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PROCEEDI NGS
(11:27 a.m)

CHI EF JUSTI CE ROBERTS: We will hear
argunent next this norning in case 11-796,

Bowman v. Monsant o Conpany.

M. Wlters.

ORAL ARGUMENT OF MARK P. WALTERS

ON BEHALF OF THE PETI TI ONER

MR. WALTERS: M. Chief Justice and may it
pl ease the Court:

Pat ent exhaustion provides that once a
patented article is sold, it passes outside the
protection of the Patent Act. It is available to be
used by the purchaser to practice thé i nventi on.

Now, what's the invention here? The
invention is a bit of DNA that, when asserted into a soy
bean seed, makes that seed and all the plants that grow
fromthat seed resistant to the active ingredient in
Roundup. Now, the only way to practice that invention
is to plant the seed and to grow nore seeds.

CHI EF JUSTI CE ROBERTS: Wiy in the world
woul d anybody spend any noney to try to inprove the seed
if as soon as they sold the first one anybody coul d grow
nore and have as nmany of those seeds as they want?

MR. WALTERS: | agree no one would do that,
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and | don't think that is the situation here. | think

we have, and we have expl ai ned how Respondents here can
protect their invention through contracts. They don't

have to sell it outright. They can sell it through an

agency nodel, but | think the nore inportant --

CHI EF JUSTI CE ROBERTS: That's true, that's
true in the case of any patented article, right?

MR. WALTERS: Correct.

CHI EF JUSTI CE ROBERTS: So the patent system
I's based, | think, on the recognition that contractual
protection is inadequate to encourage invention.

MR. WALTERS: Well, part of the patent
policy as well is to protect the purchaser, and that's
been part of this Court's |aw for nnfe t han 150 years.

Under Respondent's theory, any farmer who
grows a soy bean seed is infringing the patent but for
the grace of Monsanto. And that's -- a lot of farnmers
in this country, when we have over 90 percent of the
acreage that is Roundup Ready. So under Monsanto's
theory, there is really no limt by the exhaustion
doctrine?

JUSTI CE SCALIA: | didn't understand that
| ast sentence. Any farmer who plants and grows soybeans
Is violating the patent?

MR. WALTERS: |Is infringing under |icense by

4
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Monsanto. Let's take the first --

JUSTI CE SCALI A: | thought that their claim
is he only violates the patent if he tries to grow
additional seeds fromhis first crop. Right? Isn't
that the only claimhere?

MR. WALTERS: The reach of Monsanto's theory
Is that once that seed is sold, even though title has
passed to the farnmer, and the farner assunmes all risks
associated with farmng, that they can still control the
ownership of that seed, control how that seed is used.

JUSTI CE SCALI A: No, not that seed. It's

different seed. That seed is done. It's been planted
in the ground and has grown other seed. It's the other
seed we are talking about. |It's not the very seed that

was sold. Right?

MR. WALTERS: That's correct, Your Honor,
but if we don't apply -- if exhaustion is elimnated,
rather, for the progeny seed, then you are taking away
the ability of people to exchange these goods freely in
commerce. You have essentially a servitude on these
t hings that are exchanged, and every grain el evator who
makes a sale is infringing.

JUSTI CE KENNEDY: | think you may be right
in the way you characterize Monsanto's argunent, and |
have great difficulties with characterizing it that way,
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as Justice Scalia's question indicates. But Mnsanto
can still prevail if you say that there's a patent
infringenment if he plants it for seed and uses the seed
to replant. That's not as far as Monsanto goes, but it
seenms to ne it's one way to characterize their argunment
and to make it sensible.

MR. WALTERS: |If you assunme that there is
exhaustion in the seeds that are sold to the farmer --
|l et's take our particular case here. M. Bowman went to
a grain elevator and he bought fromthe grain el evator
wi thout restriction seeds to -- with his purpose to
pl ant them Now, the only way that he can make use --

i f you assune in the first instance that there is
exhaustion to the seeds that M. Bomﬁan pur chased from
the grain elevator, you are taking away any ability for
himto use that seed or use the invention.

Let's take for exanple Claim 130 which is at
suppl enment al appendi x 19, that is a nethod for
selectively controlling weeds in a field. It has two
el enments; the first element is planting the crop seed
and it's a particular crop seed with all the particul ar
genetics that encode for resistance to Roundup, and then
the next step is to apply to the crop and weeds in the
field a sufficient amunt of gl yphosate herbicide.

Now, if you say that there is exhaustion in
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t he seeds that M. Bowman purchased fromthe grain

el evator but you say it doesn't apply to the progeny,
you are not allowing himto actually practice the

I nvention to grow nore seeds.

JUSTI CE BREYER: No, but you are all ow ng
himto use those seeds for anything el se he wants to do.
It has nothing to do with those seeds.

There are three generations of seeds. Maybe
t hree generations of seeds is enough.

(Laughter.)

JUSTICE BREYER: It is for this exanple.
First of you have the Monsanto, the first generation
t hey sold. They have children, which is the second
generation. And those children have\children, which is
the third generation, okay? So, bad joke.

(Laughter.)

JUSTI CE BREYER: So, we are talking here --
he can do what he wants with the first generation.

Anyt hing he wants. And noreover, when he buys them from
Monsant o, he can make new seeds. He can nmake generation
two, because they've licensed himto do it.

Here, he buys generation two. Now, he can
do what he wants with those seeds. But I'Ill tell you,
there is a problem because the com ng about of the
third generation is itself the infringement. So the

7
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second generation seeds have nothing to do with it. |If
he went into a roomand had a box that he bought froma
| ab and he put rocks in it and he said, hocus-pocus and
| o and behol d out cane the third generation of seeds, he
woul d have infringed Monsanto's patent with that third

generation, would he not?

MR. WALTERS: No.

JUSTI CE BREYER: No, he wouldn't have? You
mean if he goes and finds a new way of nmaking these
seeds whi ch happens to be you pick some grass and you
intertwine it and various things |ike that and | o and
behol d you have a perfect copy of Monsanto's patented
seed, he hasn't made it, he hasn't infringed? Wy not?

MR. WALTERS: Well, | guéss | m sunder st ood
your questi on.

JUSTI CE BREYER: My question is the same

with the grass as with the magic box. | am saying the
problem for you here, | think, is that, infringenent
lies in the fact that he made generation three. It has

nothing to do with generation two. That has just a
coincidence. But that is in fact the way he nade these
seeds. But he can sell, resell generation 2, he can do
what ever he wants with it.

If he sterilizes it and uses themin a
circus, he can do it. The only thing he cannot do is he

8
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cannot create generation 3, just as he couldn't use
generation 2 seeds to rob a bank.

You know, there are certain things that the
| aw prohibits. What it prohibits here is making a copy
of the patented invention. And that is what he did. So
it's generation 3 that concerns us. And that's the end
of it.

Now, what is your response to that?

MR. WALTERS: Justice Breyer, ny response
is, if you applied the |aw that way to side making over
use, you are elimnating the exhaustion doctrine in the
context of -- of patented seeds. You' re saying that he
can do --

JUSTI CE Gl NSBURG:  But mﬁy - -

MR. WALTERS: -- anything but practice the
i nventi on.

JUSTI CE Gl NSBURG: But why -- you said
maki ng or use and it isn't an either-or thing then -- as
t he other side has pointed out. You can use the seed to
make new seeds. So use and make aren't -- it's not
either you use it or you nake it. You can use it to
make a new item

MR. WALTERS: Justice G nsburg, that is the
poi nt of the invention here. |If you |ook at claim 130
agai n, for exanple, you are saying he can't practice

9

Alderson Reporting Company



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Official - Subject to Final Review

claim 130, which is certainly enbodied in the seeds he
purchased fromthe grain el evator

JUSTI CE GI NSBURG. Well, suppose he -- he
had never bought any Monsanto seeds. He just goes to
the grain elevator and 90-odd percent of those seeds
have the genetic conposition. So -- and he planted that
and he harvested it. Wuld he be infringing on
Monsanto's patents?

