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Attempting to Sink the Submariner
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The grim reaper of the information revolution.  A wrench in the gears of

the supply chain.  Extortionist.  Greedy.  These are a few words that have been used to

describe the late Jerome Lemelson.  Other descriptions include: Inventive.  Prolific.

Compulsive.  Scrappy.  Driven.  Charitable.  Since Jerry Lemelson’s death in 1997,

some of these same words have been used about the Lemelson Foundation, as well as

the lawyers who have represented it.  It is not easy to find a consensus about Lemelson

or his Foundation, although everyone agrees that they have been aggressive and

successful in litigating its patents and in extracting exorbitant licensing fees on its

patents.

Who was Jerome Lemelson?

By anyone’s count, Lemelson was one of America’s most prolific

inventors.  In his 74 years, he acquired more than 500 patents - comparable to Edwin

Land of the Polaroid Land camera fame, while a distant second to Thomas Edison’s

1000-plus patents.  Lemelson grew up in New York, held three degrees in engineering

and lived a relatively simple life outside Reno, Nevada.  For most of his years, his wife’s

income as an interior decorator was a primary source of the family’s income.  A few

years before he died of liver cancer, his patents started to pay off, and he formed the

Lemelson Foundation, assigning to it a couple hundred of his patents.

What is the Lemelson Foundation?  It may not be well known in non-profit

circles, but it is an institution that has given away millions of dollars.  The Lemelson

Foundation gave $10 million to the Smithsonian Institute to help with the American

History Museum.  Each year, it gives $500,000 to individuals who, in the collective

judgment of its representatives and MIT, have devised worthy breakthrough inventions.
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It has also subsidized educational projects.  Drawing from the colossal royalties that it

has taken from the economy, the Foundation can well afford these generous

contributions.

It has been calculated that Lemelson and its attorneys have made

hundreds of millions of dollars in lawsuits and from the royalties derived from the

multitude of patents that Lemelson owns.  These patents span a broad range of

technologies, from VCR camcorders to semiconductors to computer games to machine

visioning and bar coding.

Submarining

Much of the criticism of Jerome Lemelson stems from the methods by

which he obtained some of his patents.  Applying for many of them around 1960,

Lemelson kept his patents active for close to 30 years during a series of rejections and

resubmissions.  At that time, a United States patent’s life span extended 17 years from

the date of issue, not from the date of filing the application.  The contents of a patent

application in the United States are kept in confidence during the series of applications,

rejections, and resubmissions - until the application is approved.  It is not until a patent’s

application is finally approved that its contents and its technology surface - like a

submarine.  In the meantime, the contents and the technology underlying the patent can

be refined as continuing applications are resubmitted as long as the refinements do not

introduce new matter.

Some of Lemelson’s early applications involving machine vision and bar

coding were rejected by the Patent Office because they were too broad.  In resubmitting

them, Lemelson split the applications, narrowed their focus, and refined each

submission.  During these lengthy periods of applications, rejections and resubmissions,

the Information Age was emerging, and Lemelson was in a position to “borrow” bar
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coding and similar emerging technologies each time he resubmitted his continuing

applications.

Because U.S. patent laws now protect technology for 20 years from the

date of filing the application, “submarining” is no longer lucrative in terms of years of

protection.  In fact, had the current method of calculating years of protection been in

place when Lemelson applied for various patents on bar coding, his patents would have

expired in the early 80’s.

Separate and apart from the controversy over submarining is the critical

issue whether the Lemelson patents should have been granted at all.  Lemelson was

persistent in his resubmissions, and the decision by the U. S. Patent Office to finally

grant certain patents has been the subject of considerable criticism.  The companies

which are currently litigating against the Lemelson Foundation uniformly argue that the

technology underlying these patents involve pre-existing or “prior” art and that the

patents should not have issued in the first place.

Litigation Strategies

In the later years of his life, Jerry Lemelson was scrappy - not only in

fighting the Patent Office for issuance of his patents but also in fighting big business

over alleged infringement of his patents, once they did issue.  He became a giant killer

in the early 90’s with eight separate lawsuits involving eleven of the world’s largest

automotive, electronics, and semiconductor companies which were either won or

settled.  Lemelson’s “victims” included Ford, General Motors, Chrysler, Motorola, Sony,

and Toyota, and many more large multinational corporations.

