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l. INTRODUCTION

1.1 Indocument L/6160 of 29 April 1987, the European Economic Community (the Community)
informed contracting partiesthat it had requested Article XXI11:1 consultations with the United States
concerning the application of Section 337 of the United States Tariff Act of 1930. On 17 June 1987,
the Community raised its complaint in the Council and reserved its right to request the establishment
of a panel a the next Council meeting if no satisfactory solution could be found in the meantime
(C/IM/211, item 8). At the Council meeting of 15 July 1987, the Community informed the Council
that the requested Article XXI11:1 consultations had been held on 10 July 1987 but had not led to a
satisfactory solution, and requested the establishment of a pand (C/M/212, item 10). The Council
agreed, at its meeting of 7 October 1987, to establish a panel and authorised the Council Chairman,
in consultation with the parties concerned, to draw up the terms of reference and to designate the
Chairman and members of the Panel (C/M/213, item 9).

1.2 The following terms of reference and composition of the Panel were communicated by the
Chairman of the Council on 4 January 1988 (C/153).

Terms of reference

"To examine, in the light of the relevant GATT provisions, the matter referred to the
CONTRACTING PARTIES by the European Economic Community in document L/6198, and
to make such findings as will assist the CONTRACTING PARTIES in making the
recommendations or rulings provided for in paragraph 2 of Article XXIII."

Composition

Chairman: H.E. Mr. Graham Fortune

Members. Professor Andreas Lowenfeld, New York University, School of Law
Mr. Pierre Pescatore, former Judge, European Court of Justice

1.3 Thematter referred to the CONTRACTING PARTIES by the European Economic Community
was described in document L/6198 as follows:

"On 22 April 1987 the European Community requested consultations with the United States under
Article XXI11:1 of the General Agreement concerning the application of Section 337 of the US
Tariff Act 1930 (document L/6160).

"The request for consultations resulted from an examination of a specific case where for the
purpose of enforcing private intellectual property rights imported goods were subjected to a
separate and distinct procedure solely by virtue of their non-USorigin. The EC considered that
adenial of national treatment within the meaning of Article Il of the General Agreement resulted
from the different rules applicable under Section 337 and that this denia does not fall within
the provisions of Article XX(d) of the Genera Agreement. The EC therefore considers the benefits
accruing to it under the Genera Agreement are being nullified and impaired through the application
of the provisions of Section 337."

1.4 AttheCouncil meetingsof 15 July and 7 October 1987, Canada, Hong Kong, Japan, theRepublic
of Koreaand Switzerland each reserved its right to make asubmission to the Panel. The Panel offered
these contracting parties the opportunity to make both a written submission and an oral presentation.
Canada, Japan, the Republic of Korea and Switzerland availed themselves of this opportunity.



1.5 The Pand met on 4-5 March, 9-10 May, 8-9 June and 19-20 October 1988. It met with the
parties to the dispute on 4-5 March and 9-10 May 1988 and with interested third contracting parties
on 4 March and 9 May 1988.

1.6 The Pand was informed on 10 May 1988 that the parties to the "specific case" referred to by
the Community inits complaint had executed on that day a private settlement agreement between them
(see paragraph 2.9 below).

1.7 Since the Panel began itswork, Section 337 of the United States Tariff Act has been amended,
as summarised in Annex Il. The present report, that is to say the presentation of the factual aspects,
the arguments of parties and the findings and conclusions, is based on Section 337 as it was when the
decision to establish the Panel was taken in October 1987.

1. EACTUAL ASPECTS

(i)  Section 337

2.1 ThisSection describesrelevant United States|egislation and practice asat thetime of the Council
decision to establish the Panel in October 1987. Section 337 has been amended by the Omnibus Trade
and Competitiveness Act of 1988. The same Act also amended the protection accorded under
United States patent law in respect of products produced by a process patented in the United States.
The main changes are summarised a Annex Il of this report.

2.2 Under Section 337 of the United States Tariff Act of 1930 unfair methods of competition and
unfair acts in the importation of articles into the United States, or in their sale, are unlawful if these
unfair actsor methods of competition havethe effect or tendency to (i) destroy or to substantially injure
an industry efficiently and economically operated in the United States, (ii) prevent the establishment
of such anindustry, or (iii) restrain or monopolisetradeand commercein theUnited States. Theunfair
acts and methods of competition in question include the importation or sale of goods that infringe valid
United States patents. Section 337a specificaly applies Section 337 to the importation or sde of products
produced abroad by a process covered by a United States patent. Since it was revised in the Trade
Act of 1974, themgjority of investigationsunder the Section 337 have concerned alleged infringements
of patents. The text of Section 337 as of October 1987 is reproduced at Annex | to this report.

2.3 Remediesavailableunder Section 337, in the event of aviolation of the Section, consist of orders
excludingthearticles concerned fromimportationinto theUnited States(exclusionorders) and/or cease
and desist ordersdirecting parties violating Section 337 to stop the act or method of competition found
to beunfair. The exclusion order may be a general order covering all imports that, in a patent-based
case, infringethe United Statespatent in question, or may belimited to goods produced by arespondent
in the case.

(i) The USITC and the decision-making process in Section 337 cases

2.4 Investigations under Section 337 are carried out by the United States International Trade
Commission (USITC). The USITC is an independent administrative agency of the United States
Government. TheUSITC isnot created as acourt under Article I11 of the United States Constitution,
but isauthorised and directed by Congress to conduct proceedings under Section 337 which aresimilar
to court proceedings. Section 337 proceedings are subject to the Administrative Procedure Act, which
governssimilar "quasi-judicid proceedings’ conducted by numerous agencies of the United States Federa
Government.



2.5 In Section 337 proceedings, three component parts of the USITC - the Commission itself, the
administrative law judge designated by the Office of Administrative Law Judges, and the Office of
Unfair Import Investigations - are required to perform separate roles. Section 554(d) of the
Administrative Procedure Act requires strict separation of functions performed by various divisions
of the USITC.

- Final determinations on violation of Section 337 and on any remedies are made by the
Commission. The Commission is composed of six Commissioners, who are appointed
by the President of the United States with the advice and consent of the United States Senate.
Statutory qualifications demanded of Commissionersarethat they beUnited Statescitizens
and, inthejudgment of the President, possess qualificationsrequisitefor devel oping expert
knowledge of international trade problems and efficiency in administering the duties and
functions of the Commission. Not morethan three of the Commissioners may be members
of the same political party and, in making appointments, it is required that members of
different political parties be appointed aternately as nearly as may be practicable. The
Chairman and the Vice-Chairman of the Commission are designated by the President from
among the members. Commissioners are appointed for aterm of nine years, and are not
normally eligible for reappointment.

- The final determination of the Commission of the USITC in Section 337 investigations
is made on the basis of an initial determination by an administrative law judge. The
adminigtrative law judge conducts the discovery phase of the investigation and the subsequent
hearing. In taking evidence and considering written and oral legal arguments, the
administrative law judge is required to exercise independent judgment and is not under
the direction of the Commission in the conduct of Section 337 proceedings or in the issuance
of initial determinations in any particular case. In order to protect their independence,
the Administrative Procedure Act provides that administrative law judges may not be
removed except for cause or under areduction in force based on seniority. TheUSITC's
say in therecruitment of administrative law judgesis limited to choosing one out of three
names put forward by an independent agency (the Office of Personnel Management). No
ex_parte contacts are permitted in connection with a particular case between the
administrative law judge and his or her staff, on the one hand, and the Commissioners
and their staff advising them on the case, on the other.

- An investigative attorney of the Office of Unfair Import Investigations of the USITC acts
as, and is treated as, a full party in all Section 337 investigations. The investigative
atorney's réleisto represent the public interest. The Commission investigative attorney
isrequired to operate in any given Section 337 proceeding independently of the direction
of the Commission. The investigative attorney may support the complainant or the
respondent, or may support complainant on some issues and respondent on others. The
investigative attorney may also raiseissues not raised by either complainant or respondent.
No ex parte contacts with the Commissioners or the administrative law judge are allowed
once the Commission votes to initiate an investigation. Prior to initiation of the
investigation, the Office of Unfair Import Investigations advises the Commissioners on
whether the papers submitted by the complainant comply with the requirements for initiation
of investigations and is available to the complainant to assist in the formulation of the
complaint.




2.6

(iii) Outline of Section 337 proceedings

The main steps in a Section 337 proceeding under the USITC may be summarised as follows:

@

(b)

(©

(d)

(€

(f)

(9)

(h)

A Section 337 complaint isinitiated by filing a complaint with the USITC. Beforefiling
its complaint, the complainant may confer with the Office of Unfair Import Investigations
of the USITC to ensure that the complaint isin proper form.

If the complaint is properly filed, the USITC must decide within thirty days of filing
whether toinstituteaninvestigation. During this period both the complainant and potentia
respondents may consult with, or may be consulted by, the Office of Unfair Import
Investigations. The USITC decides by vote and, if the decision is affirmative, notice of
the investigation is published in the United States Federal Register. The statutory time-limits
for the investigation commence from the date of publication of such notice.

A response to the complaint is required from al named respondents within twenty days
of publication of the notice of investigation (thirty daysin the case of respondents outside
the United States).

Once instituted, the investigation is assigned to one of the administrative law judges of
the USITC for the collection of evidence, a hearing, and an initial determination.

The discovery phase begins on institution of the investigation, and generaly lasts five to
six months, unless the case is designated by the USITC as "more complicated"”.

Following the close of discovery, a hearing is held before the administrative law judge
which generaly lasts about two weeks. All legal and equitable defences that would be
relevant to patent infringement actions in federa district courts may be raised by a
respondent. In addition, certain defences unique to Section 337 may be raised, such as
alack of aUnited States industry efficiently and economically operated, or lack of injury
to that industry.

Within nine months of publication of the notice in the Federa Register (fourteen months
in more complicated cases), the administrative law judge is required to issue an initial
decision, comprising, in patent-based cases, findings of fact and conclusions of law about
the validity and enforceability of the patent in question, the infringement of the patent if
itisfound valid, and on whether any such violation hasthe effect or tendency (i) to destroy
or substantialy injure an industry efficiently and economically operated in the United States,
or (ii) to prevent the establishment of such an industry.

Within ten days of the initial determination, any party (except a defaulting party) can
request review by the Commission of any issue relevant to the initial determination. The
Commission may also order review on its own initiative. Review will be granted if at
least one member of the Commission votes to order review. |If the Commission does not
elect to review the case, the administrative law judge sinitia determination stands as the
final determination of the USITC on the question of violation. If the Commission reviews
theinitial determination, it may make its own findings and conclusions of law, based on
the evidentiary record prepared by the administrative law judge. The parties are given
the opportunity to submit briefs and, in appropriate cases, present oral arguments on the
issues under review.



(i)  If the Commission determines that there has been a violation of Section 337 (or lets the
determination of the administrative law judge to that effect stand), it then considers the
relief, if any, that should be provided. It must consider the effect of any such relief on (i)
public health and welfare, (ii) competitive conditionsin the United States economy, (iii)
the production of like or directly competitive articles in the United States, and (iv)
United States consumers. It may deny or limit relief on the basis of these public interest
considerations. ltsfind determination must be made within twelve months (eighteen months
in more complicated cases) of the publication of notice of investigation in the Federal
Register.

()  If theCommission grantsrelief to the complainant, the President hassixty daystoreview
the USITC determination and order for policy reasons. If an exclusion order has been
made, the goods concerned may still beimported during the period of Presidentia review,
subject to the posting of a re-exportation bond in an amount fixed by the USITC.
Disapprova by the President renders the order without force or effect. Otherwise the
order comesinto full force on the date when the USITC receives notice of formal approval
or, if no Presidentia action is taken, on the day after the expiry of the sixty day period.

(k)  Any person adversdly affected by afinal determination of the Commission can appea the
determination and order to the United States Court of Appesals for the Federal Circuit,
the same court that hears appeals from decisions of United States federal district courts
in patent cases.

2.7 If the complainant seeks atemporary exclusion order under Section 337, an evidentiary hearing
with respect to temporary relief must be held and the initia determination of the administrative law
judge as to whether temporary relief should be granted must be completed within four months of the
notice of investigation. For temporary relief to be granted, it must be determined that there is reason
to believe there is a violation of Section 337 and certain discretionary factors must be considered.
If the administrative law judge' s initial determination on temporary relief is not reviewed by the
Commission, it becomes the determination on temporary relief within thirty days, subject to
consideration of the public interest factors referred to in Section 337(e). If the Commission decides
to review it, the review must be completed within sixty days. As with final determinations of the
Commission, the President has sixty days in which to disapprove a Commission determination on
temporary relief. Temporary exclusion orders are effective for the remaining duration of an investigation.
While a temporary exclusion order is in effect, importation of the articles concerned may only take
place on the posting of a bond in an amount determined by the USITC.

(iv) Differences between Section 337 and federal district court proceedings

2.8 Much of the argumentation devel oped beforethe Panel concerned therel ationship and differences
between patent-based Section 337 actions and litigation in federal district courts under United States
patent law. The following are the main features of this relationship and of these differences as understood
by the Panel:

(& Theforum: Section 337 casesareconducted by theUSITC. Litigation under United Statespatent
law is brought before federal district courts.

(b) Decision-makers: The decision in a Section 337 case is taken, by maority vote, by the
Commissioners of the USITC on the basis of an initial determination of an administrative law
judgeof theUSITC. Infedera district court patent proceedings, decisions aretaken by afederal
judge or by ajury.




(©

(d)

Applicable procedures: Section 337 investigations must conform to the requirements of the

adjudicatory provisions of the Administrative Procedure Act and the USITC's Section 337 rules
of procedure. Federal district court procedures arethose of the Federal Rules of Civil Procedure.

Jurisdiction:

(i)

(i1)

(iii)

(iv)

(€

The USITC has jurisdiction only over unfair practices in import trade, such as patent
infringement, that have stated effects on an industry (or trade and commerce) in the
United States. Thus in order to have standing to bring a complaint the complainant, whether
aUnited States or foreign national, must be using the patented invention in question for
an industrial activity in the United States. Complaints of infringement of United States
patents may be filed before federal district courts by any owner or exclusive licensee of
a United States patent, whether or not the plaintiff is using the patent in manufacturing
in the United States (or anywhere else), and whether or not injury, as defined in
Section 337, is claimed.

A Section 337 action may be brought only in respect of imports of articles adleged to infringe
aUnited States product or process patent - that isthe actual importation or the subsequent
sale of those articles. A federa district court patent action may be brought in respect of
imported goods and/or domestically produced goods, with one exception: asthelaw stood
in October 1987, the owner of a United States process patent could not bring a cause of
action in afedera district court against imports of products that are produced outside the
United States by a process patented in the United States, based solely on aleged
infringement of the process patent.

In cases over which the two fora have jurisdiction, the complainant has the right to file
a complaint in either forum or in both. This may be done either simultaneously or
consecutively, with one exception - a fina negative finding on the patent
(invalidity/non-infringement) by afederal district court precludesasubsequent Section 337
investigation on the same cause of action. A negative Section 337 determination, even
when based on the patent issues, does not, at least formally, preclude relitigation of the
sameissuesunder United Statespatent law, becauseUSITC determinationsarenot formally
considered to have res judicata or collateral estoppel effect. For the same reasons, a
disappointed respondent in a Section 337 case is not, at least formally, prevented from
relitigating defenceson patent issuesbeforeafederal district court, by seeking adeclaratory
judgment of invalidity of the complainant's patent.

Under Section 337, itisnot necessary to establish in personam jurisdiction over al parties,
asisrequired for federal district court litigation, except with respect to cease and desist
orders directed against aparty. Thejurisdiction of federa district courts under existing
law extends only to parties that can be served with valid process in accordance with Rule
4 of the Federal Rules of Civil Procedure. Under Section 337, the proceeding isinitiated
by publication of the notice of the institution of the investigation in the Federal Register.
In addition, copies of the complaint and of the notice in the Federal Register are mailed
to all respondents named in the notice and to the government of each country of foreign
respondents.

Default: Under a Section 337 proceeding, if arespondent fails to respond to a complaint
the complainant is required to establish a prima facie case of violation of Section 337 for
relief tobeordered. Federal district courtshavetheauthority to enter ajudgment by default
to establish patent infringement.



(f)

(9)

(h)

(i)

()

Time-limits: The USITC isrequired by statute to complete Section 337 investigations
and makeitsfinal determination withintwelvemonthsor, in casesdesignated by theUSITC
as "more complicated”, within eighteen months, of the date of publication of the notice
of investigation. The maximum time allowed from filing to disposition of a Section 337
case, including the period between filing and initiation and the period for Presidential
review, is thus fifteen months (twenty one months in more complicated cases). Patent
litigation in federa district courts does not proceed according to a statutorily determined
time-schedule, and the period taken varies considerably from case to case. In the year
1 July 1986 - 30 June 1987, the average time for disposition of the patent casesin federal
district courts that completed trial wasthirty-one months. Thisincluded time for separate
hearings in some cases on damages, counterclaims and other claims that might be joined
to the patent infringement action.

Protective orders on confidential information: It isstandard practicein Section 337 cases
for the administrative law judge to issue a " protective order", which sets forth the terms
under which confidential information is produced by each side for the benefit of the
administrativelaw judge and counsel for the partieswithout being di scl osed to management
of the other party or to the outside world. Typicaly a protective order provides that
confidentia information provided by one party is made available to outside counsel of
the other party but not to management. While in-house counsa may sometimes be permitted
access to such information upon agreeing not to share it with management, the more usual
practice is to deny access to al persons, including in-house counsel, connected with the
management of aparty. The USITC explains this practice as a way to secure voluntary
compliancewithdiscovery requestswithout challenge. Protectiveordersarea soobtainable
in district court litigation under Rule 26(c) of the Federa Rules of Civil Procedure,
including orders "that a trade secret or other confidential research, development, or
commercia information not be disclosed or be disclosed only in a designated way" - for
instance only to outside counsel. However, while such orders are frequently issued in
patent litigation, they are not automatic and their scope is subject to the discretion of the
judge after hearing both sides. The ordersmay betailored toindividual discovery requests
in particular cases.

Counterclaims: The USITC does not have jurisdiction in Section 337 proceedings to
entertain counterclaims. In federd district court proceedings, counterclaims, whether or
not related to the principal claim, may beraised inthe samelegal action. Assertionswhich
constitute defences to patent infringement, for example inequitable conduct or antitrust
violations, may, however, be raised as defences in Section 337 proceedings.