MR. WALTERS: No.

JUSTI CE Gl NSBURG. So he never has to buy
any seed at all from Monsanto.

MR. WALTERS: Well, in practical matters it
doesn't work that way, because the seed that's avail able
at a grain elevator is not a very goéd source of seed
and farnmers are not going to be able to elimnate the
need to go to Monsanto or the other seed conpani es every
year by going to the grain elevator

Great evidence of that is the fact that ny
client, every year that he planted a second crop using
the grain elevator seed, he bought high quality seed
fromPioneer. Now, if this grain elevator -- grain
el evator seed was so good, why didn't he use it for his
first crop?

JUSTICE BREYER: |I'mstill not getting the
answer. I'magoing to try once nore. Now, when you buy

10
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generation 2, well, there are a lot of things you can do
with it. You can feed it to animals, you can feed it to
your famly, make tofu turkeys. | mean, you know, there
are a lot of things you can do with it, all right.

But 1'll give you two that you can't do.

One, you can't pick up those seeds that you've just
bought and throw themin a child' s face. You can't do
t hat because there's a |law that says you can't do it.

Now, there's another |aw that says you
cannot nmake copies of a patented invention. And that
| aw you have viol ated when you use it to make generation
3, just as you have violated the | aw agai nst assault
were you to use it to commt an assault.

Now, | think that's mhat\the Federal Circuit
is trying to get at. And so it really has nothing to do
with the exhaustion doctrine. It has to do with sone
ot her doctrine perhaps that -- that sonmehow you think
shoul d give you the right to use sonething that has as a
basi ¢ purpose making a copy of itself. Maybe you
should, but | don't see that. Where is that in the |aw?

MR. WALTERS: Your Honor, that's an
exception to the exhaustion doctrine for
self-replicating inventions.

JUSTI CE BREYER: Yes.

MR. WALTERS: The invention here is --

11
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JUSTICE BREYER: |Is that there? |Is that --
Is that there in the exhaustion doctrine?

MR. WALTERS: It is not there. This -- this
Court has -- has not created an exception to the
exhaustion doctrine and in fact it's explicitly said it
won't do that and that's an act -- and that's an
activity for Congress.

JUSTI CE SOTOVAYOR: |'msorry. The
Exhaustion Doctrine permts you to use the good that you
buy. It never permts you to make another item from
that item you bought. So that's what | think
Justice Breyer is saying, which is you can use the seed,
you can plant it, but what you can't do is use its
progeny unless you are |icensed to, Because Its progeny
IS a new item

MR. WALTERS: This is obviously a brand-new
case where we're dealing with the -- the doctrine of
pat ent exhaustion in the context of self-replicating
technol ogies. So what you have here is if you take the
Federal Circuit's view, then you have no -- you have no
exhaustion at all for soneone to practice the invention.
Sure, you can do all the things that you tal ked about,
M. Breyer -- or Justice Breyer, but that has nothing to
do with the -- or with the invention.

So you're taking the Exhaustion Doctrine for

12
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self-replicating inventions, you' re nodifying this
Court's case |l aw substantially, and that's sonething
t hat ought to be done in Congress. In fact --

JUSTI CE G NSBURG: Well, you just said
that -- that we haven't had a case invol ving
self-replicating. | mean, the Exhaustion Doctrine was
shaped with the idea of an article; there was an article
t hat you could use and then you use it and it's used up.
But we haven't applied the Exhaustion Doctrine when you
have a new -- when you create a copy of the original.

So it's -- it's not that we have law in
pl ace. We've been dealing with an itemwth the
Exhausti on Doctrine and now we have hundreds of itens,
t housands of itens, all grow ng fron{that original seed.

MR. WALTERS: The Exhaustion Doctrine, the
policy that underlies this Court's cases is
fundamental ly a choice about the purchaser's rights in
t hat personal property over the patentee's rights in the
nonopoly to use that nonopoly and increase its sales.
This Court has always chosen the purchaser's rights over
the patentee's rights to increase sales. And we're just
asking you to make the sanme choi ce here.

JUSTI CE KAGAN: Well, except to the extent,
as Justice Breyer suggested, except to the extent that
the purchase is going to use the article just to create

13
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a new one of the exact sane kind. And it seens to ne

t hat what you're suggesting is that the basic rul e that
says that the purchaser does not get to do that shoul d
have an exception for self-replicating technol ogies.

MR. WALTERS: First, we disagree that the
activity of basic farm ng could be considered naking the
I nvention. |If you read the statute, it says making the
i nvention, not just making a copy like it would be in
t he Copyright Act. W have the invention, which is a
particul ar genetic sequence that was made principally by
Monsant o' s genetic engineers. And farners, when they
pl ant seeds, they don't exercise any control or dom nion
over -- over their crop. Oherw se, every year they'd
have a bunper crop. \

JUSTI CE SOTOVAYOR: Do you nean they don't
do any work, they don't lay the soil and the nutrients
It needs, water when it needs watering, protect it from
ani mal s? They do no work --

MR. WALTERS: They absolutely --

JUSTI CE SOTOVAYOR: -- in growi ng the seed?

MR. WALTERS: They absolutely do work, but
they don't have control over the creative process. They
pl ant, they spray and they pray.

JUSTI CE SOTOMAYOR: |'msure if they don't
do all of the things | said, it doesn't grow. So aren't

14
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they involved in its creative -- in its creation?

MR. WALTERS: They certainly aren't in
control of it. You ask any farmer who's |lived through a
drought or through a terrible flood and they will say
they're not the ones who are making these --

CHI EF JUSTI CE ROBERTS: Well, you only need
one -- | nmean, you throw the seeds on the ground, one or
two of them are going to grow and you still have the
sane case, right?

MR. WALTERS: Absolutely. And -- and that's
how broad this position is. |t doesn't matter how you
conme into possession with these seeds. You are
commtting patent infringement if you -- any cel
division is patent infringenent. \

JUSTI CE BREYER: That's true, but that's
what | thought you were going to respond. | thought you
were going to respond to nme that ny question then makes
it infringenment when your client buys generation 1 from
Monsant o, because they buy generation 1 from Monsant o,
they plant it in the ground and, |o and, behold, up
cones generation 2. And generation 2, on the basis of
what | was asking you, is just as much a viol ation.

But | think, though I'lIl find out fromthem
that the response of that is, yes, you're right, it is
just as nmuch a violation. That's why we, Monsanto, give

15
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t he buyer a license to do it.

And so it all seenms to work out. You don't
need any exception. There's no exception from anyt hing.
When you create a new generation, you have made a
patented item which you cannot do w thout the approva
of the patent owner. Therefore, Monsanto gives that
approval when you buy generation 1.

Now, it seenms to nme all to work out w thout
any need for exception. And |'mputting to you ny whol e
t hought so that you can respond to it.

MR. WALTERS: Thank you, Justice Breyer.

VWhat Monsanto wants to do in your scenario is they want
the farmer to assunme all the risks of farm ng. They
want -- but they still want to contrél and act as owners
of the property that is owned no doubt by that farmer.
When that farmer grows the progeny seed, they insure the
risk that they' re not going to have a crop in the first
place. |If they drive to the grain dealer to sell their
harvest -- they get one paycheck a year, by the way --
they, if they get into a weck, that's not Minsanto's
problem that's the farnmer's problem

So what they're essentially asking for is
for the farmers to bear all the risks of farm ng, yet
t hey can sit back and control how that property is used.
And that's fundanmentally inconsistent with how this

16
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Court has interpreted the Exhaustion Doctrine. The
thing that's very inportant is this is not a |license,
this is an outright sale to the farmers of the first
generation.

And then they are -- they plant those seeds
because they have, under the Exhaustion Doctrine, a
right to use the invention, and then those progeny seeds
are owned outright by every farnmer, and they assune all
risk of loss. So if -- if -- Monsanto wants to
control --

JUSTI CE GINSBURG. And they may -- they may
they own them but that doesn't nean that they are
infringing. They may -- the seeds are owned by the

farmer. But when he uses themto gréw nmore seeds, he's
infringing on that patent. So | don't think that the
ownership has anything to do with it.

