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EDITOR’S PAGE

I- THIS ISSUE

Our thanks to Jack Blumenfeld for assembling such a stellar group of writers
on intellectual property! Iknew the subject was important, but I had no idea how
genuinely engrossing it could be. At a time when we are fighting to preserve our
national scientific and industrial supremacy, this is front line law. Peter Stone’s
article on industrial espionage seemed to me like a spy thriller until the revelation
of multi-million dollar extortion attempted against the DuPont Company,
whereupon it took on the urgency of a headline.

There is also occasion for great local pride in the Connolly-Parsons tribute to
Judge Caleb M. Wright. To most, lawyer and layman alike, the subject of patent
litigation is rarified, if not downright inscrutable. Most of us had never fully real-
ized the extent, the importance, and the brilliance of Judge Wright’s achievement
and the enormous respect in which it is held nationally by the bench and the patent
bar.

II - THE JANUARY ISSUE

Anarticle of mine ("Reflections of the Resident Crab") has drawn criticism from
some members of the profession. It should be borne in mind that in expressing my
views I spoke not on behalf of the Board of Editors, the Bar Foundation, or the
Delaware State Bar Association. Those views were and are strictly my own.
Secondly, we should not forget that the Bar Association is on record as opposing
the so-called "tort reform” package of legislation. WEW

Phone (302) 656-3/54
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altendant. [ N~ You present a convincing argument counselor, }ﬁ} but where's your supponing evidence? Haven't
you ever heard of the Radisson Hotel? The Radxsson7 Sure, but | thought they only \ no objectionscounselor.
T've presented my case. And it's open and shut. ‘2‘7 So what's the verdict? The \erdlcl is — by unaminous consent

— we're going to meet at the Radisson Hotel. _}/}' Case closed.
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PATENT CASES

Arthur G. Connolly, Sr., and Donald F. Parsons, Jr.

SENIOR JUDGE CALEB M. WRIGHT’S
CONTRIBUTIONS TO THE TRIAL OF COMPLEX

hen Senior Judge Caleb M.

Wright left his active general

practice in Sussex County thir-
ty-three years ago to become a Federal
Judge in Wilmington, he had never tried
a patent case and probably had no interest
in patents. We do not know whether
Judge Wright presided over his early
patent trials with apprehension or
pleasure. But we do know that he speedi-
ly acquired an amazing knowledge of the
complex patent laws and an ability to un-
derstand and evaluate the seemingly in-
comprehensible technical jargon of some
patent witnesses.

These skills have been honed and ap-
plied by him to more than 100 patent cases
during the past thirty years. In his
decisions he has explained in clearand ar-
ticulate language many intricacies of the
patent statutes. He has also analyzed and
rejected certain confusing or illogical
principles which had long been followed
by the patent bar,

The soundness of Judge Wright's
patent decisions has been confirmed by
his record on appeal and the frequency
with which judges in other courts have
cited them. His batting average before
both the Third Circuit and the Court of
Appeals for the Federal Circuit would un-
doubtedly qualify him for admission -to
the Judicial Hall of Fame, if and when
such an establishment is created.

Judge Wright was admitted to practice
in Delaware in 1933. He was appointed a
District Judge in 1955 by President Eisen-
hower and served as Chief Judge of the
District of Delaware from 1957 until Oc-
tober 7, 1973, when he assumed senior
status. Since 1973, Senior Judge Wright
has continued to handle an active
caseload, including many patent cases.
As recently as March 1988, for example,
he presided over a patent trial involving
an intraocular lens device. On August 29,
1988, with characteristic promptness, he
filed a 57-page opinion holding the patent

in issue invalid. and not infringed.

Freeman v. Minnesota Mining &
Manufacturing Co., 693 F, Supp. 134 (D.
Del. 1988)

Judge Wright served as a member of
the Judicial Conference of the United
States from 1970-72. In recognition of
his contributions to the development of
patent law and practice, he was also made
a member of the Advisory Committee to
the United States Patent and Trademark
Office from 1975-77.