Economic requirements: The complainant in a Section 337 action has to show that the
effect or tendency of the patent infringement is to destroy or to substantialy injure an
industry efficiently and economically operated in the United States, or to prevent the
establishment of such an industry. No comparable requirement exists in patent litigation
in federal district courts.

Public interest considerations: Before issuing an order under Section 337, the USITC
isrequired to consider the effect of its order on: public health and welfare; competitive
conditions in the United States; the production of like or directly competitive articles in
the United States, and United States consumers. No comparable requirement exists in
litigation in federal district courts.




(k)

U]

(m)

(n)

(0)

v)

- 10 -

Presidential review: The President of the United Statesis authorised to disapprove orders
of the USITC under Section 337 on policy grounds, within sixty days of their issuance.
No Presidential review exists for federal district court decisions.

Remedies: The principa remedy availableunder Section 337 isaninrem exclusionorder,
either limited to the goods of named respondents or applicableto al imports of infringing
goods, even those produced by non-parties. The Commission may aso issue cease and
desist orders, typically to parties in the United States such as importers or vendors. In
patent actionsin federal district courts remedies operatein personam, i.e. against persons
who have been served in the action or have participated therein. The main remedies are
injunctions, accounting for profits, and damages, either compensatory or, in case of wilful
infringement, multiple. In exceptional cases, attorney's fees may be awarded in federal
district court litigation e.g. in cases of wilful infringement by the defendant or inequitable
conduct by the patentee.

Enforcement of remedies: Section 337 exclusion ordersare enforced, without any further
action by the complainant, by the United States Customs Service at ports of entry into
the United States. A cease and desist order by the USITC may be addressed directly to
a party over which it has in personam jurisdiction, such as an importer or distributor.
Sanctionsfor violation of suchan order, including civil penaltiesand mandatory injunctions
(enforceable by contempt proceedings), may be enforced in a civil action brought by the
USITC inafederd district court. Infederal district court patent actions, injunctions may
be enforced through a contempt proceeding in that court usualy initiated by the plaintiff.

Preliminary relief: Preliminary relief under Section 337 consistsof atemporary exclusion
order (or a temporary cease and desist order). Such relief lasts only as long as the
investigation. Importation of goods covered by atemporary exclusion order is permitted
only against the posting of a bond of an amount fixed by the USITC. In federa district
court litigation, preliminary injunctions may be issued against an aleged infringer and
normally cannot be suspended by the posting of a bond by the defendant; however, the
plaintiff is required to post a bond which can be used to compensate the defendant in the
event that the defendant ultimately prevails. Under Section 337, the complainant is not
required to post abond and no damages for any lossesto |l egitimateinterestsresulting from
atemporary exclusion order can be recovered where the respondent prevails in the fina
determination.

Judicia review: Both USTC Section 337 determinations and federd district court decisions
are subject to judicia review, on appeal, by the Court of Appeasfor the Federal Circuit.
The Court of Appeals applies the same standard of review for issues of law to decisions
of either forum. On questions of fact, USITC determinations are reviewed on the basis
of the "substantial evidence" standard, i.e. whether the factual findings are supported by
substantial evidence. The same standard is used to review the factual findings of juries
in federal district court litigation; factual findings by federa district judges are subject
to a"clearly erroneous’ standard.

The Certain Aramid Fibre case

2.9 The "gpecific case" referred to by the European Economic Community in its complaint to the
GATT Council (paragraphs 1.3 and 1.6 above) was a Section 337 investigation entitled " In the Matter
of Certain Aramid Fiber". On 18 April 1984, E.I. du Pont de Nemours and Company (Du Pont) filed
a complaint with the USITC under Section 337 alleging the importation, sale and marketing in the
United States of certain aramid fibre produced by Akzo N.V. (Akzo) in the Netherlands by a process
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for which Du Pont had received a patent in the United States. On 25 November 1985, following
completion of proceedings under Section 337 within the eighteen month period provided for more
complicated cases, the USITC held that Du Pont's process patent was valid and infringed and that imports
of the infringing product had a tendency to injure an industry efficiently and economically operated
inthe United States. The USITC issued alimited exclusion order prohibiting the entry of aramid fibre
in the form of fibre, yarn, pulp, staple, chopped fibre, paper, felt or fabric made abroad by Akzo,
or any related business entities, using the patented process in question, for the remaining life of the
patent (i.e. until 23 October 1990). The President did not disapprove the USITC's determination.
The public version of the record of the investigation (No. 337-TA-194) was published in USITC
publication 1824 of March 1986, entitled "In the Matter of Certain Aramid Fiber". Akzo appealed
the USITC determination to the Court of Appeals for the Federal Circuit which, in a ruling of
22 December 1986, affirmed the exclusion order (Akzo N.V. v. USTC, 808 F.2d 1471 (Fed.Cir.1986)).
Akzo thereafter applied for review to the Supreme Court. By order of 1 June 1987, the Supreme Court
declined to review the judgment of the Court of Appeals (Akzo N.V. v. USITC, 107 Supreme Court
Reporter 2490.) On 10 May 1988, following litigation in several other countries, Du Pont and Akzo
executed a settlement agreement on aramid fibre, including a licence granted by Du Pont to Akzo to
import limited quantities of aramid fibreinto the United States during the remaining term of the patent.

. MAIN ARGUMENTS

(i)  Scope of the complaint

3.1 The Community initially requested the Panel to making findings concerning the compatibility
with the United States GATT obligations of the application of Section 337 both in general and in
the Certain Aramid Fibre case. In the light of the settlement agreement between Du Pont and Akzo
(see paragraph 2.9 above), the Community subsequently withdrew its regquest to the Pand to make
specific findings in the Certain Aramid Fibre case. The Community however maintained its request
that the Panel find that:

(i) theUnited States had failed to carry out its obligations under Article I11.4 of the General
Agreement by applying procedures under Section 337 of the United States Tariff Act of 1930
which subjected imported goodsto atreatment whichwas|essfavourablethan thetreatment
accorded by United States federal district courts to goods of national origin in patent
infringement suits;

(i)  accordingly, to the extent to which products originating in the Community were subjected
todiscriminatory proceduresunder Section 337 of theUnited States Tariff Actwhichmight
result in exclusion orders, such procedures and orders must be considered prima facie
to nullify or impair benefits accruing to the European Communities under the Genera
Agreement.

3.2 The Community invited the Panel to recommend that the CONTRACTING PARTIES request
the United States to take appropriate measures to grant national trestment to imported goods in future
proceedings involving the aleged infringement of a United States patent.

3.3 To darify the nature of its complaint, the Community indicated a number of issues that it was
not contesting before the Panel:

- thestatusof Section 337 proceduresasthey wereappliedinnon-patent based investigations,

- the consistency with the Genera Agreement of substantive United States patent law; and
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- theright of contracting partiesto enforceat the border nationa patent law against infringing
imports.

3.4 The United States argued that:

(i) Application of Section 337 was consistent with the requirements of Article XX(d), and
that Section 337 fell under the general exception to GATT obligations provided by that
Article.

(i)  The procedura differences between Section 337 and federa district court litigation did
not result in less favourable trestment for importers and manufacturers of imported products.

(iif)  Section 337 on balance accorded manufacturers and sellers of imported products more
favourabletreatment than that accor ded to domestic producer sof products challenged under
United States patent law.

(iv) Particularly inthelight of the settlement of the specific case giving riseto the Pandl, there
was no proof that the differencesin procedure under Section 337 had resulted in exclusion
orders that would not have been issued if the USITC had used federal district court
procedures or if USITC Commissioners had been Article 111 judges.

3.5 The United States requested the Panel to find that Section 337 of the United States Tariff Act
of 1930 was consistent with United States obligations under the General Agreement.

(i) Articlelll:4

(& The applicability of Article I11:4 to procedures under Section 337

3.6 Both parties to the dispute were of the view that Article 111.4 applied to substantive patent law
since such law affected the "internal sale, offering for sale, purchase, transportation, distribution or
use" of imported products and like products of nationa origin. Both parties also thought that, for the
purposes of the present case, Section 337 should be considered as a means of enforcement of
United Statespatent laws. Therewasadifference of opinion, however, onwhether Article I11:4 applied
to Section 337 and to its constituent procedures.

3.7 TheCommunity argued that laws and regulations on the enforcement of patent laws directly affected
the sale of goods. Rules of procedures of relevant tribunals therefore also affected the sale of goods
since they influenced marketing prospects as well as the resulting enforcement decisions. The Community
recalled that the Panel on Italian Discrimination against Imported Agricultural Machinery, whosereport
had been adopted on 23 October 1958, had found that the use of the word "affecting” in Article I11:4
implied that "the drafters of the Article intended to cover in paragraph 4 not only the laws and regulations
which directly governed the conditions of sale or purchase but aso any |aws or regul ations which might
adversely modify the conditions of competition between the domestic and imported products on the
internal market" (BISD, 7560, paragraph 12). If laws which adversely modified conditions of
competition were subject to Article 111:4, any procedura rule which might have the effect of causing
imported goodsto be excluded from the market altogether must afortiori also be subjectto Article 111:4.

3.8 The United States contended that Article XX(d) of the General Agreement made an express
distinction between, on the one hand, "measures’ and, on the other, the "laws and regulations" with
which the "measures’ were designed to secure compliance. Article XX(d) required that the "laws or
regulations’ be not inconsistent with the provisions of the General Agreement. However, in the view
of the United States, the specific purpose of Article XX was to exempt enforcement "measures’ from
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other GATT provisions, where those measures were necessary and applied in amanner consistent with
the conditions in the preamble to that Article. In these circumstances, to claim that such " measures®
should be consistent with Article 111 of the General Agreement was tantamount to defining away the
exception that Article XX was designed to make. In order to determine whether aparticular provision
was a measure within the meaning of Article XX, the Pand should consider its purpose, i.e., enforcement
of rights provided under laws and regulations or the creation of substantiverights. In GATT terms,
Section 337 was a measure to secure compliance with United States laws relating to the protection
of patents (as well as certain other substantive United States laws) and did not create substantive law
pertaining to protection of patents in its own right. This meant that, to the extent that it met the
conditions in Article XX(d), which the United States believed it did, Section 337 fell under
Article XX(d), but not under Article IlI.

3.9 Other arguments put forward by the United States were:

- It wasthe substantivelaw which affected thesal e, offering for sale, purchase, transportation
or use of products, rather than the procedures applied to partiesin adjudication of whether
there was a violation of those laws. Many factors influenced marketing prospects for
imported products. This aone did not mean that such factors should be subject to the
provisions of Article lll.

- To extend therequirements of Article I11:4 to any point in acontracting party' s procedura
schemefor ensuring enforcement of itsintellectual property, public health and similar types
of laws would (i) change the focus of Article I11:4; (ii) eliminate much of the discretion
now exercised by contracting parties; and (iii) lead to numerous disputes regarding any
procedures that distinguished between imported and domestically produced goods.

- GATT panels had not previously addressed issues such as the procedura aspects of
Section 337 raised by the Community in this complaint.

- Where the CONTRACTING PARTIES had intended to adopt obligations regarding specific
procedures for the application of laws, regulations and requirements, they had provided
specific standards in the General Agreement - for example, in Articles VI, VIII, Xl and
XVII. Article 111:4 referred to laws, regulations and requirements and did not mention
procedures. Lawsand regulations had been at issuein the Italian Agricultura Machinery
case, not procedura requirements as in this dispute.

- The principle set forth in Article Il was the avoidance of the application of laws,
regulations, requirements, taxes etc. in aprotectionist manner. Section 337 procedures
had not been applied in a protectionist manner and there was no evidence to that effect.

3.10 In response, the Community made the following points:

- Article XX was an "exceptions' provision which inter aia authorised, under certain
conditions, the use of measures otherwise inconsistent with the General Agreement that
were necessary to secure compliance with patent laws. If other GATT provisions were
not capable of application to those measures, there would be no need for an " exceptions”
provision to justify them. In the present case, it was only by identifying what was
inconsistent with Article Il that it could be seen what was subject to justification under
Article XX(d).
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- It was not possible to divorce laws from their enforcement. |f United States patent law
was balanced, but its enforcement at the USITC biased in favour of domestic interests,
application of the law would prejudice imported goods. It was the actua application of
the law, not the theory or the rule on the books, that affected the sale, distribution and
purchasing of products within the meaning of Article Il1:4.

- Therewasnojustificationinthewording of Article 111:4 for exempting fromitsapplication
therules of procedure of tribunas. Any such interpretation would enable contracting parties
to take away, by openly discriminatory procedural rules applied to imports, amost al
the benefits conferred by GATT.

- Its interpretation of Article I11 was supported by previous panel reports. For example,
it had been found that Article 111:2 should be applied strictly, not only to the rate of the
applicable internal tax but also to taxation methods and rules for tax collection (Panel on
Japanese Customs Duties, Taxesand L abelling Practiceson Imported Winesand Alcoholic
Beverages, L/6216, paragraph 5.8; Panel on United StatesTaxeson Petroleumand Certain
Imported Substances, L/6175, paragraphs 5.1.4, 5.1.7, 5.1.9). This confirmed that the
methods and rules of procedure of tribunas must be subject to Article I11:4. 1t had also
been found that under Article 111:4 what mattered was whether the application of different
regimes actually had a discriminatory or protective effect against imports (L/6216,
paragraph 5.9(c)). Thus, de facto discrimination or protection was prohibited by Article lIl,
irrespective of how it was brought about or what kind of official measure caused it.

- Standards for procedures that were specificaly indicated in certain GATT Articles providing
for purely trade remedies that concerned only imported goods were not relevant to patent
infringement, because in the case of such trade remedies there could be no comparable
internal procedure and therefore no applicability of Article 111:4. However, the fact that
these and some other GATT Avrticles expresdy applied to procedures showed that the generd
clauses of GATT, such as Articles I11:1 and I11:4, must do so as well.

(b) Genera arguments concerning the treatment of imported goods under Section 337

3.11 The Community said that United States |aw made a distinction between procedures applicable
in litigation in patent disputes according to whether goods aleged to infringe United States patents
were imported or domestically produced. In the case of imported goods, the complainant could take
action under the procedures applied by the USITC under Section 337 of the United States Tariff Act
of 1930 or, where product patents were concerned, infederal district court. Inthe case of domestically
produced productsallegedtoinfringe apetitioner' s patent, the matter could not beraised inaproceeding
brought under Section 337 but only inaUnited Statesfederal district court. The Community considered
that, asthe procedures applied by the USITC under Section 337 subjected imported goods to trestment
that was radically different from, and less favourable than, the treatment accorded by United States
federa district courtsto domestic goodsin patent infringement suits, the procedures at issue constituted
aviolation of the nationa treatment rule set forth in Article 111:4 of the Genera Agreement.

3.12 The Community identified seven features of Section 337 procedureswhich it believed subjected
imported goods to less favourable treatment:

the inadmissibility of counterclaims by respondents;
- the effect of protective orders in denying access to documents classified as confidential;

- the short, fixed time-limits on Section 337 proceedings;
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- that USITC Commissioners were less well qualified than United States federal judges to
deal with legal issues in patent cases;

- the power of the USITC to issue in rem orders;

- the ability of a complainant in Section 337 cases to bring proceedings simultaneously in
the federa courts;

- that Section 337 proceedings could not be brought by a holder of a United States patent
unless it was manufacturing in the United States.

3.13 The United States, without prejudice to its position that Section 337 should be considered as
a"measure" to secure compliance with laws on the protection of patents and not asa"law, regulation
or requirement” falling under Articlelll:4, maintained that the procedura differences between
Section 337 proceedings and district court litigation did not result in less favourable treatment for
importers and manufacturers of imported products. The alleged differences raised by the Community,
where they existed, were present (i) to permit application of one of the statutory benefits accorded
respondents under Section 337, (ii) as a result of the nature of border enforcement or (iii) to place
parties in the same position that they would be in after obtaining a preliminary injunction in afederal
district court.

3.14 TheUnited States argued that, if the Panel were to examine the consistency of Section 337 with
Article I11:4 of the GATT, it should examine its effect as a whole rather than evaluating each of its
features separately. Examination of the results of Section 337 investigations would result in the
conclusion that respondents in those investigations were not accorded less favourable treatment than
defendants in district court litigation, because:

(i)  Under Section 337 the complainant had the burden of proving a number of substantive
economic elementsthat did not haveto be proved in federa district court patent litigation,
namely that an industry, efficiently and economically operated in the United States, was
experiencing substantia injury or the probability of substantia injury (or was prevented
from being established) as aresult of the importation of the goods in question. Not only
were each of these elements dispositive if the complainant failed to establish them, but
also, in a procedural sense, these requirements were relevant in all cases, since the
complainant had to prove them in every case.

(i)  Evenafter proving patent infringement and substantia injury to adomestic industry, relief
could be modified or not applied on publicinterest or policy grounds, in away not possible
in federal district court litigation.

(iii) The procedura differences referred to by the Community, where they existed, did not
giverisetolessfavourabletreatment of respondentsin Section 337 casesand, in any event,
did not arise or were not relevant in many cases. The Community had provided only
speculation and no proof of their detrimenta effect.

(iv) Inanumber of respects, respondentsreceived morefavourable procedural treatment under
Section 337 than they would in federal district courts.

3.15 In evaluating the treatment accorded to imported goods under Section 337, the United States
urged the Panel to consider all of those elements that directly affected the result of an investigation,
i.e., the dispositive issues. The substantive elements of Section 337, such as industry and injury
requirements, demonstrably affected the outcome of investigations. Only to the extent that the
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Community could prove that procedura rules had a dispositive effect should such rules be taken into
account in offsetting benefits flowing from the substantive requirements. The United States could not
accept the Community' s argument that the substantive elements had no effect in cases wherethey were
not dispositive; proof of these elements had to be presented on these mattersin al cases, including
default cases.

3.16 The United States said that the USITC had reached a negative determination in forty-eight per
cent of the Section 337 cases on which it had made afinal determination. 1f one excluded thirty-seven
"default" cases in which foreign respondents either had not contested the case at al or had had only
limited participation, sixty-eight per cent of the contested cases resulted in negative determinations,
i.e. in favour of continuing imports. In twenty-four per cent of the contested cases, the "industry”
and "injury" issues had been decisive in precluding relief. This had led many persons in the
United States to conclude that Section 337 was biased in favour of respondents.