MR. WALTERS: |It's the servitude on the
title. And those things get sold to the grain
el evators, and now every tine the grain el evator nakes a
sale, it's technically infringing. And -- and that's
sonet hing that our |aw has never allowed for centuries.
And one of the main problens is that you have farners,
their main livelihood here is to sell the seeds that
they grow. Now, if they don't have clear title and if

they don't have the ability to sell the property that
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they -- that they grow, then that inpinges upon their
ability to make a |iving.

JUSTI CE KENNEDY: | have only one question
so far, and it's a farmng question. Wth sone crops if
you are going to make seeds, you |leave the crop in
| onger. In -- what about soybeans? |If the farmer has
the north 40 and the south 40, the north 40, he's going
to plants soybeans to be used for flour, human
consunption, and south 40, he wants seeds. Does he
| eave the plants in the ground the same anmount of time?

MR. WALTERS: You know, nost farmers are not
growi ng soybeans for -- for seed. There are various
types of --

JUSTI CE KENNEDY: You woul d not? Okay.

MR. WALTERS: -- various types of farmers
who are -- who are growi ng foundation seed, for exanple,
that is very close to the -- to the first generation

seed that's engi neered.

JUSTI CE SCALIA: | don't understand this.
t hought soybeans are seeds.

MR. WALTERS: They are.

JUSTI CE KENNEDY: But that's -- if you're
going to use the soybeans for seeds as opposed to flour,
do you | eave themin the ground any | onger?

MR. WALTERS: | don't know the answer to

18
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t hat questi on.

JUSTI CE KENNEDY: Okay.

JUSTI CE KAGAN:. M. Walters, can you go back
to the Chief Justice's opening question, because the
Chi ef Justice asked you what incentive Monsanto woul d
have to produce this kind of product if you were right.
And you said, well, they can protect thensel ves by
contract.

Actually, it seens to ne that that answer is
purely insufficient in this kind of a case, because all
t hat has to happen is that one seed escapes the web of
t hese contracts, and that seed, because it can
self-replicate in the way that it can, essentially nakes
all the contracts worthless. So aga{n, we are back to
the Chief Justice's problem that Monsanto woul d have no
incentive to create a product like this one.

MR. WALTERS: Taki ng our exanple here
where -- where Petitioner bought commodity seeds, it's
an undifferentiated m xture, it can't be overenphasi zed
how di fferent every single seed is, you don't know a
Monsanto from a Pi oneer froman Asgrow. You don't know
the maturity rate. If | ama farnmer, | need a
particular maturity bean for ny field because | don't
want it to mature before it gets high enough for the
conmbi ne to come around and cut it.

19
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So you want to be able to have -- you have
all these things dialed in, these different
variabilities. So if you go to the grain elevator and
you don't know what exactly it is that you want and you
just get a m xture, that's not going to be real --
conpetitive at all to Monsanto's first generation seed.
Now, the possibility of somebody selecting one and
saying, ah, that's the exact one that | need for ny
field, 1"'mgoing to cultivate that and let it growinto
enough seeds so | can plant my first crop, that would
take a nunber of years to grow a 1,000-acre farm and
it's not -- and by that time, farners -- the nature
woul d have changed and evol ved where you woul d want the
| at est di sease resistance by that po{nt.

So there are --

JUSTI CE KENNEDY: Pl ease correct me if | am

wrong. | thought that's exactly what Bowran di d here.
He went to a grain elevator and he -- he used the seeds,
and -- and he didn't know exactly the percentage m X,

but he used them

MR. WALTERS: Well, he --

JUSTI CE KENNEDY: So he did exactly what you
said is uneconom cal .

MR. WALTERS: No. Actually, he did
sonething quite different. He didn't select a

20
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particular variety. He selected for the particular
trait, Roundup Ready, but there are probably nore than a
dozen different ways in which the seed can vary --

di sease resistance, maturity rates. And if you are a
farm - -

CHI EF JUSTI CE ROBERTS: |'m sorry, maybe I
didn't read this right. | thought what he did was pl ant
all the compbdity seeds, and then applied the Roundup so
that all that was |left was the Roundup Ready-resistance
seeds, and then he used those.

MR. WALTERS: That's correct. But if you
| ook at a field that you' ve planted with grain el evator
seed, it's going to be all different colors, because
they're going to be all different vafieties, they're al
going to mature at a different rate. So that if -- when
it cones harvest time, some of themare going to be too
close to the ground so that your conbine's going to
mss --

JUSTI CE SCALI A: Including the Monsanto
seeds?

MR. WALTERS: Including the Monsanto seeds.

JUSTI CE SCALI A:  Sonme of them would -- would
grow at different rates than others.

MR. WALTERS: Absol utely.

CHI EF JUSTI CE ROBERTS: How cone that's not
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a problemthe first time you plant?

MR. WALTERS: It's a problem each tine.
This is a very poor choice -- choice of seed, but it
only makes sense to plant in a risky situation, |ike
when a farnmer has been washed out froma flood, for
exanple, and it's late in the --

CH EF JUSTI CE ROBERTS: No, no. I nmean the
very first time, you get nothing but Monsanto Ready --
Roundup Ready seeds and you plant those. Are you
telling us you have the sane problemw th them grow ng
at different rates and all that?

MR. WALTERS: Yes.

CHI EF JUSTI CE ROBERTS: So that doesn't nmake
the commpdity seeds any different? \

MR. WALTERS: |I'msorry. | nust have
m sunder st ood your question. The commpdity seeds,
with -- the Roundup Ready commopdity seeds will all grow
at different rates and have different disease
resi stance, different maturity rates.

JUSTI CE SCALI A: But not the original batch
t hat he buys from Monsant 0?

MR. WALTERS: Correct. So --

JUSTI CE SCALI A: The original batch that he
buys from Monsanto, in addition to being resistant to
the chem cal that kills the weeds, in addition to that,
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they all mature at the sane rate.

MR. WALTERS: Exactly. They're a uniform
variety. They are exactly what a farnmer needs for
their --

JUSTI CE SCALIA: So all the Monsanto seeds
are not -- are not fungible.

MR. WALTERS: That's correct.

JUSTI CE SCALI A: There are sone of themthat
mat ure early, sonme mature |ater.

MR. WALTERS: It nmkes sense. | nean, they
al l ow these seeds to be dunped into the conmon grain
el evator. They don't put any restrictions on what the
el evator does with it. There were no restrictions on ny
client when he purchased then1fron1tﬁe grain el evator

So it's less of a problem for Monsanto for
people going to the grain elevator to plant.
Nevertheless, it's -- it's an outright sale, an
exhaustion applies to that particular sale, and permts
that farmer to use it. |It's never going to be a threat
to Monsanto's business, people planting grain elevator
seed.

Now, to answer your question, Justice Kagan,
about -- well, under our theory, if somebody does breach
a contract with Monsanto, they don't have to do it under
contract law, they can actually do it under an agency
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nodel 1ike General Electric did in the 1920s. And then
that's only fair because there, the agent growers are
assumng -- well, Monsanto was assuning the risk that
the farnmers are.

And there is sone equitability there with
the -- the risk sharing between the farmers and
Monsanto. Now they want the farnmers to take all the
ri sks associated with farm ng, yet they want to control
how t hey use those seeds all the way down the
di stri bution chain.

Il will reserve the bal ance of my tine.

CHI EF JUSTI CE ROBERTS: Thank you, counsel.

Ms. Sherry?