Lemelson and his Foundation have preferred not to do battle with the

manufacturers of operations using machine vision and automatic identification but

instead “shakes down” their customers - the end users.  Typically, Lemelson’s attorneys

target a given industry and individually approach the CEO of a particular company with
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a notice of infringement and an offer to license Lemelson’s technology on “very

favorable terms.”  In a typical notification letter, Lemelson’s attorneys outline the nature

of the protected technology that is alleged to be infringed, the failed attempts by others

(often much larger and more sophisticated companies than the targeted user) to defeat

the patents, and “modest” royalty rates to license the “Lemelson technology,” those

rates varying with the particular industry being targeted.  For instance, the Lemelson

attorneys have demanded royalty rates of 0.008% (or less than one penny for every one

hundred dollars in retail sales) times a grocery chain’s “annual sales in the United

States for a period of only ten years.”  The rate for machine vision and automatic

identification operations could be “as little as” $1 to $2 for every $1,000 of electronic

assemblies, while the royalty for automatic identification operations could be a mere $1

of every $10,000, based on ten years’ sales.  These settlement prices seem to be

carefully calculated according to an industry’s pain threshold or the amount that an end

user might be willing to pay, rather than fight.

Understandably, customers using bar coding technology are alarmed

when they are singled out by the Lemelson Foundation and its attorneys with such

notification letters, and many succumb to the pressures of threatened litigation by

settling, especially because major league players like the Big Three auto manufacturers

have opted to settle.  Many customers and end users have grudgingly decided that the

proposed royalty rate is “an offer they can’t refuse.”

A penny for every one hundred dollars in retail sales here and a dollar for

every one thousand dollars in sales there soon add up to hundreds of millions of dollars

in royalties, and the Foundation has acquired great wealth - perhaps as much as

$1 billion.  No outsiders know how much the Foundation has collected in royalties and

the lawyers have collected in fees because the licensing agreements with end users are

kept confidential.
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For those end users who hesitate signing up upon receipt of the initial

notification letter, Lemelson’s attorneys provide frequent updates on the number of new

companies which have “folded” and have signed license agreements - currently

approaching 400.  Waiting for the next shoe to drop and thinking that the next envelope

from Lemelson’s attorneys may contain a complaint with their name as defendants,

more and more end users are paying royalties, rather than joining forces in a fight to

defeat Lemelson’s patents.

Current Litigation

In March, 1999, Lemelson initiated a lawsuit in an Arizona federal court

against 87 companies in the semiconductor industry including Lucent, Compaq, Sun

Microsystems, Xerox, Cisco Systems, Three Com, and more.  In July, 1998, Lemelson

had sued 26 semiconductor companies in the same court.  While some of those

defendants in both lawsuits have vowed to fight the patents’ validity, others have

settled.

In addition to the lawsuits that Lemelson initiated, a group of seven bar

code vendors including Accu-Sort Systems and Symbol Technologies teamed up to file

a declaratory judgment action in federal court in Nevada in 1999 seeking to defeat these

patents.  Cognex had filed a similar action in a Massachusetts federal court in 1998

which is still being fought.

These vendors have vowed to tackle the Lemelson bar code patents.

Although Lemelson claims that these automatic identification companies should not be

allowed to sue because they are not being directly harmed in light of Lemelson’s

promises not to sue them for patent infringement, the vendors explain that the damage

to them results from their customers’ fears, and these lawsuits are aimed at eliminating

those fears by eliminating the Lemelson patents.
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Another lawsuit by United States Metals Refining Co. could derail

Lemelson’s lucrative ride if it can be proven that Lemelson never personally owned the

patents.  Lemelson worked for the company when he applied for the patents, and the

Complaint asserts that all of its employees were required to sign a document assigning

patents that they acquired during their employment to the company.  Conspicuously

missing from the Complaint, however, was a copy of the written assignment with

Lemelson’s signature.  This lawsuit over the patents’ ownership may cause some end

users to pause before they enter into a licensing agreement with possibly the wrong

owner.

The validity of the Lemelson patents is being attacked from many corners

in various courts.  The jury is still out on the validity of many of these patents.  The

verdict is in, however, on the assessment of Lemelson’s tactics in obtaining the

royalties and licenses - it may be called extortion by some, but it has been lucrative by

anyone’s count.
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