 1986 enti-
tled “Statement of Patent Owner”. After
challenging some of Phone-Mate’s asser-
tions, Fortel stated:
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However, Patent Owner agrees with
the contention of the Requester, that
claim 8 of the ['707 patent] could be
construed to read on the Winterhalter
Patent in a literal sense, although such a
reading would violate the Doctrine of
Equivalents, since there is no equiva-
lency between the Winterhalter circuit
and the [circuit claimed in the 707 pat-
ent].

* * L] * * *

In order to avoid any question with
respect to the claims of the ['707 patent]
distinguishing from Winterhalter, the fol-
lowing amendment is proposed to claim 8
of the ['707 patent]. This amendment
incorporates some of the subject matter
of claim 9, and, for that reason, it is
proposed that claim 9 be cancelled.

Claim 8, with Fortel’s additions italicized
and deletions bracketed, reads:

A monitoring system for controlling
the operation of a telephone answering
system, said monitoring system respond-
ing to direct current voltage differentials
on the telephone line independent of the
actual direct current voltage level of the
telephone line, said monitoring system
including in combination: input circuitry
connected to the telephone line, said in-
put circuitry including circuit means
Jfor producing an output voltage repre-
sentative of the actual direct current
voltage level of the telephone line, and
output circuitry connected to said input
circuitry, [and] said output circuitry in-
cluding a comparator having a first
input terminal connected to the output
of said input circuitry and having a
second input terminal, and self-biasing
circuitry connected to the second input
terminal of said comparator to bias
said second input terminal to a voltage
representing a predetermined percent-
age of the voltage applied to said first
input terminal, said system being re-
sponsive to said direct current voltage
differentials on said telephone line occur-
ring after the telephone answering sys-
tem has been activated by a ring signal
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received over the telephone line to pro-
duce an output signal when said direct
current voltage differentials exceed a
predetermined minimum value so as to
cause the telephone answering system to
return to [its original] the condition 7t
was in before the receipt of the ring
signal.

On September 10, 1986, the PTO issued a
“Notice of Intent to Issue a Reexamination
Certificate” in view of Fortel’s “Statement
of Patent Owner”. On January 20, 1987,
the PTO issued a Reexamination Certifi-
cate confirming claims 1-7, cancelling claim
9, and amending claim 8 (and thus depend-
ent claims 10-12), exactly set forth above.

On January 27, 1987, the district court
granted Phone-Mate’s motion for summary
judgment. The court determined that, be-
cause no asserted claim in the reexamined
patent was without substantive change
from any claim in the original patent, For-
tel had no right to enforce those reexam-
ined claims before the date of the reexami-
nation certificate. Because all of the alleg-
edly infringing acts occurred before that
date, the district court held that Phone-
Mate was entitled to judgment as a matter
of law. ‘

Issue

Whether the district court erred in grant-
ing Phone-Mate’s motion for summary
judgment.

OPINION

L

The claims in Fortel’s reexamination cer-
tificate “have the same effect as that speci-
fied in [35 U.S.C. § 252] for reissued pat-
ents on the right of any person who made,
purchased, or used anything patented by
such proposed amended or new claim, ...
prior to issuance of a certificate under [35
US.C. § 807(a)]” 35 US.C. § 307(b)
(1982); see Kaufman Co. v. Lantech, Inc.,
807 F.2d 970, 976, 1 USPQ2d 1202, 1206
(Fed.Cir.1986). The question of whether

the reexamination statute, section 307, in-
corporates both paragraphs of section 252,
was answered in the affirmative in Kauf
man. Moreover, the House Report states:

Subsection 307(b) provides intervening
rights similar to those provided by patent
law section 252 with respect to reissued
patents. Thus, a person practicing o
patented invention would mot be con-
sidered an infringer for the period be-
tween issuance of an invalid patent
and its conversion through reexami-
nation to a valid patent.

H.R.Rep. No. 1307, 96th Cong., 2d Sess. 8,
reprinted in 1980 U.S.Code Cong. & Ad-
min.News 6460, 6467 (emphasis added).

The first paragraph of section 252 states:

The surrender of the original patent
shall take effect upon the issue of the
reissued patent, and every reissued pat-
ent shall have the same effect and opera-
tion in law, on the trial of actions for
causes thereafter arising, as if the same
had been originally granted in such
amended form, but in so far as the
claims of the original and reissued pat-
ents are identical, such surrender shall
not affect any action then pending nor
abate any cause of action then existing,
and the reissued patent, to the extent
that its claims are identical with the
original patent, shall constitute a con-
tinuation thereof and have effect con-
tinuously from the date of the original
patent. [Emphasis added.]

In Kaufman, this court held that, be-
cause the reexamination claims were ‘‘with-
out substantive change from the original
claims and therefore [were] legally ‘identi-
cal’ within the meaning of § 252, [the pat-
entee could] recover damages for in-
fringing activities performed before the
date of the reexamination certificate....”
807 F.2d at 977, 1 USPQ2d at 1207. Thus,
the reexamination claims had “continuous
effect” from the date of the original pat-
ent. Id., see also Slimfold Manufactur-
ing Co. v. Kinkead Industries, Inc., 810
F.2d 11183, 1 USPQ2d 1563 (Fed.Cir.1987),
affg, 626 F.Supp. 493, 229 USPQ 298 (N.D.
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Ga.1985) (no “substantive change” in reis-
sue).