3.17 The Community argued that, in applying Article I11:4 of the Generd Agreement, unrelated festures
should not be offset against each other. There was no basisin GATT for balancing or offsetting that
could justify or legitimise discrimination against imports. If a contracting party chose, for whatever
reason, to subject companies complaining against imported goods to certain requirements which did
not apply to petitionersin similar complaintsagainst domestic goods, that fact did not entitleit toimpose
some other, unrelated, disadvantages or requirements on imported goods. There could be no reason
to believe that the two sets of requirements would be relevant or significant in the same cases, or the
samekinds of cases. Evenif by chancethey did arisein the same case, therewould no reason to expect
that they would create equal burdens for both parties. National treatment could not be denied to a
defendant suffering procedural or substantive law handicaps merely because other defendantsin other
casesandin other situationswere ableto rely successfully on other unrelated, procedural or substantive,
rules. Thebasic rule under Article 111 was that each rule of law must give imports no less favourable
treatment. |If this were not the case, there would be no criteriain GATT or esewhere to limit the
rules of law which could be used to offset other rules which, in themselves, clearly infringed
Article I11:4. Suchanapproach would beimpossibleto apply in practice, becauseit would beimpossible
to say when arule discriminating against imports was offset and when it was not. Only if two, or
more, rules applied in al the same cases and concerned the same subject, could one look at the effect
of them together to decide if the joint effect was no less favourable; this might arise where two rules
applied respectively to imports and domestic goods and had the same aim or purpose, or where, within
one regime applicable to imports, two rules were directly and always linked with one another.

3.18 In the Community view, Article I11:4 of the GATT was to be interpreted as requiring de facto
national treatment. This would prohibit not only formal de jure discrimination, but also de facto
discrimination. Such an interpretation was necessary to prevent concealed protectionism, to ensure
that contracting parties could not do by non-tax measures what they were prohibited under Article 111:1
and 111:2 from doing by tax measures, and to provide a workable standard which ensured that
discrimination could be identified and prohibited in every individual case. Defacto nationa treatment
would not prevent trivia differencesin treatment which were incapable of having an economic effect.
But the greater the difference, the greater was the onus on the party concerned to prove that it was
incapableinindividual cases of having an economic effect or that it always and necessarily gaveimports
the same treatment as, or more favourable treatment than, that accorded to domestic goods.

3.19 The Community said that the reasons adduced for not balancing unrelated disadvantages or
requirements in applying Article 111:4 applied fully in the case before the Panel. The substantive
reguirements imposed on complainants in Section 337 actions, but not in federal district court actions,
and the procedural disadvantages facing respondents in Section 337 actions relative to those in federal
district court proceedings, could not be offset against oneanother. Most of the procedural disadvantages
created difficulties for respondents in all Section 337 cases, whereas the substantive requirements on
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complainants were important only in afew. The Community also argued that, even if the substantive
requirements and the procedural disadvantages of respondents were weighed against one another, the
disadvantages of respondentswere not compensated for, or outweighed. AccordingtotheCommunity's
calculations, these requirements had prevented relief in only five per cent of Section 337 cases. One
reason why these economic requirements had little practical effect wasthat the procedural disadvantages
facing respondents handicapped them in challenging the complainant's claims on these points - in
particular the short time-limits and the inability of respondents to see, or discuss with their lawyers,
confidentia information covered by protective orders.

3.20 In response, the United States said that an examination of individua elements of Section 337
could not yield a complete assessment of its effects given the uncertainty in the interplay of thevarious
elements. The only way of examining Section 337 was on the basis of the results of individual cases,
either by determining the consistency of an individua decision with Article l11:4 or, if the use of
Section 337 in general wereto be addressed, by discerning a pattern of conformity or non-conformity
intheresults. Assessing any individual component or partial group of componentsin isolation would
require the Panel to make a subjective, speculative determination regarding the effect of that particular
element. Respondents prevailed in the mgjority of contested cases and an extremely high percentage
of USITC decisionswas affirmed by the United States Court of Appeals; thisdid not indicate apattern
of lessfavourabletrestment or inability on the part of respondentsto defend themselvesin Section 337
proceedings. Moreover, application of the provisions of United States patent law and Section 337
indicated that these laws and Section 337 proceedings were not protectionist in nature.

(c0 Contentions by the EEC that less favourable treatment is accorded to imported goods

Counterclaims

3.21 The Community argued that the inadmissibility of counterclaimsin a Section 337 case was less
favourable to respondents than the corresponding rules and practice in federa district court cases:

- The complainant in a Section 337 action, unlike one before afederal district court, faced
no risk that the respondent would launch a counter-attack in the same action. Thus, the
complainant's readiness to bring an action was increased and amenability to a settlement
satisfactory to both parties was reduced.

- The complainant under Section 337 was more able to limit the scope of a patent dispute
by having alegationsevaluated inisol ation from other rel ated patent or commercia matters
in dispute.

- The inability to counterclaim in the same action might cause the respondent to incur the
considerable additional expenses of aseparatelegal actioninorder to bring acounterclaim.

- The inahility of the respondent to raise related counterclaims in the same suit meant that
the complainant in that suit might obtain remedy before the respondent, having brought
separate proceedings, obtained a ruling.

- The fact that a respondent in a Section 337 action, who wished to counterclaim, had to
bring a separate cause of action before a federa district court meant that related issues
would be dealt with by different tribunals with different procedures, with the inherent risk
that these differences would in themselves lead to different conclusions.
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3.22 The United States asserted that defences that might also be the subject of a counterclaim, such
as those going to invalidity and unenforceability of the complainant's patent, could be raised in
Section 337 proceedings. The inability of respondents to raise counterclaims that were not defences
to patent infringement had no effect on whether a Section 337 order wasissued. All legal and equitable
defences that could prevent afinding of patent infringement, and thus prevent issuance of a Section 337
order, were permitted. Moreover, the complainant as well as the respondent was limited in the issues
that could beraised under Section 337; thepermissiveclaimjoinder rulesthat appliedinfederal district
courts did not apply under Section 337.

3.23 The United States further said that the respondent could bring a separate cause of action against
the complainant, either under Section 337, if it could meet the jurisdictiona requirements regarding
importation and domesticindustry, or inafederal district court. Counter-complaintsunder Section 337
could be consolidated by the USITC with the original complaint into asingle investigation. Inability
of the respondent to bring a counterclaim under Section 337, as opposed to a separate cause of action
in a federa district court, did not diminish any incentive on the complainant to settle litigation that
might exist. On the contrary, the damages and injunctive relief available in court should provide a
greater incentiveto settlethan aSection 337 order. TheUnited Statesalso did not accept the contention
that settling al causes of action in one forum would necessarily entail less time and expense than doing
so intwo fora. Documents, depositions and other records produced in one proceeding could be and
sometimes were used in the second proceeding. Findly, the United States contended that patent litigation
in federd district courts did not avoid the problem of multiple proceedings, but could even exacerbate
them. District courts might themselves try counterclaims in separate proceedings. They might also
hold separate hearingsin patent infringement caseson theissuesof validity andinfringement, and a most
always held separate hearings on damages.

Protective orders on confidentia information

3.24 The Community argued that, unlike in patent litigation in federal district courts, the USITC's
confidentiality procedures concerning information made available by each party, in responseto requests
from the other party during the discovery phase of Section 337 proceedings, effectively deprived
respondents of the right to participate in their own defence. Although they applied to both parties,
these proceduresin fact prejudiced respondentsin Section 337 cases and put them in arelatively worse
situation compared to complainantsthan did proceduresin federal district court. The Community gave
the following reasons:

- The complainant was entitled to a presumption of validity of any product patent on which
an USITC action rested. The burden of proof that the patent was invalid was on the
respondent. Limitationson accessto allegedly confidential information of the complainant
aggravated this burden considerably. It was acknowledged that, in the case of a process
patent, USITC procedures on protective orders might operate to the disadvantage of the
complainant, which under existing law had the burden of proof that the imported goods
had been made by the patented process. However, the complainant might beableto produce
enough evidence to shift the burden of proof to the respondent, e.g., by showing that there
was no other process which could have been used. Since the complainant's United States
lawyer was able to see the respondent’ s documents on discovery, the complainant should
almost aways be able to discover which process had in fact been used. In any case,
whatever the explanation, thisissue did not in practice seem to present serious difficulties
for complainants, and when it did the difficulties were not due to protective orders but
to the facts of the inventions in question.
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- Given the short time-limitsin USITC cases and the fact that the complainant could take
asmuchtimeasit wished in preparing its case beforefiling, theinability of the respondent
to seethecomplainant' sconfidential documentswasmore of ahandicap than corresponding
restrictionson the complainant. Oncethe case had been initiated, the respondent had more
to do in the avail able time than the complainant. More of the points which the respondent
needed to establish were likely to depend on well informed use of the other party's
documents. Since the complainant decided what issues would be put before the USITC,
it was able to anticipate and prepare answers to the arguments that the respondent could
be expected to make, to afar greater extent, and with far more time for the task, than
the respondent had to do the same thing on its side. For instance, if the respondent's
lawyers needed technical advice on the complainant's documents, they first had to find
suitabletechnical experts, whereasthe complainant would already have had sufficient time
fully to inform itself on technical aspects.

- Respondents ran the risk of serious adverse governmental actions(i.e. aUSITC exclusion
order), whereas United States industries did not really run any risk at all in Section 337
proceedings other than being denied relief.

3.25 The Community contended that, in the Certain Aramid Fibre case, most of the documents on
which Du Pont relied could not be seen by any employee of Akzo, but only by Akzo's outside
United States counsel and experts. Akzo'sin-house experts had also been barred from attending most
of theUSITC proceedings. Akzo'streatment asrespondent, under USITC proceedings, had been quite
different from that accorded to Du Pont as defendant in related actions brought by Akzo in federal
district courts. In the latter instance, designated in-house counsel of both parties had been entitled
to have access to al the information of the other party covered by a protective order. The in-house
personnel of both parties had had accessto all the evidence considered during trial and had been present
in the court room when the other side had presented its case.

3.26 TheUnited States said that confidentia information received the same treatment in Section 337
proceedings as it received in federal district court litigation. In regard to the Certain Aramid Fibre
case, the Court of Appeals for the Federal Circuit (CAFC) had rejected Akzo's contentions on this
point, noting that:

[W]e have neither found nor been directed to any judicia decision in this country mandating,
in the circumstances present here, that business confidentia information must be made available
to inside management. On the contrary, we are aware, from the practice of our own court, that
records in appealsto us are frequently classified in large part, and are presumably not available
to the management of the opposing party. Moreover, there are asubstantial number of decisions
upholding confidentiality comparable to that accepted by the Commission. (Akzo N.V. v. USTC,
808 F.2d 1471, 1485 (Fed.Cir. 1986)) (emphasisin original.)

The United States said that the issues litigated between Akzo and Du Pont in district court had differed
from those litigated before the USITC because the court case did not involve the question of injury
to the domestic industry. The most sensitive information relating to Du Pont's interna operations,
customers, and future business plans had not been relevant to the federa district court litigation and
thus had not been considered in determining who would have access to information under a protective
order. In federa district court cases where confidential information similar to that at issue in a
Section 337 investigation was subject to protective order, the courtsimposed limitations on access and
proceduresfor challenging theclaim of confidentiality similar tothoseused by theUSITC. TheCAFC's
reference to the circumstances present in this case concerned the type and scope of information at issue.
During Akzo's appeal of the USITC decision, the USITC had cited district court cases supporting its
position and the CAFC had relied upon these cases and its own practice in reaching its decision on
this issue.
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3.27 The United States further said that protective orders under Section 337 proceedings applied equaly
to complainants and respondents. If the treatment of confidential information under Section 337 was
more restrictive than that in federa district court proceedings, that would be more disadvantageous
to the complainant than to the respondent, since the burden of proof on most issues rested on the
complainant. Asregardsthe Community claim that protective ordersimpaired arespondent presenting
adefenceof patentinvalidity, it had to bebornein mindthat such defenceswere often based on published
material, e.g. defences of anticipation and obviousness.

3.28 Inresponse, the Community said that the CAFC had expressly limited its finding in the passage
cited by the United States to "the circumstances present here", which clearly referred to the treatment
of alegedly confidential information by the USITC. The CAFC had not decided that federal district
courts would aso have denied Akzo's in-house counsel access to this type of information. The
Community's view was that the judgment of the CAFC in the Akzo case showed conclusively that
USITC treatment of confidentia information was different from the practice of federal district courts.
The Community found it significant that the United States had not cited any court decision upholding
confidentiality restrictions similar to those of the USITC, nor had Du Pont or the USITC before the
CAFC.

Timelimits

3.29 The Community contended that in federa district court proceedings the pace at which a case
moved forward varied, depending on a number of factors, most notably the complexity of the case.
In setting deadlines, courts were sensitive to the need to alow plaintiffs and defendants reasonable
timeto finish their preparations. The short time-limits under Section 337 put respondentsin aworse
position, relative to complainants, than they would bein federal district court actionsfor the following
reasons:

- The complainant had unlimited time to prepare its case. In contrast, oncethe USITC had
initiated an investigation, arespondent had aslittle as twenty daysfirst to find and retain
United States counsel familiar with Section 337 and then to respond to the complaint.
If the respondent did not identify a defence during this twenty day period, that defence
could be lost, asit could not freely be introduced afterwards. Moreover, unlike federa
district court procedures, discovery started immediately and respondents had therefore
also to answer requests from the complainant for documents and for written answers to
specific questions during that twenty day period.

- The much shorter period alotted for discovery than in federal district court proceedings
was especidly burdensome to respondents in patent-based cases, because of the presumption
of validity applying to patents. The onuswas on respondentsto provethat the patent which
they had alegedly infringed wasinvalid. That requirement could only be met by gathering
evidence - and that took time.

- In Section 337 investigations parties did not have the same time that was afforded before
trial in federal court proceedings to formulate their tria strategy. Accordingly, parties
had to prepare their evidentiary presentation while engaging in active discovery. This
prejudiced respondents, not only becausethey carried aheavy burden of proof (on proving
patent invalidity) but aso because during discovery they aready had to try and catch up
with the time advantage held by complainants following the initiation of a Section 337
investigation.
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- Thetime-limits pressed even harder on foreign respondents, first because they could have
the added burden of having to translate documents to and from their own language, and
secondly because they had to communicate with counsel and experts in the United States,
on whom they were much more dependent than they would be in patent litigation before
federa district courts, given that the USITC restricted access to relevant information to
their lawyers.

3.30 TheUnited States maintained that the time for completing Section 337 investigations compared
favourably with the time for disposition of patent litigation in federa district courts.

- A Section 337 order was more comparable to preliminary relief in afedera district court
than to the fina disposition of the case by such a court. A Section 337 order stopped
imports of infringing goods where they were causing or could cause future injury; a
preliminary injunction stopped production or sale of infringing goods. In both instances,
public interest considerations affected the availability of relief; enforcement of remedies
was only prospective; and a patent owner was not compensated for past injury but the
rights of apatent owner to seek compensation were preserved. The averagetimeto obtain
apreliminary injunction in aUnited States district court was approximately four months,
considerably less than the time required for a final Section 337 order, or a temporary
Section 337 order (seven months). Expeditious procedures where relief was prospective
only, as under Section 337, were fully justifiable in their own right and by reference to
district court practice. Inaddition, neither procedure had resjudicataor collateral estoppel
effect.

- In any event, a comparison of the time accorded partiesto litigate in federal district court
the same types of issues that arose in Section 337 cases showed that similar time-limits
applied. On average, fully litigated patent cases in federa district court were completed
within thirty-one months of filing of the complaint. Thisincluded time for consideration
of damages and counterclaimsand other claimswhichwould not berequiredin Section 337
proceedings.

- A primary reason for the time taken in district court litigation was the congestion of a
particular judge's calendar. United States federa district courts, being trid courts of generd
jurisdiction, had dockets many times larger than those of the USITC's administrative law
judges, whose calendars were totally devoted to hearing Section 337 cases. United States
law required federa district courts to give precedence on their calendars to criminal
prosecutionsand other priority cases. Since 1975, Section 337 caseshad averaged slightly
more than twenty ayear and final determinations had been made in about ten cases ayear.

3.31 TheUnited Statesal so contested the Community claim that thetime-limitsinaSection 337 action
put respondentsin aless advantageous position, relative to complainants, than they would bein federal
district court litigation. The United States argued that:

- Infederal district court litigation, the plaintiff was a so ableto investigate the matter before
filing the complaint.

- Many respondents before the USITC knew well in advance of the actua filing that acase
might befiled against them, and wereableto preparethemselvesaccordingly. Respondents
may and do consult with the Office of Unfair Import Investigations before institution of
an investigation.
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- A Section 337 complaint was required to be very detailed and gave a respondent a great
deal of information about the case, including the specific bases for the alegation of
infringement. In contrast, in federa district court, only notice pleading was required,
and the defendant had to use discovery to abtain the information automatically provided
in a Section 337 complaint.

- The time for answering complaints was the same as under the Federal Rules of Civil
Procedure applicable in federa district court, except that the USITC gave an extra ten
days for mail service on foreign respondents. Defendants were in a better position to
respond to complaints under Section 337 than in federal district court not only because
the complaint was more detailed but also because a copy was publicly available a the USITC
for 30 days prior to the vote on institution of the action. The USITC's rule permitting
complainants to seek responses to interrogatories (written questions) during the time for
answering the complaint aso was the same as that applied in district court litigation.

- Section 337's time-limits applied to both parties equally. In some respects they affected
particularly the complainant, because of the burden of proof regarding infringement and,
unlike in federa district court, regarding industry and injury.

3.32 The United States also maintained that expeditious proceedings could benefit either party. An
expeditious finding of non-infringement or non-violation of Section 337 was favourable to the respondent
becauseit eliminated uncertainty in the market resulting from patent litigation and because it reduced
the costs of extended litigation.