ORAL ARGUMENT OF MELI SSA ARéUS SHERRY,
FOR UNI TED STATES, AS AM CUS CURI AE

MS. ARBUS SHERRY: M. Chief Justice, and
may it please the Court:

l"d like to start by tal king about this
Court's decision in J.E.M, because | think it largely
resolves this case. J.E.M was a patent case, and the
i ssue there was whether or not you could get a utility
patent on a plant. The argunent was that you couldn't
get a utility patent because the Plant Variety
Protection Act inplicitly repealed the Patent Act in
t hat respect.
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This Court rejected that argunment, and the
reason it rejected that argunment was because it found no
conflict between the two statutes. The reason it found
no conflict between the two statutes is because it said
that it is harder to get a utility patent, and for that
reason, you get greater protection -- under the Patent
Act, you get greater rights of exclusion under the
Patent Act than you do under the PVPA

And it said, npbst notably, there is no seed
saving exenption in the Patent Act, there is no research
exenption in the Patent Act. The consequence of
Petitioner's argunent would be that this Court would not
only be reading a seed-saving exenption into the Patent
Act, and a research exenption, it mndld be doi ng nuch,
much, nmuch nore under the guise of patent exhaustion.

Justice Breyer, as you pointed out, the
Exhaustion Doctrine really has nothing to do with this
case, and that's because the Exhaustion Doctrine has
al ways been |imted to the particular article that was
sold, and we are talking about a different article here.
And it's never extended to the nmaking of a new article.

CHI EF JUSTI CE ROBERTS: Well, but | nean,
this -- the reason it's never is because this is an
entirely different case. |It's the reason it's here,
because you have the intersection of the Exhaustion
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Doctrine and the -- the normal protection of reinvented
articles. So | don't think it gets you very far to say
t hat we've never applied the Exhaustion Doctrine that
way either. We have never applied the reinvention
doctrine to articles that reinvent thenselves |like plant
seed.

MS. ARBUS SHERRY: It's true that the Court
hasn't had an exhaustion case specifically involving the
sort of replicating technol ogy, but when the Court has
tal ked about exhaustion it has al ways focused on the
specific article that's sold and it has done that for a
reason. The concept underlying exhaustion is that when
t he patenthol der controls that very first sale it gets
the one royalty with respect to the éctual article sold.

Petitioner's argunent isn't limted to the
commodity grain that we are tal king about. It's not
even limted -- when you talk -- Justice Breyer, you
mentioned the three different generations of seeds.
There is actually quite a few nore generations than
t hose three.

If the concept is the sale of a parent plant
exhausts the patentholder's rights not only with respect
to that seed but with respect to all the progeny seed,
we woul d have to go all the way back to the very first
Roundup Ready plant that was created as part of the
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transformati on event. Every single Roundup Ready seed
I n existence today is the progeny of that one parent

pl ant and, as Your Honor pointed out, that would

evi scerate patent protections. There would be no

i ncentive to invest, not just in Roundup Ready soybeans
or not even agricultural technology, but it's quite a
bit broader than that.

In order to encourage investnment, the Patent
Act provides 20 years of exclusivity. This would be
reduci ng the 20-year termto essentially one and only
sale. It would be near inpossible to recoup your
I nvestnments with that first sale and so the nore |ikely
consequence is that research dollars would be put
el sewhere. \

The ot her --

JUSTI CE SCALI A: That's a pretty horrible
result, but let ne give you another horrible result, and
that is if -- if we agree with you, farmers will not be
able to do a second planting by sinply getting the
undifferentiated seeds froma grain elevator, because at
| east a few of those seeds will always be patented
seeds, and no farmer could ever plant anything from a
grain elevator, which nmeans -- | gather they use it for
second plantings where the risks are so high that it
doesn't pay to buy expensive seed. Now they can't do
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t hat any nore because there's practically no grain
el evator that doesn't have at | east one patented seed in
it.

MS. ARBUS SHERRY: And the answer to that is
this is actually not a traditional farm ng practice.
Despite what Petitioner says, farners do not generally
go to grain elevators, buy comm ngled grain, plant it in
the ground as seed. |If you |look at the Anmerican Soybean
Associ ation brief submtted on behalf of soybean
farmers, it says as nmuch. |[If you |look at the CHS brief
which is submtted on behalf of grain elevators, it also
expl ai ns that.

And there is a nunber of reasons why that is
the case. There's the reasons that ﬁetitioner t al ked
about, which is that they an undifferentiated m x, but
there are other reasons as well. The business of grain
el evators is not to sell comm ngled grain as seed. |f
t hat was their business they would have to conply with
seed | abeling laws. They do not do so because it's not
t heir business nodel.

JUSTI CE SCALI A: That's why it's so cheap.
And that's why farners -- and that's why farnmers want to
use it, for a cheap planting.

MS. ARBUS SHERRY: But farners wouldn't be
able to use it for another reason as well. Even if you

28

Alderson Reporting Company



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Official - Subject to Final Review

take patent |law and you put it entirely to the side,
there is still the Plant Variety Protection Act.

JUSTI CE KENNEDY: But correct nme if | am
wrong; | thought that is what Bowman did.

MS. ARBUS SHERRY: Bowman did, absolutely
did it in this circunmstance. But Bowman al so said that
he is not aware of other farmers who are engaging in
this practice.

And again, there is another reason. Putting
aside the labeling |laws, there is the Plant Variety
Protection Act and, as Pioneer points out in their
am cus brief, it is quite likely that a | arge anount of
the comm ngled grain is not only protected by patent,
but is actually protected by a Plant\Variety Protection
Certificate, and what Petitioner did here would infringe
the Plant Variety Protection Certificate. So even
putting patent law to the side, this is not an
econom cal ly viable source of seed for farners,
regardl ess.

And Petitioner's argunment again isn't
limted to the grain elevators. It would apply to
savi ng your own seed and planting it generation after
generation. It would apply to selling seeds to your
nei ghboring farmer, and it would all ow seed conpanies to
essentially conpete with Monsanto upon the first sale.
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Now to the extent --

CHI EF JUSTI CE ROBERTS: So when -- when are
the patent rights exhausted in the seed?

MS. ARBUS SHERRY: The patent rights are
exhausted in the seed at the sane tine they are
exhausted with respect to any other product, upon an
aut hori zed sale. And so, Justice Breyer, again you had
it right when you were saying that you can do what you
want. I n our view, once there is an authorized sale you
can do what you want with respect to the seed that
you've actually purchased. That is the tangible article
you paid for.

But you do need perm ssion fromthe
pat ent hol der in order to nake a new éeneration of seed.
To the extent, you know, any m ddle ground is warranted,
with all due respect, we would point to Congress as the
appropriate body. This Court said --

CH EF JUSTI CE ROBERTS: I'msorry. Just so
| can follow your -- just so | can follow your answer,
Monsanto sells the seed to the farmer. And you are
saying if the farmer grows the seed he can sell it to
anybody he wants, right?

MS. ARBUS SHERRY: |If Monsanto authorizes --

CHI EF JUSTI CE ROBERTS: |I'm putting aside
all the contracts and stuff.
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MS. ARBUS SHERRY: Right. So if Monsanto
aut hori zed that first sale and authorized the planting,
t hey would al so have to authorize the sale of the second
generation seed because it's a new article. And that's
exactly what happened here. |If you | ook at the
technol ogy agreenment -- and it's not just because it's a
contract because | think it's significant to the
anal ysis -- Monsanto, upon the first sale of the bag of
Roundup Ready seed, authorizes the planting for one
commercial crop and it authorizes the farnmer to sel
that as a commercial crop or to use it for any purpose
ot her than replanting.

That is an authorized sale. So if you take
t hat second generation seed -- "secoﬁd generation" is a
bit of a msnonmer, but if you take that seed and you
follow it through, all of the patent rights with respect
to that particul ar seed have been exhausted. But you
cannot take that seed wi thout separate authorization,
plant it in the ground, and conme up with the next
generation of seed. That would be --

CHI EF JUSTI CE ROBERTS: That sounds |ike the
patent rights haven't been exhausted then.

MS. ARBUS SHERRY: They have been exhausted
wth respect to the particular article sold. \When the
Court's tal ked about patent exhaustion, you are not
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exhausting the rights with respect to the patented
i nvention. You're exhausting --

CHI EF JUSTI CE ROBERTS: You are saying it's
exhausted with respect to the one bean?