Those active in the field took notice of
Judge Wright's adeptness in handling
complicated patent actions even earlier.
In 1965, he accepted an invitation to ad-
dress a conference of the Patent Office
Society. In his remarks, which were
published in the Society’s Journal, he ex-
pressed concern about "the harmful effect
upon the judiciary and the Patent System
because of the protracted and repetitive
nature of patent suits" (47 JPOS 727, 728
(1965)). He specifically criticized the
then prevalent phenomenon of a patent
owner whose patent had been declared in-
valid in a suit against one infringer, later
suing a second infringer in another court
and relitigating the validity issue. This
practice had been condoned in Triplett v.
Lowell, 297 U.S. 638 (1936).

Judge Wright's proposed response to
that problem in 1965 presaged later
developments. He stated (id. at 732):

I must submit that the Court’s
determination of invalidity should be
final to this extent, and to this extent
only; that if the patentee sues for in-
fringement of a part or all of the
claims of his patent, a judgment
should be final with respect to the
claims declared invalid. Thus, the
holder of the patent in a second suit
against another defendant, who is an
alleged infringer, would be estopped
to relitigate the issues determined by
the first court.

Attorneys today in all fields, not just
intellectual property, probably would
recognize that statement as a succinct
summary of the current law of collateral
estoppel enunciated by the Supreme
Court in 1971 -- six years later -- in
Blonder-Tongue Laboratories, Inc. v.
University of lllinois Foundation, 402
U.S. 313 (1971).

Judge Wright also observed that patent
cases are "notoriously complex and time
consuming” (id. at 728). He therefore
suggested that in complex cases it might
be useful for the Court to have inde-
pendent technical assistance. In recent
years, more district judges have begun to
make use of independent experts in patent
cases. In addition, in 1982, Congress
provided for technical experts to be in- |-
cluded on the staff of the then newly-
created Court of Appeals for the Federal
Circuit to assist its panels in the adjudica-
tion of patent appeals, over which the new
Court has exclusive jursidiction.

Regrettably, Judge Wright’s concerns
about the protracted nature of patent
litigation have proved all well-founded.
Indeed, his own experience simply under-
scores the wisdom of his concluding com-
ment in 1965 (id. at 735):

What is required to solve the
problems facing the Patent System
and the Courts are the same as Mr.
Edison said were needed to invent,
10% inspiration and 90% perspira-
tion.

During his tenure, Judge Wright has
presided over several protracted patent
cases, at least one of which has lasted over

thirty years!

His most protracted case, Devex Corp,
v. General Motors Corp., Civil Action
No. 3058, began in 1956 and is still pend-
ing through no fault of Judge Wright, who
has issued nine reported opinions in the
case. The plaintiff (Devex) filed its com-
plaint in the federal court in Chicago, al- |
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leging infringement of a patented process
for cold-forming automobile bumpers.
After a separate trial on validity, the
Chicago court held the patent invalid, but
the Seventh Circuit reversed and
remanded for a trial on the issues of infr-
ingement and damages. In 1965, Devex
obtained a transfer to Delaware. Since
then, the case has been shuttling back and
forth among Judge Wright, the Third Cir-
cuit and the Supreme Court. The infr-
ingement issue was finally resolved after
alengthy trial and appeal. A Master tried
the ensuing damages issue. After review-
ing and affirming most of the Master’s
rulings, Judge Wright entered a final
judgment in 1986. The portion of his
decision awarding the patent holder
prejudgment interest was later affirmed
by both the Third Circuit and the Supreme
Court, and has now become the control-
ling law in all federal courts.

After the Supreme Court’s mandate is-
sued, the question of postjudgment inter-
est was briefed, argued and resolved by
Judge Wright, Although additional ap-
peals were taken, his judgments were
again affirmed.

Judge Wright’s batting average
would undoubtedly qualify him for
admission to the Judicial Hall of
Fame, if and when such an estab-
lishment is created.