3.33 In response, the Community said that a Section 337 order could not be regarded as anal ogous
to preliminary relief ordered by a federa district court. Preliminary relief in court was subject to
reconsideration later before final determination, whereas a Section 337 exclusion order (other than
atemporary exclusion order) wasnot subject to reconsideration, sinceit wasitself afinal determination.
Further, a preliminary court injunction was normally conditional on posting of a bond guaranteeing
compensation to the defendant in the event of an outcomefavourableto thelatter; a Section 337 order,
being definitive, did not require any security on the part of the complainant. The fact that temporary
exclusionorders, whichwereanal ogousto preliminary relief, wereavail ablein Section 337 proceedings
proved that final Section 337 orders were not comparable to preliminary injunctions.

3.34 The Community aso did not accept that a Section 337 complaint gave arespondent significantly
greater information about thecasethan notice pleading infedera district court. A Section 337 complaint
might besomewhat |onger than atypical complaint beforeafederal district court but thiswasattributable
to the extra requirements of Section 337, not to any greater information about the circumstances of
the alleged patent infringement.

Decision-making by the USITC

3.35 The Community claimed that the decision-making process of the USITC put the respondent in
a less favourable position relative to the complainant than a defendant before a United States federal
district court. As a basis for its claim, the Community said that there were two major differences
between the respective decision-makers in the two fora

- The terms and criteria of appointment of USITC Commissioners did not guarantee the
same degree of independence as those of federa judges. USITC Commissioners were
appointed for aterm of limited duration (nine years), unlike federa judges who enjoyed
lifetenure. Intheir nomination and appointment, therewasgreater regardfor their political
affiliation.
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- USITC Commissioners need not be lawyers (of the eighteen appointed since 1974, only
eight had been lawyers) and were not required to have any technical, scientific or
patent-related training, or knowledge of intellectua property rightsingenera. They were
only expected to have "qualifications requisite for developing expert knowledge of
international trade problems’. In thisregard, the Community found it significant that the
United States Congress and courts appeared to agree, in effect, that less weight should
be given to the rulings of USITC Commissioners on patent law issues than to those of
federa district courts, since they had not accorded the former res judicata effect.

3.36 The Community argued that these differences, when considered in conjunction with the other
differences between Section 337 and federal district court proceedingsto which it had drawn attention,
put the respondent in a relatively less advantageous position compared to the complainant for the
following reasons:

- In product patent cases against imported goods, the complainant had the choice of whether
to initiate action in the USITC under Section 337 or in federa district court or in both,
according toits view of whereits case stood abetter chance. The respondent had no such
choice.

- In product patent cases under Section 337 proceedings, an unsuccessful complainant had
asecond chance to pursuethe complaint before afedera district court, becausethe USITC
ruling had no resjudicata effect, whereas an unsuccessful respondent had no such second
chance. The importance of the USITC making the correct finding was thus greater for
the respondent than for the complainant.

- Because USITC Commissioners were not as well qualified to deal with the legal aspects
of patent issues, they might be reluctant to enter into detailed consideration of difficult
patent law problems that arose in testing the validity of patents. They were thus more
likely to be decisively influenced by the presumption of validity of the patent in the
knowledge that rulings on this matter had no res judicata effect and that the respondent
couldinitiatefederal district court proceedingsto challengethevalidity of the patent. (Such
proceedings, especially if begun after initiation of the USITC action, were not likely to
end until the USITC's exclusion order, if there was one, had been in force for many
months). This factor would matter less if administrative law judges had the necessary
time fully to investigate the matter before making an initial determination, but they did
not have that time. Moreover, there was no requirement that administrative law judges
be specidly trained in the application of intellectual property laws; they moved from one
United States Government agency to another.

- Therespondent had whatever disadvantage, psychological or otherwise, waslikely toresult
from the fact that the USITC had been set up to protect United States industry and that
most of the work of USITC Commissioners was concerned with keeping out of the
United States goods which were regarded as in some sense "unfair".

- The Court of Appeals for the Federa Circuit (CAFC) applied different standards when
reviewingthefactual findingsof theUSITC and federal district courtsin patent-based cases.
In regard to the former, the "substantial evidence" test was used; in regard to the latter,
the "clearly erroneous’ standard. Differences in the standards were significant and were
treated as such by the CAFC.
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3.37 The United States challenged the assertion of the Community that USITC Commissioners were
necessarily less qualified than decision makers in federa district courts. USITC Commissioners had
gained in practice considerable experience inintellectua property casesand had available to them legal
and technical assistance far in excess of that available to a federa district court judge. USITC
administrative law judges were experienced attorneys and, because their dockets focused exclusively
on Section 337 investigations, they had considerable experience in deciding patent issues. Jury trials
were available in federa district courts on the request of either party. In federal district courts, cases
were decided by ajury or asingle judge, whereas the USITC reached its decision by a mgjority vote
and issued magjority and dissenting opinions stating the reasons for the decision. Presently, only one
federal district court judge in the United States was a patent attorney. Many USITC Commissioners,
past and present, werelawyers. Examination of USITC opinionsdemonstrated that it had no reluctance
to address patent issues. The expertise of the USITC in dedling with patent and other intellectua property
law matterswasillustrated by the enviablerecord of its decisions being upheld by the Court of Appeals
for the Federal Circuit (CAFC) that reviewed al patent cases in the United States. The standard of
review employed by the CAFC was essentidly the same for USITC and federa district court
determinations on issues of law; as to factual findings, those of the USITC and of juries in patent
cases were subjected to the same " substantia evidence" standard. Expert opinion was divided on whether
there was any significant difference between the "clearly erroneous’ standard used for the review of
findings of fact by federa judges and the "substantial evidence" standard used to review findings of
fact by the USITC.

3.38 Asin the case of federa judges, USITC Commissioners were nominated by the President and
confirmed by the United States Senate. The method of selection and confirmation of Commissioners
reflected a concern that the USITC be an independent bipartisan body. The availability of a neutral
forum in which decision-makers were experienced in considering intellectual property was one of the
advantages of Section 337 for respondents.

3.39 The United States further said that the fact that Section 337 cases were decided by an administrative
agency and that USITC Commissioners and administrative |aw judges were not appointed under Article 111
of the United States Constitution as federa judges madeit possible to provide for Presidential review
of affirmative USITC findings. Thiswasoneof the differences between Section 337 and federa district
court proceedings that worked in favour of respondents. The separation of powers under the
United States Constitution precluded the President from reviewing and taking action on judicia decisions.
This aso explained why USITC decisions had no formal res judicata effect.

3.40 TheUnited Statesobjectedtothe Community' sstatementsregarding limitationsonarespondent' s
ability to choose between two fora and the right to bring a second cause of action in federa district
court after a finding of patent infringement. A respondent could file an action for a declaratory
judgement onvalidity and/or non-infringement of the Section 337 complainant' spatent infederal district
court. At the sametime, that respondent could also request a Section 337 investigation if it could meet
the same jurisdictiona requirements that applied to the complainant. Moreover, there was nothing
to preclude arespondent from filing adistrict court action even if the US| TC had found that respondent
inviolation of Section 337. Of course, inregard to process patent infringement based on theuse outside
the United States of a process patented in the United States, neither party could bring suit in federal
district court; consequently, there was no choice for either party.

Simultaneous proceedings

3.41 TheCommunity argued that, whereimported goodswere challenged with infringing patent rights
and the matter concerned a product patent, the respondent could face simultaneous proceedings on
the same complaint in the USITC and in afederal district court, whereas in similar cases involving
domestically produced goods this was not possible.
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3.42 The United States said that strictly speaking this was not a question of Section 337 procedure,
since the possibility of simultaneous proceedings did not govern proceedings in any Section 337
investigation. Dua proceedings were not possible if the matter concerned a process patent or if it
were not possible to obtain persona jurisdiction over the respondent in a federal district court. In
those cases where it was possible to seek recourse both in federal district court and before the USITC,
the patent owner might choose not to commence court action for any of severd reasons, including:
possible necessity for multiple court actions when all of the foreign defendants could not be brought
into the same district court; unenforceability of any judgment; delays of court proceedings and
consequent uncertaintiesinthe market place; and preferencefor an exclusion order rather than recovery
of damages. Ininstanceswhereaconcurrent court proceeding wasinitiated, astay of court proceedings
pending disposition of the Section 337 case or suspension of the Section 337 case pending disposition
of the court action was possible. The United States also said that the respondent, as well as the
complainant, could initiate concurrent court action, sinceadeclaratory judgment that the complainant's
patent was invalid and not infringed could be sought from a federa district court.

In rem orders

3.43 The Community said that for imported goodsan inrem order could bemadein Section 337 cases.
USITC in rem orders could be directed at products of exporters who had not been parties to the
Section 337 proceedinginquestion. Wheredomestically produced goodswereconcerned, no equival ent
remedy was available. Moreover, in rem orders were enforced by the United States Government,
whereas injunctions issued by a federa district court could only be enforced at the expense of the
complainant. Inthe Community view, al this meant that imported goodswere treated less favourably
than like domestic products.

3.44 The United States said that in rem exclusion orders, like any remedy, necessarily benefited the
complainant morethan therespondent. Moreover, such exclusion orderswerenot procedura innature,
and were thus not relevant to the findings that the Community had requested the Panel to make.
Notwithstanding its position on the relevance of this issue to the Panel's task, the United States said
that the practical effect of an in rem order was the same as that of a judicial decision against a
manufacturer of infringing goods in the United States. An injunction prohibiting further production
of infringing goods eliminated the source of the product and madeit unnecessary to bring actions against
sellers of the product. An in rem order had the same effect of shutting off the source of infringing
goods. A complainant might obtain an in rem order only if he could prove a widespread pattern of
unauthorised use of the patented invention or process and the existence of certain business conditions
from which the USITC could reasonably infer that foreign manufacturers other than respondents to
theinvestigation might attempt to enter the United States market with infringing goods. USITC orders
applied only to infringing goods just as district court orders applied only to infringing goods.

Limitation of availability of Section 337 to United States producers

3.45 The Community said that Section 337 could not be employed against the importation of goods
alleged to infringe United States patent rights unless that act affected an United States industry. This
meant that Section 337 could beused to protect goods of United Statesorigincovered by aUnited States
patent, but not goods produced abroad by (or under licence from) the holder of a United States patent.
Thus, imported goods were treated less favourably than like goods of national origin. Moreover, it
wasobviously easier for United Statesfirmsto meet the"industry” requirement than for foreign owners
of United States patents.

3.46 The United States said that the requirement that there be substantial injury to an industry in the
United States applied to persons; United States firms had to meet the same requirements as foreign
owners of United States patents. Activities that were considered by the USITC as relevant indicia
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of the existence of an industry included not only production-related activity, but also research and
development, quality control, repair and maintenance activities connected with sales. In acasewhere
the product was manufactured partly in the United States and partly abroad, the USITC examined the
nature and significance of the activities in the United States. Owners of United States patents that
undertook only licensing activities in the United States or did not otherwise exploit the patent in the
United States could not prove violation of Section 337.

(d) Contentions by the United States that more favourable treatment is accorded to imported goods.

Substantive "economic" requirements

3.47 The United States said that under Section 337 the petitioner had the burden of proving certain
substantive economic elements that did not have to be provenin federa district court patent litigation,
namely that an industry efficiently and economically operated in the United States was experiencing
substantial injury or thethreat of substantia injury asaresult of theimportation of theinfringing goods
in question. Not only was each of these elements dispositive if insufficient proof was provided, but
also in a procedural sense these requirements were relevant in all cases since they had to be proven
inevery case. TheCommunity repliedthat thefact that theseelementsweredispositivein only alimited
number of cases demonstrated that they had no real effect in other cases. The Community did not
believe that these economic requirements put a significant procedura burden on petitioners, nor that
any such burden could berelated to theless favourable procedural treatment to which respondentswere
subjected. Moreover, respondentswere handicapped in disproving aUnited Statescomplainant’sclaim
that the economic requirements of Section 337 were met because of the procedural disadvantages from
which respondents suffered, notably the limitations on access to the evidence of the complainant and
the short time-limits.

3.48 The industry requirement: The United States said that a petitioner under Section 337 had to
establish that activities in the United States of the patent owner and its licensees devoted to the
exploitation of the patent at issue, including the products that resulted, constituted an "industry”. The
effect of this requirement was to limit the number of complaints filed and remedies issued. Of the
127 Section 337 investigations on which the USITC had made final determinations since 1975, eight
of the sixty-one negative determinations had been negative due to failure to establish the existence of
adomesticindustry andintwo casesthe USI T C had found no prevention of establishment of anindustry.
The Community considered that theindustry requirement should be considered an element of lessrather
than more favourabl e treatment of imported goods since it had the effect of denying non-United States
goodstheright to challengetheimportation of infringing goods (seeparagraph 3.45 above). According
to the information presented by the Community, which concerned 263 Section 337 cases, of which
123 had been fully litigated, the USITC had ruled that the United States complainant did not represent
a United States industry (existing or in the process of being established) in only four cases.

3.49 The efficient and economic operation requirement: The United States said that the petitioner
had to prove that its industry was efficiently and economically operated. The Community said that
the USITC had never ruled against any petitioner on this ground.

3.50 Theinjury requirement: The United States said that the petitioner had to demonstrate that the
effect or tendency of the import of the goods that it claimed infringed its patent was to destroy or
substantially to injure an industry or to prevent the establishment of an industry. The petitioner had
to demonstrate not only the required degree of injury to the industry but also a causal link between
theinjury and the infringing imports. According to the United States, of the sixty-one cases on which
the USITC had rendered a negative determination under Section 337, the USITC had found that the
complainant had failed to proveinjury in twelve cases. Apart from its general comments summarised
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in paragraph 3.47, the Community said that, according to its information, the USITC had entered a
negative determination on the grounds of injury in only six cases.

Public interest and Presidential review

3.51 The United States said that, even after proving patent infringement and substantial injury to a
domestic industry, Section 337 relief might be modified or not applied on public interest or policy
grounds. Thiswas not possible in federal district court litigation. The Community said that, while
this might affect the outcomein afew cases, it had no bearing on the treatment accorded respondents
in many other cases.

3.52 Publicinterest: The United States said that the USITC had refused to provide relief in two final
determinations on the basis of publicinterest considerations. On the same grounds, it had a so turned
down two requests for temporary relief, leading the complainant in those investigations to withdraw
the complaint and to request termination of the investigation. Even where the USITC did not totally
deny relief for reasons of public interest, these considerations could be a factor in limiting the relief
provided. For example, in the Certain Aramid Fibre case, the USITC, over the dissent of one
Commissioner, had limited the type of aramid fibre product covered by the exclusion order. One of
the reasons for this decision had been the conclusion that a broader order would be inconsistent with
the public interest of avoiding a burden on legitimate trade.

3.53 Presidentid review: The United States said that in five investigations the President had disapproved
remedies for policy reasons. In three of those investigations, the USITC had subsequently issued a
determination ordering a more limited remedy, which the President had not disapproved.

More favourable procedural reguirements

3.54 The United States argued that Section 337 imposed some procedurd requirements on complainants
that put respondents in a more favourable position than under federa district court litigation:

- The USITC required more detailed information in any complaint requesting initiation of
an investigation under Section 337 than was required in initiating a suit in federal district
court; the USITC had to vote to initiate the investigation; and it could and did refuse
to do so if the alegations were not well documented.

- The patent owner was required to make a prima facie case on both patent and non-patent
issues in al investigations, including those cases in which none of the respondents had
appeared and in which they had therefore been found in default. United States federal
district courts had the authority to enter ajudgment by default without further proceedings
to establish patent infringement.

- Although USITC's rules were closely modelled on the Federa Rules of Civil Procedure
applied in federal district court litigation, in someinstances the USITC' s ruleswere more
favourable to respondents. For example, foreign respondents received an extraten days
for service by mail.

3.55 The Community said that there was in fact little difference between the amount of information
on patent matterscontained in aSection 337 complaint and that contained in apleading in federal district
court. The Community also said that the requirements in respect of "default" cases did nothing to
affect the situation in contested cases;, the Community was concerned about the treatment accorded
respondents in contested cases.
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(i) Article XX(d)

(8  Scope of the complaint

3.56 Both parties were of the view that, for the purposes of Article XX(d):

- The"lawsor regulations” referred to in that provision which must not beinconsistent with
the General Agreement were, in the case before the Panel, the substantive United States
patent law (as opposed to measures for its enforcement). The consistency of substantive
United States patent law with the Genera Agreement was not being challenged by the
Community in the present case.

- The use of Section 337, including the procedures under it, against imports aleged to infringe
United Statespatents, constituted ameasureto securecompliancewith United States patent
law.

3.57 TheUnited Statesarguedthat Section 337 was" necessary"”, withinthemeaningof Article XX(d),
to secure compliance with United States patent law and that it met the other conditionsin that Article,
namely it was "not applied in a manner which would constitute a means of arbitrary or unjustifiable
discrimination between countries where the same conditions prevail, or a disguised restriction on
international trade". In the United States view, the only coherent analysis of consistency with
Article XX(d) that was possible was based on consideration of Section 337 asawhole. The question
was not whether individual facets of Section 337 procedures were necessary for the enforcement of
United States patent laws, but whether Section 337 as a system was necessary for this purpose.

3.58 The Community maintained that the United States had not demonstrated, and could not demonstirate,
that the severa features of Section 337 procedures that it had contested could be justified under
Article XX(d). Inthe Community view, those features did not meet the requirement in the provision
that they were "necessary" to secure compliance with United States patent law. The Community
contended that, if it were accepted, as the United States argued, that the issue under Article XX(d)
was whether Section 337 as a system was necessary for the enforcement of United States patent laws,
this would imply that any specia arrangement which a contracting party found necessary for the
enforcement of patent lawsin relation to imports, no matter how discriminatory or protectionist, would
be permitted by Article XX(d)

(b) "Necessary to secure compliance”

3.59 TheUnited States said that the " necessary to secure compliance” requirement in Article XX(d),
as applied to United States patent laws, meant that the measure at issue must serve to prevent
circumvention of the United States patent regime. The reguirement did not impose an obligation to
use the least trade restrictive measure that could be envisaged; thiswould invite continuous disputes
regarding measures that the CONTRACTING PARTIES had clearly intended to exempt from the
obligations of the General Agreement. The concept of necessity should be interpreted taking into
consideration the overall effectiveness of the measure, the inherent characteristics of imports, and the
needfor flexibility in achieving the objectiveof securing compliancewithlawsand regul ations consi stent
with the General Agreement.