MS. ARBUS SHERRY: Yes, and that's al ways
the case just as if | sell -- 1 nmean, even if you think
in the copyright --

CHI EF JUSTI CE ROBERTS: That's al ways the
case because it's a very -- the other cases haven't
i nvol ved this situation where you are tal king about a
sel f-regenerati ng product.

MS. ARBUS SHERRY: But | think there is
ot her technol ogy out there. | nmean, even if you think
of software, for exanple, there are ﬁlenty of ot her
products where one reasonable use is to nmake nore. |
can purchase software; one reasonable use would be to
make a dozen other copies to give to ny friends or sel
on eBay. |It's a reasonable use, but it's an infringing
one.

CHI EF JUSTI CE ROBERTS: Well, we haven't had
t hat case either.

MS. ARBUS SHERRY: The Court hasn't had that
case exactly, but it did decide Mcrosoft v. AT&T, and
granted that was on a slightly different issue, but in
t hat case the Court recognized -- that case, it was

32

Alderson Reporting Company



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Official - Subject to Final Review

copies froma nmaster disk and it treated them as
separate copies because they were actually separate
articles, even though it was really easy to do, even
t hough the actual copying is not done by human hands,
it's done by nmechanical processes. |In fact, in that
case the Court tal ked and conpared the maki ng of
software to the reproduction through biol ogical
processes, which is what we are tal king about here.

And so all we are asking the Court to do
today -- | recognize it's a new technology and to the
extent new technol ogies require different rules,
Congress is the body that should be making those
different rules. And when Congress has acted in this
area in the Plant Variety Protection\Act and also in the
sof tware context in the Copyright Act, it has not
adopt ed t he whol esal e exenption that Petitioner is
tal king for here.

JUSTI CE KAGAN: ['msorry. In everything
you' ve said you agree with M. Waxman. There is this
i ssue in the case where you disagree, which is the
conditional sale doctrine. | amjust wondering, before
you finish up, could you say a bit about whether that
doctrine is causing trouble as it presently exists in
the Federal Circuit? 1In other words, could we just
i gnore that doctrine if we wanted to, or is it a very
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probl emati c one that we should take this opportunity to
do sonet hi ng about ?

MS. ARBUS SHERRY: Your Honor, may [|?

CH EF JUSTI CE ROBERTS: Sure.

MS. ARBUS SHERRY: | think the Court does
not need to do sonething about it in this case. | think
Quanta | argely decided the issue, even though it didn't
say so explicitly, and as far as |I'm aware the Federal
Circuit has not applied their previous version of the
conditional sale doctrine to enforce the post-sale
restrictions since this Court's decision in Quanta.

CHI EF JUSTI CE ROBERTS: Thank you, counsel.

M. Waxman.

ORAL ARGUMENT OF SETH P: WAXMAN
ON BEHALF OF THE RESPONDENTS

MR. WAXMAN:. M. Chief Justice, and may it
pl ease the Court:

Let me start by answering a couple of, |
guess, science or technol ogy questions that cane up
before launching into our doctrinal position.

First of all, Justice Kennedy, soybeans are
soybeans. They are harvested at a particular point in
time, whatever use is going to be made for them It is
not a plant like a flower, geraniumfor exanple, which
has to be left to go to seed, or alfalfa. The bean is
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the seed.

Al l soybeans have to be processed to be used
in any way. |If they are going to be planted, they have
to be cleaned before they are put in the ground at the
right time. |If they are being fed to either humans or
ani mal s, they have to be processed in a way that
elimnates an enzynme that makes themindigestible by
ani mal s.

Justice Scalia, your question about well,
farmers now just can't do second plantings because
soybeans are put in huge grain elevators and different
varieties are mngled, that is true in the sense that if
one or nore of those soybeans were protected by a
patent, the actual grow ng of the usé of those patented
i nventions without a license would be infringenent,
al t hough, of course, if no glyphosate were put on top of
it, neither the farmer nor Monsanto would ever know that
there was an act of infringenment.

But nore to the point, farnmers -- | mean,
the planting of second crops, that is crop rotation of
I nt er spersi ng soybeans and wi nter wheat, is very, very
common. There are hundreds of thousands of soybean
farmers who do this every year

M . Bowman has acknow edged that so far as
he knows, he's the only one who's doing it this way.
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But there are plenty of other ways in which he could
obtain a nmuch | ess expensive crop of -- you know, a
particul ar variety of soybean, so one that will all grow
to the sane height and germnate at the sane tine. And
in fact, he explained this to the district court in his
response to the notion for summary judgnent at page 152a
of the joint appendix.

He said defendant wanted a cheap source of
seed for his second crop beans because of the normal
risks in growi ng "wheat beans;" that is, the second crop
that follows the harvesting of w nter wheat.

Quote, "defendant sinply wasn't going to
pl ant the high priced soybean seed after his wheat
crop." And here's the rel evant senténce. " Def endant
coul d have purchased conventional seed, that is,
non- pat ented seed, and then saved its offspring for
wheat beans.”

I n other words, he could have gone and
bought a non-patented -- a bag of non-patented seed for
much | ess noney, and used it as his second crop, or
harvested a portion of it -- and soybeans replicate at a
rate between 20 and 80 tinmes in each generation -- and
have a perpetual source for his second crop thereafter

JUSTI CE Gl NSBURG. But he couldn't put the
herbi cide on -- he couldn't -- if he went and bought
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conventional seeds, not the genetically inproved seed --

MR. WAXMAN:  Exactly.

JUSTICE GINSBURG. ~-- then -- then he
woul dn't -- what would the yield be if he put the
herbicide on it and they were all killed?

MR. WAXMAN: Justice G nshurg, the -- the
gl yphosate resistance doesn't change the yield of a
particular plant, it changes the way you have to control
weeds. And he would not be able to use Monsanto's
technol ogy that would allow aerial application of an
herbi cide. He would have to -- if he wanted to buy
pl ain old, you know, conventional soybeans, he has to
control for weeds in the conventional way.

And here's the very next\sentence in his
response to the Court. "Defendant" -- that is, instead
of purchasing conventional seeds and saving them he
says "Defendant decided to purchase a grain dealer's
commodity grain because he felt there was a good chance
he woul d obtain nostly grain that would be resistant to
gl yphosate,” and therefore, he could use Mnsanto's
t echnol ogy wi t hout having to pay for it.

M. Chief Justice, your question about this
is a new case and -- let me go first to your first
question in the case, which is why woul d a conpany ever
want to do this? | think the answer is that w thout the
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ability -- let's tal k about soybeans and then broaden it
to other kinds of readily replicable technol ogies --
wi thout the ability to limt reproduction of soybeans
containing this patented trait, Mnsanto could not have
comrercialized its invention, and never would have
produced what is, by now, the nmost popul ar agricul tural
technol ogy in Anerica, because as Ms. Sherry was
pointing out, the sale of the very first Roundup Ready
soybean seed, fromwhich all the trillions of Roundup
Ready soybean seeds in existence now derive, would have
under, M. Bowman's theory, fully exhausted not only
Monsanto's rights in that seed that was sold, but in al
progeny unto the -- however many generations
Justice Breyer thinks is "not too naﬁy."

| think it's inportant to understand how
this technol ogy works. The Department of Agriculture
| i censed Monsanto to engage in a transformati on event;
that is, to introduce its reconbi nant gene into soybean
germplasma. It's illegal to do it unless you get a
governnment |license to do it. And you can do it once.
And that is done by the technol ogy conpany, use --
t aki ng sonething what's called a gene gun and using the
gene gun to inject reconbi nant DNA into regul ar germ
pl asma.

JUSTI CE SCALI A: \What do you nmean you can do
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it once? | don't know what you --

MR. WAXMAN: The -- the Departnment of
Agriculture authorized Monsanto to engage in -- to
transformnatural -- natural plant material with its
reconbi nant gene in one single event that is referred to
as a transformation.

JUSTI CE SCALI A: One shot of a gun.

MR. WAXMAN: | think you may be able to
shoot several -- | don't know whether you can shoot a
whol e round or whatever. But in any event, it's one
event .

(Laughter.)

JUSTI CE SCALI A: You can't rob a bank with
i t, though, right? \

(Laughter.)