In Seattle Box Co. v. Industrial Crating
& Packing, Inc., 731 F.2d 818, 828, 221
USPQ 568, 575 (Fed.Cir.1984), this court
determined that reissued claims were
broadened in scope with respect to the orig-
inally issued claims and reversed an award
of damages for activities performed before
the reissue date, stating:

Congress, in [the first paragraph of
section 252], has explicitly limited claim
continuity to claims in the reissued pat-
ent identical to claims in the original
patent. The statute does not allow the
claims of the original patent some other
form of survival. The original claims are
dead. The statute permits, however, the
claims of the reissue patent to reach
back to the date the original patent is-
sued, but only if those claims are identi-
cal with claims in the original patent.
With respect to new or amended claims,
an infringer’s liability commences only
from the date the reissue patent is is-
sued.

Id. at 827, 221 USPQ at 574-75 (emphasis
in original).

Thus the sole issue in this appeal is
whether the district court erred in deter-
mining that the amended claims in the re-
examination certificate were not substan-
tively identical with the original claims,
thus precluding enforcement of the amend-
ed claims for the period before the certifi-
cate issued.

IL

In Fortel’s briefs before this court, and
in its opposition in the district court to

1. 35 US.C. § 252 {2 reads:

No reissued patent shall abridge or affect
the right of any person or his successors in
business who made, purchased or used prior
to the grant of a reissue anything patented by
the reissued patent, to continue the use of, or
to sell to others to be used or sold, the specific
thing so made, purchased or used, unless the
making, using or selling of such thing in-
fringes a valid claim of the reissued patent
which was in the original patent. The court
before which such matter is in question may
provide for the continued manufacture, use or
sale of the thing made, purchased or used as
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Phone-Mate’s summary-judgment motion,
the issue is mischaracterized. Fortel de-
voted its briefs and opposition, in their
virtual entirety, to an attack on applicabili-
ty of the doctrine of intervening rights.
The doctrine is codified in the second para-
graph of section 252.! Fortel’s argument
that the doctrine does not apply is correct
but irrelevant.

This case does not now involve and never
has involved the applicability of the doc-
trine of intervening rights. Phone-Mate
never asserted that affirmative defense, it
being undisputed that Phone-Mate ceased
all allegedly infringing activity before the
reexamination certificate issued. See, e.g.,
Seattle Box Co. v. Industrial Crating and
Packing Inc., 756 F.2d 1574, 1579, 225
USPQ 357, 361 (Fed.Cir.1985) (intervening
rights is defense to infringing activity oc-
curring after reissuance). Fortel incorrect-
ly and improperly attempted to have this
court and the district court believe that
Phone-Mate relied on the doctrine of inter-
vening rights as the basis for its summary-
judgment motion, and to have this court
believe that that defense was the basis for
the judgment appealed from.

The nearest Fortel comes to the issue on
appeal lies in its passing suggestions that it
did not intend its amendments to create a
substantive difference and that the amend-
ments are similar to limitations in cancelled
claim 9 and original claim 10. Neither sug-
gestion establishes that amended claim 8 is
substantively identical to any original
claim,

That amended claim 8 is substantively
different from original claim 8 is an ines-

specified, or for the manufacture, use or sale
of which substantial preparation was made
before the grant of the reissue, and it may
also provide for the continued practice of any
process patented by the reissue, practice, or
for the practice of which substantial prepara-
tion was made, prior to the grant of the reis-
sue, to the extent and under such terms as the
court deems equitable for the protection of
investments made or business commenced be-
fore the grant of the reissue.
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capable conclusion upon a mere reading of
those claims. Indeed, Fortel admits in its
reply brief that newly inserted limitations
in claim 8 are “slightly broader” than the
corresponding limitations in the original
claims. No further discussion is neces-
sary.?

Fortel has shown no error in the district
court’s determination that reexamined
claim 8, and thus its dependent claims, see
35 U.S.C. § 112 14, were not substantively
identical to the original claims within the
meaning of 35 US.C. § 252 1.

CONCLUSION

The district court correctly determined
that Fortel's claims in the reexamination
certificate were not substantively identical
to the claims in its original *707 patent and
properly denied enforcement of the patent.
It being undisputed that no allegedly in-
fringing acts occurred after the date of the
reexamination certificate, the doctrine of
intervening rights is irrelevant in this case.
The district court’s grant of Phone-Mate’s
motion for summary judgment must be af-
firmed.

AFFIRMED.
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2. Though we admit to substantial difficulty in
understanding the basis for filing and prosecut-
ing this appeal, we are willing to accept misper-

Board of Appeals and Interferences award-
ing priority of invention to inventors. The
Court of Appeals, Pauline Newman, Circuit
Judge, held that for proof of actual reduc-
tion to practice, it was necessary for junior
party to have demonstrated not only that
his apparatus contained means for altering
robot operation, but that he actually per-
formed this step.

Affirmed.

1. Patents €=90(5)

Proof of actual reduction to practice
requires demonstration that embodiment
relied upon as evidence of priority actually
worked for its intended purpose.

2. Patents €=90(5)

Every limitation of interference count
must exist in the embodiment and be
shown to have performed as intended.

3. Patents ¢=90(5)

For proof of actual reduction to prac-
tice, it was necessary for junior party to
have demonstrated not only that his appa-
ratus contained means for altering robot
operation, but that he actually performed
this step.

4. Patents ¢106(2)

Junior party did not properly raise con-
tention that senior party should have been
estopped from arguing that junior party’s
specifications  supported interference
counts; junior party’s right to make the
counts was not decided adversely to him,
and interference proceeded at his initiative.
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ception of the law as that basis, rather than
frivolity.