3.60 The Community considered that the " necessary to secure compliance” standardin Article XX(d)
could only beused tojustify lessfavourabl e treatment of imported goodsfor objectivereasons- whether
these reasons were objective practical ones, for example when laws such as patent laws could not be
applied to imported goods in precisdy the same way as to domestic goods, or whether they were objective
legal ones not under the control of a GATT contracting party, such as limitations under international
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law on the scope for extra-territorial application of itslegislation. A contracting party could not make
something "necessary" by merely writing its legislation in such a way that one type of enforcement
measure was applicable to imported goods and another was applicable to domestic goodsin otherwise
similar situations. If therewere objective practical or legal reasons of the kindsindicated, acontracting
party would be free to gpply enforcement procedures to domestic goods that could not be applied, without
modification, to imported goods at the moment of their arrival at the frontier. But, if it did, any
difference between the two enforcement mechanisms that might be required to adapt the domestic
measures to deal with imports must be confined to what discriminated least against imported goods.
Since Article XX (d) wasan exceptions provision and applicableonly in so far asnational rulesinfringed
other rules of the GATT, each such infringing rule should be examined to see whether it was necessary
or not.

3.61 The United States said that no contracting party had ever enacted or enforced measures based
on the Community's proposed standard. The United States believed that the standard proposed by
the Community wouldresultinthe GATT requiring uniformity of al standards and procedures affecting
imported and domestically produced goods. Under the Community's proposed standard, adoption by
acontracting party of aregimedifferent fromthat adopted by other States, for examplefor theprotection
of human, anima or plant life and health or of public moras, could never be justified under
Article XX(d), since it would have atrade restrictive effect and could not be shown to be objectively
"necessary".

3.62 TheUnited Statessaid that Section 337 provided the only means of enforcement of United States
patent rights against imports of products manufactured abroad by means of a process patented in the
United States. The Community said that it had not been able to discover anything that would make
it "necessary" to deal with imported goods alleged to infringe a United States process patent through
the USITC and not through ordinary courts. In any event, this could not justify as "necessary" the
procedural features of Section 337 that it considered gave |less favourable treatment to imported goods.

3.63 TheUnited States said that Section 337 was also necessary because it provided away of dealing
with situations wher e effective enforcement of rights through federa district courts was precluded due
to specid problems connected with imports, namely service of process on, and enforcement of judgments
againgt, foreign parties. Adequate service of process against foreign parties in accordance with the
Federa Rules of Civil Procedure applicable in federal district court litigation was frequently difficult
and could be avoided by the party in question. For example, maintaining a separate corporate entity
for purposes of importation, or transferring ownership prior to importation, could prevent effective
service of process and could preclude persona jurisdiction in the United States. Even if a foreign
corporation did not take these steps, it could avoid service of process by simply refusing to accept
delivery of mail. The Community said that, if service of process on foreign parties in district court
litigation presented problems, these problems could have been resolved along time ago; that in any
event they were problems not confined to (or exceptionally difficult in) patent infringement cases;
and, findly, that federa district courts had apparently devised practical solutions to problems encountered
by United States plaintiffs in serving process on foreign defendants.

3.64 With respect to enforcement problems, the United States argued that:

- Unlike the situation of infringing goods produced in the United States, legd action in federa
district courts did not provide an effective way of cutting off imports of infringing goods
a their source, i.e. a the point of production abroad or, at least, at their point of
importation into the United States. Even if afedera district court found that a foreign
manufacturer had sufficient contacts to establish the in personam jurisdiction necessary
for a judgment providing injunctive relief to be entered, enforcement of such ajudgment
would beextraordinarily difficult. Theowner of theUnited Statespatent would berequired
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to request courts in the infringer's country to enforce injunctive relief ordered by the
United States court. Assuming that a foreign court would even consider enforcing such
an order of aUnited States court, the foreign court could undertake its own review of the
record and decide in what way it might enforce injunctive relief. In any event, such an
actionwould generally be prohibitively lengthy and costly. The sameconsiderationswould
apply to attempts to execute awards of damages through foreign courts. Federa district
court actions against particular importers into the United States did not provide away of
preventing infringing imports that was equivaent in effectivenessto action against a producer
intheUnited Statesasaway of preventing United Statessales. Thiswasbecauseimporters
could be very numerous and might not be able to be brought collectively into a single
judicial forum; and because as soon as the activities of one importer were stopped, it was
generaly easy for the foreign manufacturer to find another.

- Except in cases of trademark counterfeiting, copyright infringement and infringement of
semi-conductor mask works, the United States Customs Service did not enforce United States
district court orders pertaining to enforcement of intellectual property rights or deceptive
practices, unlessthe Customs Service was a party to the action. In casesinvolving patent
infringement, the court could direct only the parties to an action and not the Customs
Service.

3.65 TheCommunity did not believethat theseargumentsjustified as" necessary" theability toenforce
in rem exclusion orders against imports only and not against domestically produced goods. Although
in rem orders were more likely to be useful against imported goods, because firms exporting to the
United States may not be easy to servewith process, the Community saw no reason why the differences
between USITC proceedings and federal district court proceedings made it " necessary” to havein rem
ordersonly inUSITC cases. TheCommunity was not aware of any international obligationsthat would
prevent the United States from modifying any rules of procedure on service of process which were
felt to be unreasonably restrictive. TheUnited Stateswas not entitled smply to rely onitsown existing
legislation to show that "discrimination” was necessary.

3.66 TheUnited States also said that many of the procedural aspects of Section 337 reflected the need
to provide expeditious prospective reief against infringing imports. Moreover, procedura aspects
such as USITC Commissioners not being judges under Article 111 of the United States Constitution,
and the lack of formal res judicata effect of USITC determinations on patents, were necessary so that
Presidential review, whichwastotheadvantage of respondents, could exist. Thiswaspart of acarefully
designed system in Section 337 that balanced the need for effective enforcement of patent laws with
equity, public interest and policy concerns. The Community said that Presidentia review was not an
argument for necessity in terms of Article XX(d).

(0 "Not applied in a manner which would constitute a means of arbitrary or unjudtifiable
discrimination between countries where the same conditions prevail”

3.67 The United States said that Section 337 investigations were conducted in such away as to give
all affected parties every opportunity to be heard. In the pre-initiation informal inquiry into the
complaint, the USITC Investigative Attorney attempted to ensure that the complainant had named in
the complaint all potential respondents reasonably known to the patent owner. Publication of the notice
of investigation provided an opportunity for non-respondents to receive notice and to intervene in the
investigation if they had an interest. Exclusion orders were issued and enforced only against goods
that infringed the patent at issue. The USITC frequently limited the coverage of the exclusion order
to cover infringing imports from parties that had been named as respondents in the Section 337
investigation.



-31-

3.68 Other protections existed to prevent extension of an order to non-infringing imports. The exclusion
order intheCertain Aramid Fibreinvestigation, for example, hadincluded acustoms procedurewhereby
an importer could simply certify that Du Pont had manufactured the aramid fibre. A third party could
reguest an administrative ruling from the Customs Service on the application of an exclusion order
to prospective transactions, and, in the event of an adverse ruling, seek adeclaratory judgment proceeding
in the United States Court of International Trade and, if unsuccessful in that action, apped to the
United States Court of Appeals for the Federal Circuit (CAFC). If its goods were excluded from
entry, athird party could file a customs protest with the Customs Service and, if unsuccessful, appesl
first to the Court of International Trade and then to the CAFC. In addition, any person might seek
an advisory opinionfrom theUSITC regarding whether aparticul ar article infringed therel evant patent
and thus was subject to a general exclusion order.

(d) "Notappliedinamanner whichwould constitute... adisguised restriction on international trade”

3.69 The United States said that this condition of Article XX(d) was met since Section 337 orders
resulted from a processin which all affected parties could participate and were openly enforced. The
Community said that this was a misinterpretation of Article XX(d). This condition was intended to
ensure that measures taken avowedly for one of the purposes in the ten sub-paragraphs, (a) to (j) of
the Article, were not in reality taken primarily to restrict trade, through being more restrictive than
necessary to achieve the avowed result.

3.70 TheUnited Statesadded that, inaSection 337 investigation, athird party could moveto intervene
asaparty to defend itsinterest. Third parties could make submissions on questions of remedy, public
interest and bonding. They could aso move to persuade the President to disapprove a USITC order
for policy reasons. A patent owner could obtain a genera exclusion order only if it could prove not
only awidespread pattern of unauthorised use of its patented invention or process but also that certain
business conditions existed, from which the USITC might reasonably infer that foreign manufacturers
other than respondents to the investigation might attempt to enter the United States market with infringing
goods. Third partiesa so had anumber of judicial and administrative meansto contest boththeUSITC's
findings in the Section 337 investigation and enforcement of any order issued to enforce afinding of
violation. A third party could appeal the USITC's determination and order to the Court of Appeals
for the Federal Circuit if it could show that it was" adversely affected” by that determination and order.
At any time while an order was in force, athird party could also seek from the USITC modification
or dissolution of the order to take into account changed conditions of fact or law or public interest.
The purpose of Section 337 was to enforce United States patent laws. That was alegitimate objective
under the GATT. In the United States view, Section 337 procedures, as drafted and applied, were
not protectionist. The history of Section 337 decisions supported thisview. Respondents successfully
defended themselvesin Section 337 actions. Moreover, comparison with the pattern of settlement and
litigation in United States federal district courts over recent years indicated that practice in initiating
and resolving Section 337 actions was more favourable to respondents than in district court patent
litigation.

IV. SUBMISSIONS BY INTERESTED THIRD CONTRACTING PARTIES

4.1 This Section summarises the main points in the submission of third contracting parties to the
Panel. It also summarises any arguments by the United States in response additional to those already
summarised in the preceding Section.
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Canada

4.2 Canada contended that the use of a separate and distinct adjudicatory process provided by
Section 337 represented a denia of national trestment under Article I11:4 of the GATT and could not
bejustifiedunder Article XX of the General Agreement. Respondentsin Section 337 casesweresubject
to less favourable trestment than that accorded to defendants before United States federd courts. Foreign
producers were subject to a form of "double jeopardy”, since they could be called upon to defend
themselves against the same alegations before the USITC and before federal district courts. Rules
on hearsay evidence were applied less strictly in USITC proceedings than in federal district court
proceedings. The USITC had awider scope to draw inferences in cases where evidence deemed to
be insufficient had been provided by the respondent. Respondentsin Section 337 cases could not make
counterclaims as they could in a federa district court, for example in respect of the revocation of a
patent based on adeclaratory judgment of invalidity; thismade Section 337 action particularly attractive
to a potential petitioner inasmuch as afinding by the USITC of patent invalidity would not result in
revocation of the patent. Domestic manufacturers could not be brought before the USITC under
Section 337. Differencesfromfederal district court rulesof procedureon securing personal jurisdiction
over each defendant, and the possibility of genera exclusion orders, meant that individuals could be
deemed to al intents and purposes to be infringers without ever actually being able to litigate the
intellectual property issues at stake. The strict time-limits for Section 337 cases could deprive a
respondent of the ability to pursue all available legal defences. Costs of defending aSection 337 action
were often equal to or greater than the cost of defending the same type of action in a federa district
court; were incurred in a comparatively short period of time; and were never reimbursed even if
the USITC found in the respondent’ s favour, thus causing some respondents to seek to settle with the
petitioner regardless of the actual merits of the case.

4.3 Canada argued that, in considering consistency with Article XX(d), the Panel should treat the
whole Section 337 adjudicatory process as the "measures’ to secure compliance with United States
laws and not just theresulting exclusion orders. The very existence of Section 337 and its procedurally
debilitating effects on imports to the United States market constituted a disguised restriction on trade.
Furthermore, intheCanadian view, Section 337 couldnot bejustifiedas" necessary” withinthemeaning
of Article XX(d), athough itsuse might be expedient. Other meansto ensurethat intellectual property
rightsof United Statesfirmsand individual swereadequately protected in anon-discriminatory manner
against both foreign and domestic infringers were clearly available to the United States. Arguments
for the necessity of Section 337 based upon alleged difficulties with respect to service of process or
the enforcement of judgments made by United States federal district courts against foreign producers
were not compelling. Problems relating to the interdiction of offending products at the border could
beresolved if federal district courts were empowered to issue exclusion orders against specific foreign
individualsor firmsfoundto beinfringingvalid United Statespatents, just asthe United States Congress
had empowered the USITC to do under Section 337. Section 337 process was not necessary because
theUnited Stateswasthe only Contracting Party to maintain aseparate adjudicative process for dealing
with claims of this type.

Japan

4.4  Japan considered that the procedures gpplied under Section 337 and the ordersissued by the USITC
as aresult went beyond what was " hecessary" to secure compliance with laws or regulationsin terms
of Article XX(d) of theGenera Agreement andwereinconsistent with Articles I11 and X1 of the Genera
Agreement. Section 337 was applied in a manner inconsistent with Article 111:4 for the following
reasons. Patent infringement cases contested by ordinary civil procedures in afederal district court
usually took threeto four years on average from their initial filing until the court's adjudication. The
period for investigation by the USITC, however, was statutorily limited as a principle to one year (or
eighteen months in amore complicated case) by Section 337. These short time-limitsfor Section 337
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investigations made it difficult for the USITC to consider properly dl defences and favoured the petitioner
since its case could be prepared before filing the complaint. The time-limit of thirty days (including
overseas ddlivery) for the submission of awritten defence was generaly strictly enforced, unlike in
normal United States federa district court proceedings where the period could be extended under
relatively easy requirements. Thus, while the complainant could take as much time asit needed before
filingitscomplaint, it was difficult for the respondent to examine theissues thoroughly beforereplying.
Moreover, the period for reply to discovery requestswas, in principle, ten days, ascompared to thirty
daysinfedera district court procedures. A temporary exclusion order under Section 337 wasenforced
without requiring the complainant to post a security deposit, unlike federal district court procedures
under which preliminary injunctions required the posting of a security deposit by the plaintiff to
compensate for any losses the defendant might have incurred in the event that the alegations were
proved unfounded. Under Section 337, even if the complaint was later proved unfounded, the respondent
received no compensation for losses incurred as aresult of atemporary exclusion order. Japan aso
argued that a Section 337 exclusion order wasinconsistent with Article XI:1 of the Genera Agreement
to the extent that it exceeded what would be justified as "necessary" in terms of Article XX(d). In
relationto Article XX(d), Japan considered that both the procedures under Section 337 and theresulting
exclusion orders should be considered as "measures’ within the meaning of that Article. Japan
considered that Section 337 procedures were not "necessary” and were "a disguised restriction” on
international trade in terms of Article XX(d), because the procedures and orders issued at the border
under Article XX(d) treated imported products less favourably than domestically produced goods and
because they could hinder the distribution of genuine goods.

Korea, Republic of

4.5 TheRepublic of Koreapresented argumentson the compatibility of Section 337 with Article 111:1
and 111:4 of the General Agreement. In regard to Article 111:1, Korea considered that Section 337
contained elements of protection for domestic production: it dealt with injury to domestic industry;
domestic manufacturers or producers of products using United States patents, but not exporters to the
United States of goods produced using United States patents, had right of recourse to Section 337,
and Section 337 provided for a Presidential veto which was not applicable to judicial decisions. In
regard to Article 111:4, Korea considered that foreign producers were treated less favourably than
domestic producers because they were subject to the possibility of dual procedures under Section 337
and in the courts, and the procedures and relief measures were available more quickly and were more
effective than those in United States federa district courts.

Switzerland

4.6 Switzerland considered that Section 337 contained a number of elements of explicit and implicit
procedural discrimination against competitors based abroad and seeking access to the United States
market, as compared to United States domestic producers. Initiation of proceedings was open to domestic
producers only. Respondents could not make any counterclaims before the USITC. Section 337
procedures exerted severe and burdensome time pressures on respondents: while the complainant was
without any time constraint to prepare discovery and to file the complaint, the respondent was subject
to strict and short time-limits. Respondents had in effect not more than twenty days to submit their
response; sincediscovery usualy had to be completed within three to four months and only ten days
were granted to answer interrogations, respondents were under severe time pressure. Discovery was
often difficult for the respondent since relevant data and information provided by the complainant was
subject to protective orders and not available to the respondent and in-house counsel. In addition,
disclosureof confidential information might causeadditional conflictswith domesticlegislation binding
upon the exporting producer. Temporary exclusion orders could be granted without requiring proof
of injury. In order to continue imports despite atemporary exclusion order, an ad valorem bond had
to be paid, while the complainant did not have to provide any guarantees, since no damages could be
recovered under these proceedings.
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4.7 Switzerland considered that the elements of discrimination against imported goods and in favour
of domestically produced goods in Section 337 were incompatible with Article I11:4 of the General
Agreement, which required equa treatment in terms of procedures. To be justifiable under GATT,
such procedural discrimination would have to be authorised by a specific exception provision of the
GATT. Since Section 337 encompassed all possible forms of unfair trade and competition, it was
overbroad in relation to the General Agreement, which did not provide for any general exceptions for
unfair trade but relied upon specific exceptions and remedies such as those contained in Article VI
or Article XX. This, initself, constituted aviolation of Article I11, since Section 337 could be applied
contrary to GATT obligations. The special, discriminatory fast-track procedures under Section 337
could not be justified as "necessary" within the meaning of Article XX(d), since no reason had been
advanced showing why existing and non-discriminatory measureswithin theUnited Statescourt system
would not sufficiently protect United States-based producers. Moreover, Section 337 did not meet
the requirement of Article XX(d) that measures "not be applied in a manner which would constitute
ameans of arbitrary or unjustifiable discrimination between countries where the same conditions prevail”.
Thefact that exclusion orderswerein rem and not in personam and thefact that there was no obligation
to initiate proceedings against al the potentia infringers meant that an exclusion order might affect
producers who had had no opportunity to participate, and had, therefore, been without an opportunity
to use al legal and equitable defences in accordance with Section 337. In addition, the severe time
constraints imposed on respondents were a source of discrimination between domestic and foreign
producers.

4.8 Switzerland aso considered that Section 337 was not justifiable under Article XX(d) because
it exerted considerable, dissuasive, chilling effects on foreign competitors seeking access to the
United States market. Due to a number of features that did not sufficiently exclude abuses and due
to the fact that there was a low degree of predictability, Section 337 posed a considerable threat in
the hands of United States-based producers to foreign competitors. Initiation of proceedings was not
difficult; proceedings were under heavy time pressures, often subject to protective orders and were
extremely expensive, in particular for small and medium-sized competitors; the threat of temporary
exclusion orderswas considerable since it merely required reason to believe that there was aviolation
of the Section; it was doubtful that the injury test provided for in Section 337(a) was an effective
deterrent to unfounded requests; and foreign competitors compelled by financial necessities to settle
the case by agreement were left without a ruling on the legal issues.