MR. WAXMAN: |, in nmy mnd, have been trying
to figure out what a gene gun |ooks like. And | don't
know -- | don't know if you could use it to rob a bank
But the point is -- and the -- the Federal Register site
for the transformati on event with respect to Roundup
Ready is -- is provided in a footnote in our brief.

VWhat happens then is that Monsanto uses those
transformed cells to grow a soybean pl ant.

And t hat soybean pl ant produces genetic --

produces seeds or soybeans that have the reconbi nant
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Roundup Ready technology in it. Monsanto then provides
-- in alnost all of the cases, Monsanto engages in

| i censed sal es of those transformed seeds to hundreds of
di fferent seed conpanies that produce different
varieties, and they nake both conventional seed with a
particul ar varietal makeup and a Roundup Ready version
of that variety.

Monsant o provi des the soybeans that it has
transformed to the seed conpanies, to the hundreds of
seed conpani es for consideration. Under M. Bowman's
theory, that was it for all of Monsanto's rights with
respect to this technology. The very first tinme it took
an original transformed seed and sold it to a seed
conpany so that it could bul k up and\cross-breed and
produce different varieties, Mnsanto had |ost all of
its patent rights.

I n other words, by go at -- having commtted
hundreds of mllions of dollars in 13 years to devel op
this technology in the very first sale of an article
that practices the patent, it would have exhausted its
rights in perpetuity.

Now, we - -

JUSTI CE KAGAN: M. Waxman, there is a
worrisome thing on the other side, though, too. And
that is the Bureau position has the -- has the capacity
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to make infringers out of everybody. And that is

hi ghl i ghted actually in this case by how successful this
product is and how | arge a percentage of the market it
has had.

So that -- you know, seeds can be bl own onto
a farmer's farmby wi nd, and all of a sudden you have
Roundup seeds there and the farnmer is infringing, or
there's a 10-year-old who wants to do a science project
of creating a soybean plant, and he goes to the
supermar ket and gets an edamane, and it turns out that
it's Roundup seeds.

(Laughter.)

JUSTI CE KAGAN: And, you know, these Roundup
seeds are everywhere, it seens to nE: There's, what,

90 percent of all the seeds that are around? So it
seens as though -- |like pretty nuch everybody is an
infringer at this point, aren't they?

MR. WAXMAN: Certainly not. Let ne make --
|l et nme make three points, starting with the edamane and
nmovi ng up to inadvertent infringers.

Edamane is an imature form of the soybean
seed. You can plant edamane --

JUSTI CE KAGAN: Ckay. |'Il change ny
hypot heti cal .

(Laughter.)
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MR. WAXMAN: |If | take ny -- you know, ny
G rl Scout troop and have them do a science experinment,
it will rot but it will not generate. And that --

JUSTI CE KAGAN: And | thought | was being so
cl ever, too.

(Laughter.)

MR. WAXMAN:  Well, it also rem nds ne that
my original answer to Justice Kennedy is wong, which is
t hat edamane is taken fromthe pods before the -- the
thing becones actually a seed that can be processed in
any other way.

Your point about the ubiquity of Roundup
Ready's use is a fair one. | nmean, this is probably the
nost rapidly adopted technol ogi cal advance in history.
The very first Roundup Ready soybean seed was only made
in 1996. And it nowis grown by nore than 90 percent of
the 275,000 soybean farnms in the United States.

But size -- that is, success -- has never
been thought and can't be thought to affect the contour
of patent rights. You may very -- with soybeans, the
probl em of bl owing seed is not an issue for soybeans.
Soybeans don't -- | nean, it would take Hurricane Sandy
to bl ow a soybean into sone other farner's field. And
soybeans, in any event, are -- you know, have perfect
flowers; that is, they contain both the pollen and the
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stanmen, so that they -- which is the reason that they
breed free and true, unlike, for exanple, corn.

The point that there nmay be many farners
wth respect to other crops like alfalfa that may have
sonme inadvertent Roundup Ready alfalfa in their fields
may be true, although it's -- it is not well docunented.
There woul d be inadvertent infringement if the farmer
was cultivating a patented crop, but there would be no
enf orcement of that.

The farmer wouldn't know, Mnsanto woul dn't
know, and in any event, the damages woul d be zero
because you woul d ask what the reasonable royalty would
be, and if the farmer doesn't want Roundup Ready
technol ogy and isn't using Roundup Réady technology to
save costs and increase productivity, the -- the royalty

val ue woul d be zero.

JUSTICE BREYER. Well, is -- | nean, that is
an interesting question, because you can inagine -- you
see, this is -- your answer -- this really deals wth
all -- it could be with genetic patents, with -- with

hosts of things which are self-replicating.

MR, WAXMAN: Mm hmm

JUSTI CE BREYER: And sone of the
self-replicating items, which are infringing itenms, end
up inadvertently all over the place. |Is there anything
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in the patent law that deals with that? 1|s an
I nvoluntary infringer treated the sane under patent |aw
as a voluntary infringer?

MR, WAXMAN:  Well --

JUSTICE BREYER: |Is -- is there precautions
that you take? | nmean, is there anything in patent |aw
t hat hel ps?

MR. WAXMAN: So infringement is -- unlike
contributory infringenment or induced infringenent, the
act of infringement, that is a violation of Section
271 --

JUSTI CE BREYER: Ri ght .

MR. WAXMAN: -- is a strict liability tort,
but it requires affirmative voIitionéI contact --
conduct. That is, it's not that -- a thing doesn't
i nfringe; a person infringes.

JUSTI CE BREYER: Well, the person plants it.

MR. WAXMAN: The person --

JUSTI CE BREYER: | nmean, he plants it, but
he doesn't even know, you know. He's just got -- we can
i mgi ne a ot of circunstances where this would be a --
where Justice Kagan's question could apply.

MR. WAXMAN: | nean, take the --

JUSTI CE BREYER: But you're just saying that
woul d need a --
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MR, WAXMAN:  Sure.

JUSTI CE BREYER: -- nodification in patent
| aw.

MR. WAXMAN:  OF course. | nean, take the
exanple, and this goes to | think the comment nade by
t he Chief Justice, that even in the software context, we
haven't had this case yet. You did have this case in --
in Mcrosoft v. AT&T that involved, you know,

M crosoft's gol den disk that has the W ndows Operating
Systemon it, which is patented, and was bei ng exported
overseas for introduction into, you know, conputers that
wer e manuf actured overseas. And AT&T' s patent, which
was a net hod of conpressing speech, was practiced by the
W ndows software. \

And this Court held that, although the
writing of the Wndows Operating Systeminto conputers
in the United States woul d have infringed the patent,
and when Mcrosoft did that it did infringe AT&T s
patent, the fact that the copies were nade onto the hard
drives of the conputer overseas neant that the act of
i nfringement occurred overseas and there was not an
export of -- of an infringing product for the purposes
of infringing overseas for purposes of Section 271(f).

So | think you have decided in the context
of software, which of course replicates even nore
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readi ly than soybeans do or vaccines or cell lines or
pl asm ds, that the copies that are actually nade when
a -- a software is witten onto the hard drive of a
conputer is a different thing than the disk that was
sent and is infringing if it occurs within the United
St at es.

JUSTI CE BREYER: \What about -- what about
t he other question --

MR. WAXMAN: So the other one --

JUSTI CE BREYER: No, no, no, | want to go
back to a different question that was asked, which was
t he question what do you think we should do about this
ot her aspect of the case, the |icensing aspect? | nean,
| woul d have thought it doesn't concérn Monsant o' s
| i cense of generation 1, because insofar as it's
rel evant here generation 1 carries the license that is
just perm ssive.

It is to create generation 2. But -- but
they also said sonething in the circuit about a
license -- about a restriction, inplied perhaps, on --
on the use of generation 2 by the grain elevator for
creating generation 3, nanely you can't do that.

Now, they -- they thought, the circuit, that
there's sonme restriction in a |license and they have a
doctrine that seenms to say that you can restrict
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| i censes -- through licenses the use of a product after
it's been sold. And that would seem contrary to the

first sale doctrine.