Responses by the United States

4.9 Inresponse, the United States put forward the following arguments additiona to those summarised
in the preceding Section of this report:

- Separate procedures rdating solely to imported goods were common in the area of protection
of intellectua property rights, healthregulations, competitionlaw etc. Their mereexistence
did not constitute less favourable treatment of imported goods or a disguised restriction
on international trade.

- With respect to imports of products produced by means of a process patented in the
United States, Section 337 proceedings were not additional to those available under
United States patent law.

- Ingtitution of a proceeding by the complainant under United States patent law after anegeative
determination on validity/enforcesbility by the USITC would expose the patent owner to
defences of patent misuse and potentially to treble damages for anti-trust violation. (The
Community argued that such antitrust liability was very unlikely and that there had not
been asingle case where aparty had incurred such liability for filing apatent infringement
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suit in federal district court after having lost a Section 337 proceeding at the USITC.)
In cases where the USITC reached an affirmative decision, the possibility to relitigate the
patent issues before a federa district court gave, on the one hand, the respondent an
additiona opportunity to defend its case and, on the other hand, enabled the complainant
to pursue remediesfor past damage not available under Section 337. If the federa district
court decision of invalidity/non-infringement/unenforceability was upheld on appedl, the
USITC would rescind an outstanding order.

- Although application of the rules on hearsay evidence differed under Section 337 procedures
from practice in federa district courts, the administrative law judge took into account its
status as hearsay evidence in assessing the weight that would be accorded to it.

- The authority of administrative law judges to draw inferences under Section 337 based
on failureto produce evidence was the same as that exercised by federal judges, with one
exception where it was more limited. USITC rules did not provide for awarding costs
of litigation to secure compliance with discovery orders.

- Temporary exclusion orders under Section 337 were in some ways more favourable to
respondents than preliminary injunctions from federal district courts. Unlike the latter,
temporary exclusion orders did not prevent importation; importation could continue if
the respondent posted (not paid) a bond. If a negative final determination were issued,
the bond was discharged and no longer applied. Losses, such asthose complained of before
the Panel, were therefore not possible.

- Although preliminary injunctions were typicaly issued four months after request, temporary
exclusion orders might not be available until seven months after the initiation of the
investigation and lasted only while the investigation continued.

- A patent owner could obtain a temporary exclusion order under Section 337 only upon
proof that there was reason to believe that there was patent infringement and substantial
injury to an efficiently and economically operated industry in the United States and that
all the requirements for obtaining a preliminary injunction in a district court were met.
Moreover, temporary relief was subject to a USITC finding on public interest and to
Presidential review.

- The contention that the potentia scope of unfair trade practices that could violate Section 337
was overbroad in relation to GATT obligations ignored the wording of Article XX(d) of
the General Agreement, which was not limitative in the "laws or regulations’, not
inconsistent with the GATT, that it authorised, subject to the conditions stated, measures
to enforce.

- Contrary to assertions, administrative law judges liberally granted extensions of time to
respond to the complaint. Inthe Certain Aramid Fibreinvestigation, Akzo had requested
and received such an extension of time.

Extension of process patent protection to products

4.10 In response to a question put by the Panel, Canada, Japan and Switzerland informed the Panel
that in their countries the exclusive right of the owner of a process patent covered not only the use
of the process but also extended to products obtained directly by means of the patented process. They
also said that their countries provided for areversal of the norma burden of proof so that, where a
patent related to a process for obtaining anew product, there was a presumption that the same product
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produced by aparty other than the patentee had been obtained by the patented process. The presumption
could be rebutted by evidence from the party producing the goods in question. The Community also
indicated that, in its member States, process patent protection was extended to products and that generaly
the burden rested with the defendant to establish or to demonstrate that the products were made without
using the patented process.

V. EINDINGS

(i)  Scope of findings

5.1 The Pand'sterms of reference refer both to the application of Section 337 in genera and to its
application in the case concerning Certain Aramid Fibre which prompted the European Economic
Community to submit its complaint to the CONTRACTING PARTIES. During the course of the Pandl's
proceedings, the parties to the Certain Aramid Fibre case reached a settlement (see paragraph 2.9 above),
and thereafter the Community withdrew its request to the Panel to make findings in respect of that
case. ThePand thereforelimited its examination to Section 337 as such, plustherelated Section 337a
which the Council clearly intended to be covered by the Panel's term of reference since it was the
provision applicable in the Certain Aramid Fibre case. (Hereinafter references to Section 337 should
therefore be understood as references to both Section 337 and Section 337a.)

5.2 During the course of the Panel's work, Section 337 was amended by the Omnibus Trade and
Competitiveness Act of 1988. The Panel's findings are based on Section 337 as it was at the time
that the Panel was established by the Council, in October 1987. A summary of the main changes made
to Section 337 by the 1988 Act is contained in Annex Il to this report.

5.3 Section 337 isnot limited to patent disputes; indeed, except in Section 3373, it does not even
mention patents but merely speaks of "unfair methods of competition and unfair actsin theimportation
of articles into the United States'. It has also been used in disputes concerning alleged infringement
by imported products of other United States intellectual property rights, including trademarks and
copyrights, as well as in disputes outside the field of intellectua property. While many of the
observations that follow may be relevant to such cases as well, the complaint in this case, as well as
the submissions of the parties, concentrated on the application of Section 337 to patent-based cases,
and the Panel' s findings and conclusions are limited to such cases.

5.4 Thecentrd and undisputed facts before the Pand are that, in patent infringement cases, proceedings
before the USITC under Section 337 are only applicable to imported products aleged to infringe a
United States patent; and that these proceedings are different, in a number of respects, from those
applying before a federa district court when a product of United States origin is challenged on the
grounds of patent infringement. The Community maintained that the differences between the two
proceedings are such that the treatment accorded to imported products is less favourable than that
accorded to like products of United States origin, inconsistently with Article 111:4 of the Genera
Agreement, and that thislessfavourabl etreatment cannot bejustified under Article XX(d) of theGeneral
Agreement. The United States maintained that Section 337 is justifiable under Article XX(d) and,
in any event, is not inconsistent with Article I11:4 since it does not accord imported products less
favourable treatment than that accorded to like products of United States origin.

5.5 The United States suggested that the scope of the complaint was confined to matters of legal
procedure, and that the issues raised by the Community concerning in rem genera exclusion orders
and the possibility of imported products being subject to simultaneous proceedings under Section 337
and in federd district courts are not matters of procedure. However, the Panel noted that its terms
of reference refer without limitation to "the different rules applicable under Section 337" to which
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imported products are subject. Accordingly, it determined that these issues fall within its terms of
reference. Theterm "procedure” is used hereinafter in a broad sense that encompasses these issues.

5.6 Initsdeliberations, the Panel took into account the Report of the Panel on United States Imports
of Certain Automotive Springs Assemblies (BISD 30S/107), in thelight of the understanding on which
it had been adopted by the Council that its adoption "shall not foreclose future examination of the use
of Section 337 to deal with patent infringement cases from the point of view of consistency with
Articles Il and XX of the General Agreement" (C/M/168, item 7).

(i) Relevant provisions of the General Agreement

5.7 Themain provisions invoked by the parties to the dispute are Article 111:4 and Article XX(d).
The relevant part of Article I11:4 reads:

"The products of the territory of any contracting party imported into the territory of any other
contracting party shall beaccorded treatment no lessfavourabl ethan that accorded to like products
of national originin respect of all laws, regulations and requirements affecting their internal sale,
offering for sale, purchase, transportation, distribution or use.”

This provision is supplemented by an interpretative note, the relevant part of which reads:

"... any law, regulation or requirement ... which applies to an imported product and to the like
domestic product and is ... enforced in the case of the imported product at the time or point of
importation, is ... subject to the provisions of Article I11."

The relevant part of Article XX(d) reads:

" Subject to therequirement that such measuresare not applied in amanner which would constitute
ameans of arbitrary or unjustifiable discrimination between countries where the same conditions
prevail, or a disguised restriction on internationa trade, nothing in this Agreement shall be
construed to prevent the adoption or enforcement by any contracting party of
measures:. ... (d) necessary to secure compliance with laws or regulations which are not inconsistent
with the provisions of this Agreement, including those relating to ... the protection of patents,
trade marks and copyrights..."

(iii) Relation of Article 11l to Article XX(d)

5.8 The parties to the dispute agreed that Article I11:4 applies to substantive patent law, since such
law affectsthe"internal sale, offering for sale, purchase, transportation or use" of imported and domestic
products. They aso agreed that the consistency of the substantive provisions of United States patent
law with the General Agreement is not at issue. Further, the parties agreed that Section 337, when
applied in cases of alleged patent infringement, is a means to secure compliance with United States
patent law in respect of imported products. They disagreed, however, on the question of whether a
measure to secure compliance with patent laws - in contrast to the substantive patent law itself - is
covered by Article 111:4. Inthe view of the United States, measures to secure compliance with patent
legislation are covered only by Article XX(d). The Community took the position that Article 111:4
requires nationa treatment also for procedures designed to enforce internal legislation, and that
Article XX(d) provides for an exception to be considered only after conduct inconsistent with another
provision of the General Agreement has been established.

5.9 The Panel noted that Article XX is entitled "Genera Exceptions' and that the central phrase
in theintroductory clause reads. "nothing in this Agreement shall be construed to prevent the adoption
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or enforcement ... of measures...". Article XX(d) thusprovidesfor alimited and conditional exception
from obligations under other provisions. The Panel therefore concluded that Article XX (d) applies
only to measuresinconsi stent with another provision of the General Agreement, and that, consequently,
theapplication of Section 337 hasto beexaminedfirstinthelight of Article I11:4. If any inconsistencies
with Article I11:4 were found, the Panel would then examine whether they could be justified under
Article XX(d).

(iv) Articlelll:4

(& Meaning of "laws, regulations and requirements” in Article 111:4

5.10 The Pand then examined Section 337 in the light of Article I11:4. The Pandl first addressed
the issue of whether only substantive laws, regulations and requirements or also procedura laws,
regulations and requirements can be regarded as "affecting” the internal sale of imported products.
The positions of the United States and the Community on this were different (paragraphs 3.6 to 3.10
above). The Panel noted that the text of Article I11:4 makes no distinction between substantive and
procedura laws, regulations or requirements and it was not aware of anything in the drafting history
that suggests that such a distinction should be made. A previous Panel had found that "the selection
of theword 'affecting’ would imply ... that the drafters of the Article intended to cover in paragraph 4
not only the laws and regulations which directly governed the conditions of sale or purchase but aso
any laws or regulations which might adversdy modify the conditions of competition between the domestic
and imported products on the internal market."* In the Panel's view, enforcement procedures cannot
be separated from the substantive provisions they serve to enforce. If the procedura provisions of
internal law were not covered by Article 111:4, contracting parties could escape the national treatment
standard by enforcing substantivelaw, itself meeting thenational treatment standard, through procedures
less favourable to imported products than to like products of nationa origin. The interpretation suggested
by the United States would therefore defeat the purpose of Article |11, which isto ensure that internal
measures "not be applied to imported or domestic products so as to afford protection to domestic
production” (Articlel11:1). The fact that Section 337 is used as a means for the enforcement of
United States patent law at the border does not provide an escape from the applicability of Article 111:4;
theinterpretative noteto Article 111 statesthat any law, regulation or requirement affecting the internal
sale of productsthat is enforced in the case of the imported product at the time or point of importation
is nevertheless subject to the provisions of Article I1l. Nor could the applicability of Article I11:4 be
denied on the ground that most of the procedures in the case before the Panel are applied to persons
rather than products, since the factor determining whether persons might be susceptible to Section 337
proceedings or federa district court proceduresisthe source of the challenged products, that iswhether
they are of United States origin or imported. For these reasons, the Panel found that the procedures
under Section 337 comewithintheconcept of "laws, regulationsandrequirements” affectingtheinternal
sale of imported products, as set out in Article 111 of the General Agreement.

(b) The "no less favourable" treatment standard of Article 111:4

5.11 ThePand noted that, asfar astheissuesbeforeit are concerned, the" nolessfavourable" treatment
requirement set outin Article 111:4, isunqualified. Thesewordsareto befound throughout the General
Agreement and later agreements negotiated inthe GATT framework asan expression of theunderlying
principle of equality of treatment of imported products as compared to the treatment given either to
other foreign products, under the most favoured nation standard, or to domestic products, under the
national treatment standard of Article Ill. The words "treatment no less favourable" in paragraph 4

'Panel on Italian Discrimination Against Imported Agricultura Machinery (BISD 7S/60,
paragraph 12), adopted on 23 October 1958.
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call for effective equality of opportunities for imported products in respect of the application of laws,
regulations and requirements affecting the internal sale, offering for sale, purchase, transportation,
distribution or use of products. This clearly sets a minimum permissible standard as abasis. On the
one hand, contracting parties may apply to imported products different formal legal requirements if
doing so would accord imported products more favourable treatment. On the other hand, it also has
to berecognised that there may be cases where application of formally identical legal provisionswould
in practice accord less favourable treatment to imported products and a contracting party might thus
have to apply different legal provisions to imported products to ensure that the treatment accorded
them isin fact no less favourable. For these reasons, the merefact that imported products are subject
under Section 337 to lega provisions that are different from those applying to products of national
originisin itself not conclusive in establishing inconsistency with Article 111:4. 1n such cases, it has
to be assessed whether or not such differences in the lega provisions applicable do or do not accord
to imported products less favourable treatment. Given that the underlying objective is to guarantee
equality of treatment, it isincumbent on the contracting party applying differential treatment to show
that, in spite of such differences, the no less favourable treatment standard of Article 11 is met.

5.12 The Panel noted the differing views of the parties on how an assessment should be made as to
whether the differences between Section 337 and federa district court procedures do or do not accord
imported products less favourable treatment than that accorded to products of United States origin
(paragraphs 3.15-3.20 above). In brief, the United States believed that this determination could only
be made on the basis of an examination of the actual results of past Section 337 cases. It would follow
from this reasoning that any unfavourable elements of treatment of imported products could be offset
by more favourable elements of treatment, provided that the results, as shown in past cases, have not
been lessfavourable. The Community's interpretation of Article 111:4 would require that Section 337
not be capable of according imported products less favourable treatment; e ements of less and more
favourable treatment could thus only be offset against each other to the extent that they aways would
arise in the same cases and necessarily would have an offsetting influence on each other.

5.13 The Panel examined these arguments carefully. It noted that a previous Panel had found that
the purpose of the first sentence of Article 111:2, dealing with internal taxes and other interna charges,
isto protect " expectations on the competitive rel ationship between imported and domestic products”.*
Article I11:4, which is the paralel provision of Article 111 dealing with the "non-charge' eements of
internal legidlation, has to be construed as serving the same purpose. Article 111:4 would not serve
this purpose if the United States interpretation were adopted, since a law, regulation or requirement
couldthen only bechallenged in GATT after theevent asameans of rectifying lessfavourable treatment
of imported products rather than as a means of forestaling it. In any event, the Panel doubted the
feasibility of an approach that would require it to be demonstrated that differences between procedures
under Section 337 and those in federa district courts had actually caused, in a given case or cases,
less favourable treatment. The Panel therefore considered that, in order to establish whether the "no
lessfavourable" treatment standard of Article I11:4 ismet, it had to assess whether or not Section 337
initself may lead to the application to imported products of treatment |ess favourabl e than that accorded
to products of United Statesorigin. It noted that this approach isin accordance with previous practice

'Report of Panel on United States- Taxes on Petroleum and Certain Imported Substances (L/6175,
paragraph 5.1.9), adopted by the Council on 17 June 1987.
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of the CONTRACTING PARTIES in applying Article I11, which has been to base their decisions on
the distinctions made by thelaws, regulationsor requirementsthemselvesand on their potential impact,
rather than on the actual consequences for specific imported products.*

5.14 The Pane further found that the "no less favourabl€" treatment requirement of Article I11:4 has
to be understood as applicable to each individual case of imported products. The Panel rejected any
notion of balancing more favourable treatment of some imported products against less favourable
treatment of other imported products. If this notion were accepted, it would entitle a contracting party
to derogate from the no less favourable treatment obligation in one case, or indeed in respect of one
contracting party, on the ground that it accords more favourable treatment in some other case, or to
another contracting party. Such an interpretation would lead to great uncertainty about the conditions
of competition between imported and domestic products and thus defeat the purposes of Article lll1.

(c) Appraisa of Section 337 in terms of Article 111:4

Contentions by theUnited Statesthat morefavourabletreatment isaccorded toimported products

5.15 TheUnited States contended (paragraphs 3.47-3.54; seealso paragraphs 2.8(e), (i), (j) and (k))
that Section 337 accords imported products more favourable treatment than that accorded to domestic
products in district court proceedings because of:

- the substantive economic elements relating to injury and industry that a Section 337
complainant has to prove and that do not have to be proved in patent litigation in federa
district courts;

- the possibility that relief under Section 337 might be modified or not applied on public
interest or policy grounds, which possibility does not exist in federal district courts; and

- certainprocedural differencesfromfederal district court proceduresthat accord Section 337
respondents more favourable treatment.

The Panel examined whether these elements of claimed more favourable treatment could within the
meaning of Article 111:4 offset any elements of less favourable treatment of imported products aleged
by the Community.

5.16 Ashasaready been stated above, an element of morefavourabletreatment would only berelevant
if it would aways accompany and offset an element of differentia treatment causing less favourable
treatment. ThePanel had no difficulty in recognising that the economic requirementsand the possibility
of denid or limitation of relief on public interest or policy grounds could decisively influence the outcome
of certain Section 337 casesin favour of imported products, as might the requirement on acomplainant
to make a prima facie case in a default situation, and that no equivalent advantages are enjoyed by

'For example:  Working Party on Brazilian Internal Taxes (BISD 11/184-5, paragraph 13-16);
Panel on Italian Discrimination against Imported Agricultural Machinery (BISD 7563-64,
paragraphs 11-12); Panel on EEC - Measureson Animal Feed Proteins(BISD 25565, paragraph 4.10);
Panel on Canada - Administration of the Foreign Investment Review Act (BISD 305167, paragraph 6.6);
Panel on United States - Taxes on Petroleum and Certain Imported Substances (L/6175,
paragraphs 5.1.1-5.1.9).
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defendantsin federal district court litigation in respect of products of United Statesorigin.* However,
the Pand found, on the one hand, that these requirements may involve the respondent in litigation,
defence and discovery of business secrets unrelated to the underlying patent issue; and, on the other
hand, there is no reason to believe that such dispositive influences would always operate in each
individual case where anegative effect on the respondent might result from the operation of an element
of less favourable treatment claimed by the Community. Further, the Pandl noted that, in each case
over which both the USITC and federd district courts havejurisdiction, the complainant has the choice
whether to proceed before the USITC or before the regular courts (see paragraph 5.18 below).