MR. WAXMAN: Ckay. Let ne -- let nme answer
your question this way: First of all, we don't think
that there's any need what soever for this Court -- we

agree with the Governnent that there's no need for the
Court to address the question of conditional sales and
the extent to which patent |aw recogni zes under sone

ci rcunmst ances conditional sales, because in this case
the Federal Circuit did not address that ground which we
advocated and we still advocate, but instead said -- and
|'"mreading from 14a of the petition appendi x.

"Even if Monsanto's pateﬁt rights in the
commodity seeds are exhausted, such a concl usion woul d
be of no consequence, because once a grower |ike Bowran
pl ants the commpdity seeds contai ning Monsanto's Roundup
Ready technol ogy and the next generation of seed
devel ops, the grower has created a newy infringing
article.”

In other words, what the Federal Circuit
decided, and it is entirely correct and it should be
affirmed on that basis, is what you're calling | think
generation 3, let's say that for sinplicity's sake,
since generation 1 is the original soybean sold by
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Monsanto to seed conpanies, let's just say that the bags
of soybean seeds that farnmers go to purchase from seed
deal ers is called generation N and they are licensed to
produce generation N plus 1. But then, what about N
pl us 2?

So what the Federal Circuit held is N plus 2
has never been sold. It was created, it exists wthout
a sale, and because a sale is the sine qua non of patent
exhaustion, which is also referred to as first sale,
there is no exhaustion.

Alternatively, the Federal Circuit said in
any event, even when exhaustion applies, it only
privileges the using or selling of the article sold; as
Your Honor's questions pointed out ofiginally, it never
privileges the making of a new infringing product.

JUSTI CE KENNEDY: Could -- could you prevaill
in this case if we focused just on use rather than mke?

MR. WAXMAN: |If you're referring to
generation N plus 2, the answer is yes, because those
are newy infringing products with no exhaustion of
Monsanto's rights, and as a consequence farnmers have no
authority to use, make, sell, or offer to sell w thout
Monsant o' s authorization. That is a -- just a
strai ghtforward application of section 271.

JUSTI CE SOTOVAYOR: M. Waxman, | want to go
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back to Justice Breyer's question and reformulate it as
a different question, with | think the sane answer --

MR, WAXMAN: Ckay.

JUSTI CE SOTOVAYOR: -- but | just want to
make sure you and the Government are exactly on the sane
page.

Both of you are suggesting, | think -- that
was Ms. Sherry's |ast response -- that we were explicit
enough in Quanta and we don't have to address whatever
| i ngering confusion the Federal Circuit my have with
respect to conditional sales at all in this case?

MR, WAXMAN: I --

JUSTI CE SOTOVAYOR: You're -- you're telling
us we don't need to reach that prong\and we shoul dn't.

MR. WAXMAN. |I'm-- | agree that you don't
need to reach the prong and you shouldn't.

JUSTI CE SOTOVAYOR: | understand we don't
need to, but the question is should we? 1|Is there a
need --

MR. WAXMAN:  Well, | think --

JUSTI CE SOTOVAYOR: -- generally in -- in
clarifying some |ingering confusion?

MR. WAXMAN: | think that -- | think that an
appropriate case will cone up where it will be inportant
for you to determne that. And our third argunent,
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whi ch wasn't addressed by the Federal Circuit and isn't
necessary to affirm 1is that conditional sales are not
i pso facto unenforceable; that is, a -- in an instant --
everybody understands that if instead of selling
technol ogy, you lease it, and you sign a |license that
i mposes conditions on that |ease, you know, unless they
are unreasonabl e, conditions that are reasonably rel ated
to exploitation of the invention are enforceable. M.
Bowman acknow edges that. Everyone acknow edges that.
Qur single subm ssion here is that where you
have a technol ogy that cannot be | eased because it will
consune itself in whatever use one makes of it, and
therefore has to be -- an article enbodying the
I nvention has to be sold and where tﬁe i nvention cannot
be comrercialized if it -- if the inventor has to
realize its full costs of devel opnent and a reasonabl e
rate of return on the first sale, the fact that there is
this necessary sale in order to commercialize the
I nvention cannot ipso facto make all such conditions
unenforceable. And that's all -- if you were to reach
the conditional sale issue in this case, that is all we
think this case stands for. And the reason | think --
JUSTI CE SOTOVAYOR: Actually then you do
have a different position than the Governnent does.
MR. WAXMAN:  Yes, and | think the reason, if
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we take it out of the soybean area, let's | ook at
vacci nes. Because the Roundup Ready gene essentially

i mmuni zes soybean plants fromthe herbicide in the sane

way that a life-saving vaccine will inmunize individuals
that receive it fromsonme external -- it wouldn't be a
herbicide -- alife threat.

Okay. Vaccines are live. They are live

cultures; they can regenerate thenselves. |[|f a conpany
devel ops the vaccine for, you know, Hl -- | shouldn't be
using -- an inportant |ife-saving vaccine --

(Laughter.)

MR. WAXMAN: -- it's unsupportable to say
t hat you cannot sell a quantity of that vaccine w thout
exhausting all of your rights in it.\

| mean, when Scheri ng- Pl ough or
Bristol - Myers devel ops a vaccine and sells sone of it to
CVS so | can go in and get injected, they haven't | ost
all of their patent rights in that vaccine. CVS can't
turn around and beconme a conpetitor.

JUSTI CE SOTOVAYOR: Sinmplifying this case,
you can't take the person who's been given the vaccine
and take vials of their blood and keep selling it? |Is
t hat your --

MR. WAXMAN: Yes, and keep -- well, keep
replicating it in conpetition. Take another exanple --
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CHI EF JUSTI CE ROBERTS: Well, is that how it
wor ks?

(Laughter.)

CHI EF JUSTI CE ROBERTS: No, |'mserious. |
mean, your exanple, it seens to ne, is not quite on
poi nt because it's not a situation where the intended
use of the vaccine necessarily results in regeneration
of it. In your hypothetical, CVS was going to sonme | ab
and making nore, right?

MR. WAXMAN:  Wel |, CVS was presumably buying
it either fromthe manufacturer or another |ab. But the
point here is, to take the software exanple, if | go to,
you know, Staples and buy the W ndows operating system
on a disk, | don't have the authority to put it in a
di sk replicator and press a button and make a million
copies of it. And --

JUSTI CE BREYER: But you don't need that
because in each instance, as you say, you are nmaking new
ones. It's the making of the new ones, not the use of
the old ones, where you prevent that from being done.

MR. WAXMAN:  Yeah. Well, let me -- the
exanpl e that conmes to mnd is, of course, poor
Dr. Chakrabarty who, you know, invented a new man- nade
bacteria. Bacteria replicate thenselves, unlike
soybeans whi ch require human intervention. | nean, the
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notion --

JUSTI CE BREYER: Then you use the word

use.
MR. WAXMAN: Excuse nme?
JUSTI CE BREYER: Then you use the word "use”

and you get to the same pl ace.

MR. WAXMAN: | mean, ny subm ssion about --
JUSTI CE BREYER: | don't think you can think
of an exanple. | nean, you say -- | don't think you can

t hi nk of an exanple where if you win on the other
ground, you can produce a bad result for the

manuf acturer or the inventor because you haven't treated

the conditional sale like a license. |'m not saying you
can't, | just can't think of one.
MR. WAXMAN: Okay. Here's one. | wll use

sonet hing that doesn't make itself, because we think
that is covered by the new article. Let's say that |
i nvent a new, mracul ous new machine. | get a patent
for it.

| want people to be able -- I'"mgoing to
commercialize it or I"'mgoing to license with people to
commercialize it, but I want people to be able to study
it and research it. And so, |ike Monsanto with its
seeds, | sign -- | provide a copy of the machine to MT
with a research-only license; that is, you can use this
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machine to figure out how it works and devel op new
applications and all that sort of stuff.

If that sale is exhausting for all purposes,
| can't prevent MT or a third party that MT provides
t he machine for --

JUSTI CE BREYER: So lease it.