5.17 The Panel noted that some of the procedural advantages that, according to the United States
(paragraph 3.54), are given to respondents could operatein all cases. The Panel aso recognised that
the substantive economic requirements put procedura burdens not only on the respondent but also on
the complainant, which has the burden of proof on these matters, and that these procedura burdens
could operatein all cases. The Panel took these factors into account to the extent that they might be
capable of exerting an offsetting influence in each individual case of less favourabletreatment resulting
from an element cited by the Community.

Contentions by the Community that less favourable treatment is accorded to imported products

5.18 In cases concerning imported products over which both federal district courts and the USITC
have jurisdiction, the complainant has the choice of which forum to use, or possibly to initiate acomplaint
in both fora; no equivaent choice of forum is available to a plaintiff in a case concerning products
of United States origin. This option was referred to on numerous occasions by the Community and
by third contracting parties making submissions. The Panel found that, given the differences between
the proceedings of the USITC and of federal courts, to provide the complainant with the choice of
forum where imported products are concerned and to provide no corresponding choice where
domestically-produced productsare concernedisinitself lessfavourabl etreatment of imported products
and istherefore inconsistent with Article 111:4. It isalso areason why in practice Section 337 ismore
likely to be employed in those cases where the specific elements that might accord less favourable
treatment to imported products are significant. The complainant will tend to avoid recourse to
Section 337 in cases where elements of more favourable treatment of the respondent than that accorded
in federal district court litigation might play a role, for example where public interest or policy
considerations might be expected to intervene.

5.19 The Pand considered the specific differences between Section 337 proceedings and those in federa
district courts referred to by the Community to assess whether they accord less favourable treatment
to imported products than that accorded to products of United States origin in patent-based cases:

- Time-limits (paragraphs 2.8(f) and (n) and 3.29-3.34). The Panel found that therelatively short
and fixed time-limits for the completion of proceedings under Section 337 could put the respondent
in a significantly less favourable position than it would have been in before a federal district
court where no fixed time-limits apply, both because the complainant has a greater opportunity
than the respondent to prepare his case before bringing the complaint and because defence in
genera benefits from delay. It is true that the short time-limits might benefit the respondent
in cases where a negative finding is made, since any damage to his business resulting from the

The Panel noted that severa of the elements said to give advantages to respondents - notably the
requirement that acomplainant must show injury to anindustry and the requirement that acomplai nant
must show that the industry was being " efficiently and economically operated” - wererepeaed, at |east
as far as certain intellectual property based cases are concerned, by the Omnibus Trade and
Competitiveness Act adopted by the United States in the Summer of 1988 (see Annex I1).
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uncertainty generated by the litigation would be ended more quickly, but this does not justify
the less favourable treatment in other cases. The Panel did not accept the argument of the
United States that the appropriate comparison with Section 337 time-limitsis the time taken for
issuing preliminary injunctions in federal district courts. A Section 337 final order is not
comparable to a preliminary injunction since it is not subject to review by the same forum nor
isit accompanied by the safeguardsusually attached to preliminary ordersto protect thelegitimate
interests of defendants. The Panel noted the arguments of the United States that a complainant
wasrequired to provide more detailed information in aSection 337 complaint - a point contested
by the Community - and that an additional ten dayswas given to foreign respondentsfor service
by mail, but concluded that these factors could not significantly offset the disadvantage that the
respondent could suffer from the tighter Section 337 time-limits.

- Inadmissibility of counterclaims (paragraphs 2.8(h) and 3.21-3.23). The Panedl found that the
inability of the respondent to make counterclaims in a Section 337 action - a right that the
defendant has in federal district court proceedings - deprives the respondent of an option that
isavailable where products of United States origin rather than imported products are concerned.
Moreover, theexistenceof thisoption, which appliesto unrelated aswell asrelated counterclaims,
could act as a dissuasive factor on apotential complainant in filing acomplaint in thefirst place.
The Panel noted the observation of the United States that many of the points that might be the
subject of arelated counterclaim in court proceedings could be made in USITC proceedings by
way of defence. However, the complainant runs no risk of an affirmative adverse finding on
these points, or of adverse findings or need to litigate in respect of unrelated issues, and in the
Panel’ s view thisgives complainants before the USI TC advantages that might well be significant.
The Panel therefore found that the non-availability of the opportunity to raise counterclaims
constitutes less favourable treatment of imported products within the meaning of Article I11:4.

- In rem exclusion orders (paragraphs 2.8(1) and (m) and 3.43-3.44). The Community and some
third contracting parties raised two issues concerning in rem exclusion orders. One of these
issues - enforcement of orders - concerns both limited exclusion orders (orders directed only
to products produced by respondents and found to be infringing - the more common type of
exclusion order) and genera exclusionorders(ordersapplicableto productsfoundtobeinfringing
produced by any person). While such exclusion orders are automatically enforced by the
United States Customs Service, enforcement of an injunction ordered by afederal district court,
theequivalent relief inrespect of productsof United Statesorigin, requiresindividual proceedings
brought by the successful plaintiff. The Pand found that thisdifferenceresultsinlessfavourable
treatment of imported products within the meaning of Article 111:4 of the GATT. In respect
of the second issue, which concerns genera exclusion orders only, the Panel noted that relief
against persons other than the parties to a proceeding is not generally available to successful
plaintiffsinactionsagainst domesticinfringers. Thisdifferencethereforeresultsinlessfavourable
treatment of imported products within the meaning of Article 111:4 of the General Agreement.

- Double proceedings (paragraphs 2.8(d)(iii) and 3.41-3.42). The Community raised the question
of the possibility of simultaneous proceedings. Canada and Korea raised similar points
(paragraphs 4.2 and 4.5). Under United States law, where a product patent is involved and the
jurisdictional requirements of federal district court litigation and Section 337 investigations are
met, imported products might be faced with double proceedings under Section 337 and before
federal district courts, whereas like products of United States origin can only be challenged in
proceedings in federal district courts.® The Panel found that, while the likelihood of having to

*Asaresult of the Omnibus Tradeand Competitiveness Act of 1988, thispossibility now also applies
where process patents are concerned. See Annex Il for details.
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defend imported products in two forais small, the existence of the possibility isinherently less
favourable than being faced with having to conduct a defence in only one of those fora. It
therefore subjects imported products to less favourable trestment within the meaning of Article I11:4
of the General Agreement.

Treatment of confidential information (paragraphs 2.8(g) and 3.24-3.28). Apart from what has
been said in paragraph 5.16, the Panel did not find that the techniques used under Section 337
to protect confidential information are effectively different from those generally employed in
federa district courtsin the United States. It therefore did not find that they disadvantage imported
products.

Decision-making under Section 337 (paragraphs 2.4-2.5 and 3.35-3.40). The Community
contended that USITC Commissioners are less qualified than federal district court judges to
adjudicate legal issuesin patent disputes. The Panel examined this contention but did not find
that the difference in decision-makers between the USITC and federa district courts is such as
to lead intrinsicaly to less-favourable treatment of imported products in respect of patent
adjudication. The Panel noted also that there is at least a nominal difference in the standard
used by the Court of Appeals for the Federa Circuit to review, on the one hand, findings of
fact by the USITC, which likefindings by juriesin federa district courts can only be overturned
if not supported by " substantial evidence”, and onthe other hand findings of fact by federal judges,
which can be set aside if found to be "clearly erroneous'. However, the Panel did not find that
thisdifference in the standard of review initself resultsin less favourable treatment of imported
products in terms of Article I11:4.

Summary of findings under Article lll:4

5.20 The Pandl found that Section 337, inconsistently with Article 111:4 of the General Agreement,
accords to imported products aleged to infringe United States patents treatment |ess favourable than
that accorded under federal district court proceduresto like products of United Statesorigin asaresult
of the following factors:

(i) the availability to complainants of a choice of forum in which to chalenge imported
products, whereas no corresponding choice is available to challenge products of
United States origin;

(ii)  the potentid disadvantage to producers or importers of challenged products of foreign origin
resulting from the tight and fixed time-limits in proceedings under Section 337, when no
comparabletime-limits apply to producers of challenged products of United Statesorigin;

(iif) the non-availability of opportunities in Section 337 proceedings to raise counterclaims,
asis possible in proceedings in federa district court;

(iv) the possibility that genera exclusion orders may result from proceedings brought before
the USITC under Section 337, given that no comparable remedy is available against
infringing products of United States origin;

(v)  theautomaticenforcement of exclusion ordersby theUnited States Customs Service, when
injunctiverelief obtainablein federal courtinrespect of infringing productsof United States
origin requires for its enforcement individua proceedings brought by the successful plaintiff;



(vi) the possihility that producers or importers of chalenged products of foreign origin may
have to defend their products both beforethe USITC and in federa district court, whereas
no corresponding exposure exists with respect to products of United States origin.

5.21 The Panel considered whether al these differences of treatment could be traced back to one
common cause, this being the structure of the USITC which is fundamentally not a court of law but
an administrative agency, and whether thisstructural differencecould besaidto entail initself treatment
incompatible with the requirements of Article I1l. The Pandl however reached no conclusion in this
respect, as this question had not been raised in such general terms by the Community.

(v) Article XX(d)

(& The conditions attached to the use of Article XX(d)

5.22 Having found the elementsof Section 337 summarised in paragraph 5.20 aboveto beinconsi stent
with Articlell1:4, the Panel considered whether these inconsistencies can be justified under
Article XX(d). The Panel noted that the parties to the dispute agreed that, for the purposes of
Article XX(d), Section 337 can be considered as "measures ...... to secure compliance with"
United States patent law. It then examined whether, in respect of the elements of Section 337 found
to beinconsistent with Article 111:4 of the Genera Agreement, the conditionsspecifiedin Article XX(d)
to justify measures otherwise inconsistent with the GATT are met. These are:

- that the "laws or regulations’ with which compliance is being secured are themselves "not
inconsistent” with the General Agreement;

- that the measures are "hnecessary to secure compliance” with those laws or regulations;

- that the measures are "not applied in a manner which would constitute a means of arbitrary or
unjustifiabl e discrimination between countries where the same conditions prevail, or a disguised
restriction on international trade".

5.23 ThePanel noted that each of these conditions must be met if an inconsistency with another GATT
provision is to be justifiable under Article XX(d). A measure which does not meet any one of these
conditions, for example the condition that it must be "necessary to secure compliance” with a law
consistent with the GATT, cannot be justified under Article XX(d).

5.24 The Panel noted that in the dispute before it the "laws or regulations’ with which Section 337
secures compliance arethe substantive patent |aws of the United States and that the conformity of these
laws with the General Agreement is not being challenged. The Panel then considered whether the
inconsistencies with Article 111:4 are " necessary" to secure compliance with these laws, this being the
issue on which the discussion had mainly concentrated.

(b) The "necessary to secure compliance” condition

5.25 The Panel noted that the United States and the Community interpret the term "necessary"
differently. They differ asto whether it requiresthe use of theleast trade-restrictive measure avail able.
They also differ as to whether "necessity” to use measures that accord less favourable treatment to
imported products can be created by a contracting party's choice, in its nationa legislation, of
enforcement measures against domestic products that would not be effective against imports
(paragraphs 3.59 - 3.61).
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5.26 Itwasclear to thePanel that acontracting party cannot justify ameasureinconsi stent with another
GATT provision as "necessary" in terms of Article XX(d) if an aternative measure which it could
reasonably be expected to employ and which isnot inconsistent with other GATT provisionsisavailable
to it. By the same token, in cases where a measure consistent with other GATT provisions is not
reasonably available, a contracting party is bound to use, anong the measures reasonably available
toit, that which entailstheleast degree of inconsistency with other GATT provisions. ThePanel wished
to makeit clear that this does not mean that a contracting party could be asked to changeits substantive
patent law or its desired level of enforcement of that law, provided that such law and such leved of
enforcement are the same for imported and domestically-produced products. However, it does mean
that, if a contracting party could reasonably secure that level of enforcement in a manner that is not
inconsistent with other GATT provisions, it would be required to do so.

5.27 Bearing in mindtheforegoing and that it isup to the contracting party seeking to justify measures
under Article XX(d) to demonstrate that those measures are "necessary” within the meaning of that
provision®, the Pandl considered whether the inconsistencies that it had found with Article I111:4 can
be justified as "necessary" in terms of Article XX(d). The Panel first examined the argument of the
United States that the Panel should consider not whether the individual elements of Section 337 are
"necessary” but rather whether Section 337 as a system is "necessary” for the enforcement of
United States patent laws (paragraphs 3.57-3.58). The Panel did not accept this contention since it
would permit contracting parties to introduce GATT inconsistencies that are not necessary simply by
making them part of a scheme which contained elements that are necessary. Inthe view of the Pandl,
what hasto be justified as " necessary” under Article XX(d) is each of the inconsistencies with another
GATT Article found to exist, i.e. inthiscase, whether the differences between Section 337 and federal
district court proceduresthat result in lessfavourabl etreatment of imported productswithinthe meaning
of Article I11:4, as outlined above (paragraph 5.20), are necessary.

(©) The necessity of the specific inconsistencies with Article I11:4

5.28 The United States suggested that Section 337 can bejustified because, under United States law,
it provides the only means of enforcement of United States patent rights against imports of products
manufactured abroad by means of a process patented in the United States (paragraph 3.62). The Panel
considered that, evenif it were accepted that a different scheme for imports alleged to infringe process
patents is necessary, this could not in itself justify as "necessary” in terms of Article XX(d) any of
the specific inconsistencies with Article I11:4 summarised in paragraph 5.20 above. In any event, the
Panel did not consider that adifferent schemefor importsallegedtoinfringeprocess patentsisnecessary,
since many countries grant to their civil courts jurisdiction over imports of products manufactured abroad
under processes protected by patents of the importing country. The Panel noted that, in the 1988
Omnibus Trade and Competitiveness Act, the United States has in fact amended its law to this effect
(see Annex I1).

5.29 The United States aso suggested that certain features of Section 337 are necessary in order to
permit Presidential review, which isin the interests of respondents (paragraph 3.66). The Panel did
not believe that this provided an argument for necessity in terms of Article XX(d), since Presidential
review is not necessary in order to secure compliance with United States patent legislation; it is not,
of course, availablein United States patent litigation involving challenged products of domestic origin.

5.30 The United States suggested that Section 337 is needed because of difficulties with service of
process on and enforcement of judgments against foreign manufacturers (paragraphs 3.63-3.65). As

1See Report of the Pand on Canada - Administration of the Foreign Investment Review Act,
paragraph 5.20 (BISD 305164), adopted on 7 February 1984.
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regards service of process, the differencein procedures between Section 337 and federal district courts
was not itself alleged to be inconsistent with any GATT provision; and the Panel did not see why
any of theinconsistencieswith Article 111:4 areanecessary accompani ment of arrangementsfor effective
serviceof processwhereimported productsareconcerned. However, asnotedinparagraph 5.19 above,
the Panel found the differencesin procedures for the enforcement of judgments to be inconsistent with
Article I11:4 in that they providefor the possibility of in rem general exclusion orders against imported
products when no equivalent remedy is available against products of United States origin; and that
they provide for automatic customs enforcement of exclusion orders while the enforcement of a court
injunction requires the initiation of proceedings by the successful party.

5.31 The United States stressed the importance to its system of enforcement of in rem orders, and
the Panel considered this question at some length. The Panel agreed with the United States that taking
action against infringing products at the source, that isat the point of their production, would generally
bemoredifficult in respect of imported productsthan in respect of productsof national origin: imported
products are produced outside the jurisdiction of national enforcement bodies and it is seldom feasible
to secure enforcement of the rulings of a court of the country of importation by local courts in the
country of production. In personam action against importers would not in al cases be an adequate
substitute for action against the manufacturer, not only because importers might be very numerous
and not easily brought into a single judicial proceeding, but aso, and more importantly, because as
soon as activities of knownimporterswere stopped it woul d often be possiblefor aforeign manufacturer
to find another importer. For these reasons the Panel believed that there could be an aobjective need
in terms of Article XX(d) to apply limited in rem exclusion orders to imported products, athough no
equivalent remedy is applied against domestically-produced products.

5.32 A limited in rem order applying to imported products can thus be justified, for the reasons
presented in the previous paragraph, as the functional equivaent of an injunction enjoining named
domestic manufacturers. However, thesereasonsdo not justify as" necessary” intermsof Article X X(d)
theinconsistency with Article I11:4 found in respect of general exclusion orders; thisisthat suchorders
apply to products produced by personswho have not been named as respondentsin thelitigation, while
no equivalent measure applicable to non-parties is available where products of United States origin
areconcerned. TheUnited Statesinformed the Panel that the situations which under Section 337 could
justify agenera exclusion order against imported products are a widespread pattern of unauthorised
use of the patented invention or processand areason to infer that manufacturers other than respondents
to theinvestigation might enter the United States market with infringing products. However, the Panel
saw no reason why these situations could not aso occur in respect of products produced in the
United States. Nevertheless, the Panel did not rule out entirely that there could sometimes be objective
reasons why general in rem exclusion orders might be "necessary” in terms of Article XX(d) against
imported products even though no eguivalent measure was needed against products of United States
origin. For example, inthe case of imported productsit might be considerably moredifficult toidentify
the source of infringing productsor to prevent circumvention of orderslimited to the products of named
persons, than in the case of products of United Statesorigin. Of course, the United States could bring
the provision of general exclusion orders into consistency with Article 111:4 by providing for the
application in like situations of equivalent measures against products of United States origin.

5.33 Asnoted above, the Panel found an inconsistency with Article I11:4 in the fact that Section 337
exclusion orders are automatically enforced by the Customs Service, whereas the enforcement of
injunctions against products of United States origin requires the successful plaintiff to bring individual
proceedings. However, in this case the Pand accepted the argument of necessity in terms of
Article XX(d). A United States manufacturer which hasbeen enjoined by afedera district court order
can normally be expected to comply with that injunction, because it would know that failure to do so
would incur therisk of serious penaltiesresulting from acontempt proceeding brought by the successful
plaintiff. An injunction should therefore normally suffice to stop enjoined activity without the need
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for subsequent action to enforce it. As far as imported products are concerned, enforcement at the
border by the customs administration of exclusion orders can be considered as a means necessary to
render such orders effective.

5.34 The Panel considered the argument of the United States that many of the procedural aspects of
Section 337 reflect the need to provide expeditious prospective relief against infringing imports
(paragraph 3.66). The Panel understood this argument to be based on the notion that, in respect of
infringing imports, therewould be greater difficulty than in respect of infringing products of domestic
originin collecting awards of damagesfor past infringement, becauseforeign manufacturersareoutside
thejurisdiction of national courts and importers might havelittle by way of assets. InthePanel’sview,
given the issues at stake in typica patent suits, this argument could only provide a justification for
rapid preliminary or conservatory action against imported products, combined with the necessary
safeguards to protect the legitimate interests of importers in the event that the products prove not to
beinfringing. Thetight time-limitsfor the conclusion of Section 337 proceedings, when no comparable
time-limits apply in federal district court, and the other features of Section 337 inconsistent with
Article I11:4 that serve to facilitate the expeditious completion of Section 337 proceedings, such as
the inadmissibility of counterclaims, cannot be justified as "necessary” on this basis.

5.35 The United States did not advance, nor was the Panel aware of, any other arguments that might
justify as necessary any of the elements of Section 337 that had been found to be inconsistent with
Article I11:4 of the General Agreement. On the basis of the preceding review and analysis, the Panel
found that the system of determining allegations of violation of United States patent rights under
Section 337 of the United States Tariff Act cannot be justified as necessary within the meaning of
Article XX(d) so asto permit an exception to the basic obligation contained in Article 111:4 of the Generd
Agreement. The Panel, however, repeatsthat, asindicated in paragraphs 5.32 and 5.33 above, some
of the inconsistencies with Article I11:4 of individual aspects of procedures under Section 337 could
be justified under Article XX(d) in certain circumstances.

VI. CONCLUSIONS

6.1 Toavoid any misunderstanding as to the scope and implications of the above findings, the Panel
stresses that neither Article 111:4 nor Article XX(d) puts obligations on contracting parties specifying
the level of protection that they should accord to patents or the effectiveness of procedures to enforce
such protection. The only task entrusted to the Panel was to see whether the treatment accorded to
imported products under Section 337 is compatible with the rules of the Genera Agreement.

6.2 The Panel aso wishes to state that, athough it found that some elements of Section 337 are
inconsistent with the GATT obligations of the United States, it found no evidence that these el ements
had been deliberately introduced so as to discriminate against foreign products.

6.3 On the basis of the findings set out in paragraphs 5.1 - 5.35 above the Panel concluded that
Section 337 of the United States Tariff Act of 1930 isinconsistent with Article 111:4, inthat it accords
to imported products challenged as infringing United States patents treatment less favourable than the
treatment accorded to products of United States origin similarly challenged, and that these inconsistencies
cannot be justified in all respects under Article XX(d).

6.4 The Panel recommends that the CONTRACTING PARTIES request the United States to bring
its procedures applied in patent infringement cases bearing on imported products into conformity with
its obligations under the General Agreement.
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ANNEX |

SECTION 337 OF UNITED STATES TARIFE ACT OF 1930
(as of October 1987)

8337. Unfair practices in import trade.

@

Unfair methods of competition declared unlawful. Unfair methods of competition and unfair acts

in theimportation of articles into the United States, or in their sale by the owner, importer, consignee,
or agent of either, the effect or tendency of which is to destroy or substantially injure an industry,
efficiently and economically operated, in the United States, or to prevent the establishment of such
an industry, or to restrain or monopolize trade and commerce in the United States, are declared unlawful,
and when found by the Commission to exist shall be dealt with, in addition to any other provisions
of law, as provided in this section.

(b)
D

2

3)

Investigation of violations by Commission; time-limits.

The Commission shall investigate any alleged violation of this section on complaint under oath
or upon itsinitiative. Upon commencing any such investigation, the Commission shall publish
notice thereof in the Federa Register. The Commission shall conclude any such investigation,
and make its determination under this section, at the earliest practicable time, but not later than
one year (eighteen months in more complicated cases) after the date of publication of notice of
such investigation. The Commission shall publish in the Federd Register its reasons for designating
any investigation asamorecomplicated investigation. For purposes of the one-year and 18-month
periods prescribed by this subsection, there shall be excluded any period of time during which
such investigation is suspended because of proceedingsin acourt or agency of the United States
involving similar questions concerning the subject matter of such investigation.

During the course of each investigation under this section, the Commission shall consult with,
and seek advice and information from the Department of Hedlth and Human Services, the
Department of Justice, the Federa Trade Commission, and such other departments and agencies
as it considers appropriate.

Whenever, in the course of an investigation under this section, the Commission has reason to
believe, based on information before it, that a matter, in whole or in part, may come within the
purview of section 1303 of thistitle or of part Il of subtitle IV of this chapter, it shall promptly
notify the Secretary of the Treasury so that such action may be taken as is otherwise authorized
by such section and such part 1. If the Commission has reason to believe the matter before it
is based solely on alleged acts and effects which are within the purview of section 1303, 1671,
or 1673 of thistitle, it shal terminate, or not institute, any investigation into the matter. If the
Commission has reason to believe the matter before it is based in part on alleged acts and effects
which are within the purview of section 1303, 1671 or 1673 of thistitle, and in part on alleged
acts and effects which may, independently from or in conjunction with those within the purview
of such section, establish a basis for relief under this section, then it may institute or continue
an investigation into the matter. If the Commission notifies the Secretary or the administering
authority (asdefined in section 1677(1) of thistitle) with respect to a matter under this paragraph,
the Commission may suspend its investigation during the time the matter is before the Secretary
or administering authority for final decision. For purposes of computing the one-year or
eighteen-month periods prescribed by this subsection, there shall be excluded such period of
suspension. Any final decision of the Secretary under section 1303 of this title or by the
administering authority under section 1671 or 1673 of thistitle with respect to the matter within
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such section 1303, 1671 or 1673 of thistitle of which the Commission has notified the Secretary
or administering authority shall be conclusive upon the Commission with respect to the issue of
less-than-fair-value sales or subsidization and the matters necessary for such decision.

(c) Determinations; review. The Commission shall determine, with respect to each investigation
conducted by it under thissection, whether or not thereisaviolation of thissection. Each determination
under subsection (d) or (e) of this section shall be made on the record after notice and opportunity
for ahearing in conformity with the provisions of subchapter 11 of chapter 5 of title 5. All legal and
equitable defencesmay be presented in all cases. Any person adversely affected by afinal determination
of the Commission under subsection (d), (€) or (f) of this section may appeal such determination within
Sixty days after the determination becomesfinal, to the United States Court of Appealsfor the Federal
Circuit for review in accordance with chapter 7 of title 5. Notwithstanding the foregoing provisions
of this subsection, Commission determinations under subsections (d), (e) and (f) of this section with
respect to its findings on the public health and welfare, competitive conditions in the United States
economy, the production of like or directly competitivearticles in the United States, and United States
consumers, the amount and nature of bond, or the appropriateremedy shall bereviewablein accordance
with section 706 of title 5.

(d) Exclusion of articles from entry. If the Commission determines, as aresult of an investigation
under this section, that there is violation of this section, it shall direct that the articles concerned,
imported by any person violating the provision of this section, be excluded from entry into the
United States, unless, after considering the effect of such exclusion upon the public health and welfare,
competitive conditions in the United States economy, the production of like or directly competitive
articles in the United States, and United States consumers, it finds that such articles should not be
excluded from entry. The Commission shall notify the Secretary of the Treasury of its action under
this subsection directing such exclusion from entry, and upon recei pt of such notice, the Secretary shall,
through the proper officers refuse such entry.

(e) Exclusion of articles from entry during investigations except under bond. If, during the course
of an investigation under this section, the Commission determines that there is reason to believe that
thereis a violation of this section, it may direct that the articles concerned, imported by any person
with respect to whom thereis reason to believe that such person is violating this section, be excluded
from entry into the United States, unless, after considering the effect of such exclusion upon the public
health and welfare, competitive conditions in the United States economy, the production of like or
directly competitive articles in the United States, and United States consumers, it finds that such
articles should not be excluded from entry. The Commission shall notify the Secretary of the Treasury
of its action under this subsection directing such exclusion from entry, and upon receipt of such notice,
the Secretary shall, through the proper officers, refuse such entry, except that such articles shall be
entitled to entry under bond determined by the Commission and prescribed by the Secretary.

(f) Cease and desist orders; civil penalty for violation of orders.

(1) Inlieu of taking action under subsection (d) or (e) of this section, the Commission may issue and
cause to be served on any person violating this section, or believed to be violating this section,
as the case may be, an order directing such person to cease and desist from engaging in the unfair
methods or acts involved, unless after considering the effect of such order upon the public health
and welfare, competitiveconditionsinthe United Stateseconomy, theproductionof likeor directly
competitive articles in the United States, and United States consumers, it finds that such order
should not be issued. The Commission may at any time, upon such notice and in such manner
as it deems proper, modify or revoke any such order, and, in the case of arevocation, may take
action under subsection (d) or (€) of this section, as the case may be.
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(2) Any person who violates an order issued by the Commission under paragraph (1) after it has become
final shall forfeit and pay to the United Statesacivil penalty for each day on which animportation
of articles, or their sale, occursin violation of the order of not morethan the greater of US$10,000
or the domestic value of the articles entered or sold on such day in violation of the order. Such
penalty shall accrue to the United States and may be recovered for the United States in a civil
action brought by the Commission in the Federal District Court for the District of Columbia or
for the district in which the violation occurs. In such actions, the United States district courts
may issue mandatory injunctions incorporating the relief sought by the Commission as they deem
appropriate in the enforcement of such fina orders of the Commission.

(g) Referral to President.

(1) If the Commission determines that there is a violation of this section, or that, for purposes of
subsection (c) of this section, thereis reason to believe that there is such aviolation, it shall:

(A) publish such determination in the Federal Register; and

(B) transmit to the President a copy of such determination and the action taken under
subsection (d), (e) or (f) of this section, with respect thereto, together with the record upon
which such determination is based.

(2) If, beforethe close of the sixty-day period beginning on the day after the day on which hereceives
a copy of such determination, the President, for policy reasons, disapproves such determination
and notifies the Commission of his disapproval, then, effective on the date of such notice, such
determination and theactiontaken under subsection (d), (€) or (f) of thissectionwithrespect thereto
shall have no force or effect.

(3) Subject to the provisions of paragraph (2), such determination shall, except for purposes of
subsection (c) of this section, be effective upon publication thereof in the Federal Register, and
theaction taken under subsection (d), (€) or (f) of thissection, withrespect thereto shall beeffective
as provided in such subsections, except that articles directed to be excluded from entry under
subsection (d) of this section or subject to a cease and desist order under subsection (f) of this
section shall be entitled to entry under bond determined by the Commission and prescribed by
the Secretary until such determination becomes final.

(4) If the President does not disapprove such determination within such sixty-day period, or if he
notifiesthe Commission beforethe close of such period that he approves such determination, then,
for purposes of paragraph (3) and subsection (c) of this section such determination shall become
fina on the day after the close of such period or the day on which the President notifies the
Commission of his approval, as the case may be.

(h) Period of effectiveness. Except asprovided in subsections (f) and (g) of this section, any exclusion
from entry or order under this section shall continue in effect until the Commission finds, and in the
case of exclusion from entry notifies the Secretary of the Treasury, that the conditions which led to
such exclusion from entry or order no longer exist.

(i) Importation by or for United States. Any exclusion from entry or order under subsection (d), (e)
or (f) of this section, in cases based on claims of United States letters patent, shall not apply to any
articles imported by and for the use of the United States, or imported for, and to be used for, the
United States with the authorization or consent of the Government. Whenever any article would have
been excluded from entry or would not have been entered pursuant to the provisions of such subsections
but for the operation of this subsection, a patent owner adversely affected shall be entitled to reasonable
and entire compensation in an action beforethe United States Claims Courts pursuant to the procedures
of section 1498 of title 28.
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() Definition of United States. For purposes of this section and sections 1338 and 1340 of thistitle,
theterm" United States’ meansthe customsterritory of theUnited Statesasdefinedin general headnote
2 of the Tariff Schedule of the United States.

(17 June 1930, ch. 497, title |11, §337, 46 Stat. 703; Proc. No. 2695; 4 July 1946, 11 F.R.
7517, 60 Stat. 1352; 20 August 1958, Pub. L. 85-686, §9(c)(1), 72 Stat. 679; 3 January 1975,
Pub. L. 93-618, title Ill, §341(a), 88 Stat. 2053; 26 July 1979, Pub. L. 96-39, title I,
§106(b)(1), titleX|, §1105, 93 Stat. 193, 310; 17 October 1979, Pub. L. 96-88, titleV, §509(b),
93 Stat. 695; 10 October 1980, Pub. L. 96-417, title VI, §604, 94 Stat. 1744; 2 April 1982,
Pub. L. 97-164, title |, §8160(a)(5), 163(a)(4), 96 Stat. 48, 49; 11 November 1984, Pub.
L. 98-620, §413, 98 Stat. 3362.)

8337a. Importation of products produced under process covered by claims of unexpired patent.

Theimportationfor use, saleor exchangeof aproduct made, produced, processed, or mined under
or by means of a process covered by the claims of any unexpired valid United States letters patent,
shall have the same status for the purposes of section 337 of thistitle as the importation of any product
or article covered by the claims of any unexpired valid United States |etters patent.

(2 July 1940, ch. 515, 54 Stat. 724.)
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ANNEX |1

THE OMNIBUS TRADE AND COMPETITIVENESS ACT OF 1988
AND SECTION 337

In the summer of 1988, the United States Congress adopted the Omnibus Trade and Competitiveness
Act of 1988, which affects the subject matter of the present controversy in four principal ways:

First, Section 337 was amended, inter dia, to remove the requirement of injury to an industry
as a condition for granting relief in intellectual property-related proceedings before the USITC.

Second, whilethe requirement was retained that in order to bring aproceeding under Section 337
the complainant must demonstrate the existence of an industry producing the sameor like product,
under the amended legidation it is no longer necessary to demondtrate that the industry is " efficiently
and economically operated” (Section 337(a)(1)(B); (2); and (3)).

Third, the legislation removes the absence, under prior United States law (Report,
paragraph 2.8(d)(ii), 3.62), of jurisdiction of the federa district courts over the importation, use
or sale of products made abroad by a process covered by a United States process patent but not
by a product patent. Under the amended law, unlicensed commercia use, sale or importation
of aproduct made by a process patented under United States law isan act of patent infringement,
subject to some limitations on remedies against non-commercial users and non-retail sellers, and
excluding liability for use of the processin products which have been materialy changed. Thus,
it is now possible for a United States process patent holder seeking to challenge importation of
aproduct alleged to be made by the process in question to proceed either before the USITC under
Section 337, as before, or to seek an injunction and/or damages in afederal district court, as has
been true with respect to products challenged as infringing a product patent.

Fourth, the 1988 Act significantly broadensthe statutory definition of activitiesthat qualify afirm
as an industry in the United States for purposes of bringing a Section 337 action. Under the
amendments, substantial investment in the exploitation of theintellectual property right (including
engineering, research and development, or licensing) constitute sufficient activity to qualify as
an industry (Section 337(a)(3)(B)).

In addition to the four major changes described above, the Omnibus Trade and Competitiveness
Act of 1988 made the following changes relevant to the subject of the present Panel report.

Protective Orders on Confidential Information

The practice of the USITC, as described in paragraph 2.8(g) of this Report, is made the subject
of an express provision in the statute (Section 337(n)).

Default

In case of acomplaint against a particular person, if that person fails to respond, the USITC may
now presume the facts aleged to be true; in such casesrelief is limited to the party found in default.
Previoudy, the complainant was required to establish a prima facie case (compare paragraph 2.8(e)
of the Report). If no respondent appearsto contest an investigation, the USITC may now issueageneral
exclusion order (paragraph 2.8(I) of the Report), but only upon the basis of substantial, reliable, and
probative evidence (Section 337(g)). As before, determinations in case of default remain subject to
review for public interest considerations and to Presidentia review. A party found in default may
petition the USITC to eliminate or modify its order.
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Abuse of Process or Abuse of Discovery

TheUSITC isexpressly authorised to prescribe by rule sanctionsfor abuse of process or discovery
based on the Federa Rules of Civil Procedure. These would include drawing an adverse inference,
striking a pleading, or, in extreme cases, dismissing a complaint or defence (Section 337(h)).

Saizure and Forfeiture of Goods Imported in Violation of Exclusion Order

The USITC is authorised to issue an order for seizure by the Customs Service and forfeiture to
the United States of goods subject to an exclusion order when sought to be imported by a person who
has previously attempted to import the article in violation of the exclusion order and when notice of
impending seizure has been given (Section 337(i)).

Cease and Desist Orders

The new Act makes clear that both cease and desist orders and exclusion orders may be issued
by theUSITC inthe same case (compare Report, paragraph 2.8(1)). Themaximum penalty for violation
of a cease and desist order is increased from US$10,000 to US$100,000 per day of violation or, in
the alternative, from the domestic value of the article to twice its domestic value (Section 337(f)).

Modification and Rescission of USITC Orders

The provisions for modification or rescission are made more specific, placing the burden on the
person who has been found to be in violation of Section 337 to establish that relief should be granted
(Section 337(k)).

Temporary Exclusion Orders (TEQ)

Previoudly, TEOs were authorised by the legislation at any time during the investigation, and by
USITC rulewithin seven months of initiation of theinvestigation. Under the new |egislation the period
isfixed at ninety days (plusan additional sixty daysina"more complicated" case). Further, USITC
may maketheissuanceof aTEO subject to thefurnishing of abond by the compl ainant (compare Report,

paragraph 2.8(n)).