MR. WAXMAN: -- to go into conpetition with

JUSTI CE BREYER: So |l ease it.

MR. WAXMAN: Yes, but you can't |ease
articles like software and, you know, soybeans that
consune thenselves in any use other than an art
experiment.

JUSTI CE KENNEDY: | do héve this problem
t hat goes back to Justice Scalia' s exanple. What about
the commpodity bin that has 2 percent of the patented
seeds in then? Now, you get away fromthe article by
sayi ng, oh, well, alnost all seeds are Roundup these
days. But let's have sone different commpdity where
there are three or four different patented itens but 1
percent or 2 percent of the seeds are in the bin. You
can't -- you can't sell those. That seens to me a very
extreme result.

MR, WAXMAN:  Well, | nean, when you say you
can't sell them So, as Ms. Sherry was pointing out --
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JUSTI CE KENNEDY: You can't sell themif
t hey know they are going to be used for seeds, and you
can't use them for seeds even though there is only
1 percent of the seeds?

MR. WAXMAN: That would be true even if this
case cane out another way, Justice Kennedy. First of
all because grain elevators are prohibited by state and
federal law fromselling seed, period. They sell --

t hey buy grain and they sell grain. They can't sel
seed.

Number 2, alnost all varieties of soybeans
or other crop plants are currently protected by the --
under the patent -- the Plant Variety Protection Act.
As this Court and Congress recognized, t he requisites
for getting a certificate are -- | nean, it's like a
regi stration requirenent.

And we know fromJ.E.M and the rel evant
provi sion of the PVPA that it is unlawful to divert
crops that are protected by a PVPA certificate for
reproductive uses. So irrespective of all of this,
what ever happens, even if there is only 1 percent of
patented soybeans in a grain elevator, the grain
el evator can't sell it as seed both under the federal
and state seed | aws and under the Patent Variety
Protection Act.
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That's why the solution for farnmers |ike
Monsanto -- like M. Bowman is to sinply buy
conventional seed, nultiply it, you know, 20, 30, 40,
50, 80 tinmes in a single generation and save 1/80th of
it toreplant in his second crop, if he doesn't want to
buy Roundup Ready technol ogy for his second crop and use
the gl yphosate aerially.

Unl ess the Court has further questions, we
will submt.

CHI EF JUSTI CE ROBERTS: Thank you,
M. Waxman.

M. Walters, you have five m nutes
remai ni ng.

REBUTTAL ARGUMENT OF MARK #. WALTERS
ON BEHALF OF THE PETI TI ONER

MR. WALTERS: |1'd like to first address the
statenment that this is not a traditional farmng
practice. It may be occasional, when a farnmer is in a
real desperate situation, or it may apply to
M. Bowman's situation, where he wanted a very cheap
source of seed for his second crop

But in the record at 153a, anong ot her
pl aces, he di scusses how he's gone to the grain el evator
over the years a nunber of tines, and how ot her farners
have gone to the grain elevator for generations. So a

56

Alderson Reporting Company



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Official - Subject to Final Review

ruling in favor of Monsanto here would effectively
elimnate that seed --

JUSTI CE SCALI A: Do you agree that it's
unl awful for grain elevators to sell it for replanting?

MR. WALTERS: No. | do not. And what he is
referring to is State |abeling |aws that prevent grain
el evators from actually scooping up grain, packaging it
up and saying this is seed, because they all |ook alike
to -- to the eye. And so grain elevators are certainly
not allowed to dupe seed purchasers, but those |laws are
there to protect the seed purchasers.

M . Bowman bought grain w thout any
restrictions on how he could use it. That broke no
| aws, and it does not violate the PVﬁA. | nmean,
Monsanto didn't assert a PVPA certificate. Surely it
has them Did not assert themin this case and could
not assert themin this case because there's no single
variety that M. Bowman planted. So that's not a good
argunment .

CHI EF JUSTI CE ROBERTS: What -- what about
M. Waxman's suggestion that we've already decided this
in Mcrosoft v. AT&T?

MR. WALTERS: That case is not on point,
Your Honor. That had to do with 271(f), and actually
came out on the side of nore restrictive patent rights.
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And this is not |like software. This is an invention
that the only way to use the invention -- now, repeat,
the only way to use the invention -- is to plant it and

to grow nore seeds.

So if you don't apply the exhaustion
doctrine and all ow someone to use it, you're choosing
patent rights over personal property rights, and that's
never been done in 150 years of this Court's exhaustion
cases.

JUSTI CE BREYER: Don't people or aninmals eat
t henf?

MR. WALTERS: That is certainly a use, but
it's not the invention.

JUSTI CE BREYER: Wel |, tﬁen why is it the
only way you can do is to plant thenm? That isn't the
only thing you could do with it --

MR. WALTERS: Well, that's not use.

JUSTI CE BREYER: You can buy them fromthe
grain elevator and sell them for other things.

MR. WALTERS: That's not use of the
i nvention, Justice Breyer. And exhaustion is about
conferring on the purchaser a right to use the
i nvention. There's nolimt to Monsanto's --

JUSTI CE BREYER: The invented thing. The
I nvented thing. The invented aspect of the seed is it
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has a gene in it that repels sonme other insecticide or
sonet hing that they have. | understand that.

MR. WALTERS: The same argunent came up in
Quanta, Your Honor, with --

JUSTI CE BREYER: You don't use that. |
don't think they used that particular -- well, go ahead.
You go ahead.

MR. WALTERS: There were other uses for the
conmput er chips, of course, that were asserted. And the
key was that those conputer chips practiced the patent.
And you woul d swal |l ow up the Exhaustion Doctrine
entirely if we just could think of other uses for these
t hi ngs that have been sol d.

The key is, does it use . is the purchaser
allowed to use the invention? And under Mnsanto's
t heory, the purchaser isn't allowed to do that. And
that's no Exhaustion Doctrine at all --

JUSTI CE BREYER: The peopl e buying from
grain elevators are nostly people who take these
chips -- whatever they are, the seeds -- and they sel
t hem for nmaking tofu, or they sell themto eat, or
this -- there are | oads of uses, aren't there?

MR. WALTERS: But the only use of the
I nvention is to plant it, and that's the use that
M . Bowman mnekes.
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JUSTI CE SCALI A: Yes, but -- but that's --
not hing prevents himfromplanting it. \Wat he is
prevented fromdoing is using the -- the consequences of
t hat planting, the second generation seeds, for another
planting. That's all he is prevented fromdoing. He
can plant and harvest and eat or sell. He just can't
pl ant, harvest, and then repl ant.

MR. WALTERS: So -- the judgnent in this
case was based on acres planted, and so |I'm not sure how
many -- we talked a bit about the N plus 2 generation,
and we don't know in the record what the N plus 2
generation was, in terns of his sales or his yields.
That wasn't before the district court on summary
judgnent. So |I'm not sure how you céuld affirm based on
t he judgnment bel ow, which was a finding that conditional
sal es prevented the application of the Exhaustion
Doctri ne.

The other thing --

CHI EF JUSTICE ROBERTS: [|I'msorry, | didn't
foll ow that answer to Justice Scalia's question.

MR. WALTERS: Could you ask it again?

JUSTI CE SCALI A:  You know, you're saying
that you are preventing himfromusing it. He's not
prevented fromusing it. He can use it for what it's
meant for, for raising a crop. He just cannot use the
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product -- that new crop -- for replanting. That's all
He has to sell that new crop for feed or for sone other
purpose. But to say that -- that he's prevented from
usi ng what he has bought is sinply not true. He can use
it, plant it, and harvest the crop.

MR. WALTERS: But you're saying that there's
no exhaustion in the progeny where he owns that seed
outright.

Wth that, we'll submt, and we'll ask that
the Court of Appeals be reversed.

Thank you.

CHI EF JUSTI CE ROBERTS: Thank you, counsel.

The case is submtted.

(Wher eupon, at 12: 37 p.n{, the case in the

above-entitled matter was submtted.)
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