‘When the case was finally returned to
the District Court, additional non-patent
issues were raised by the plaintiffs and
rejected by Judge Wright, who stated in
his ninth reported opinion that the case
"threatens to outlast all human par-
ticipants."  Devex Corp. v. General
Motors Corp., 638 F. Supp. 940, 941-42
(D. Del. 1986). His ruling was then ap-
pealed to the Federal Circuit which held
that it did not have jurisdiction and trans-
ferred the appeal to the Third Circuit,
which affirmed. Plaintiffs again peti-
tioned for certiorari to the Supreme Court,
attacking the decisions of both the Federal
Circuit and the Third Circuit.

While the petitions were pending, the
Supreme Court remanded the Devex v.
General Motors case to the Third Circuit
on jurisdictional grounds with instruc-
tions to review its carlier opinion in light
of the Court’s decision in another case
regarding the Federal Circuit’s jurisdic-
tion. The Third Circuitrecently complied
with this mandate and affirmed its
original decision (857 F.2d 197). Predict-
ably, Devex’s successor (Technograph)

has filed another petition for certiorari
(57 US.L.W. 3454). Thus, the Devex
case persists -- having already outlasted
many of the human participants.

Early in his judicial career Judge
Wright concluded that discovery was the
mostexpensive and abused stage in patent
litigation. One or both parties frequently
indulged in interminable discovery. Be-
cause of the complex technology in-
volved it is sometimes more difficult to
control patent discovery than discovery in
ordinary civil litigation. Even though
court rules provide for the early estab-
lishment of discovery cut-off dates, these
dates are repeatedly extended in patent
cases upon counsel’s assurances that ad-
ditional discovery is essential. In
retrospect, however, the necessity for the
extensions is frequently questionable.

Among Judge Wright's outstanding
contributions to the patent field was his
acceleration of customary discovery pro-
cedures. Years before the District Court’s
Local Rules were amended to formalize
such requirements, Judge Wright insisted
that counsel confer and attempt to reduce
the areas of disagreement before filing a
motion of any complexity. He has also
urged a close liaison between trial coun-

sel and house counsel because it
facilitates more meaningful and produc-
tive discovery.

Patent litigation often involves dis-
covery into the circumstances under
which a patent was granted, the existence
of any counterpart patents in foreign
countries and the patentee’s efforts to en-
force the patent against others through
licensing or litigation. In each instance,
there may be communications between
the patent owner and attorney or patent
agent (a non-lawyer authorized to
prosecute patent applications in the Patent
and Trademark Office ("PTO")). Some-
times there are also communications with
foreign patent attorneys or agents regard-
ing counterpart applications or patents in
countries such as England, Germany or
Japan. Consequently, discovery in patent
litigation tends to involve more claims of
attorney-client privilege and work
product immunity than other litigation,

In patent law, as in other contexts,
privilege questions can be difficult and
time-consuming. Judge Wright helped
clarify this area when he decided Her-
cules Inc. v, Exxon Corp., 434 F. Supp.

(Continued on next page)
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(Wright continued)

136 (D. Del. 1977), a seminal opinion on
the application of the attorney-client
privilege and work product immunity to
communications with patent attorneys
and agents. Hercules v. Exxon manifests
Judge Wright’s ability to combine his
knowledge and understanding of general
legal principles with an appreciation of
the practical aspects of patent practice,
both before the PTO and in the courts.
The principles he enunciated continue to
provide the analytical framework for
resolving most patent-related privilege is-
sues in this District. Indeed, Hercules v.
Exxon has been cited approximately 85
times by courts all over the country, in-
cluding the United States Supreme Court,
the Third Circuit Court of Appeals, and
numerous state courts.

In Hercules v. Exxon, Judge Wright
dealt with a panoply of privilege issues.
After reviewing the general requirements
for a claim of attorney-client privilege, he
held that:

e Privileged communications to or
from an attorney may, under ap-
propriate  circumstances, be
protected regardless of whether the
attorney is outside counsel, house
counsel, or patent department coun-
sel.

» Even an implicit request for legal
advice. can be sufficient to justify
treating a communication as
privileged.

« Communications with an attorney
containing primarily business ad-
vice are not privileged.

* Routine transmittal and acknow-
ledgment letters to or from attor-
neys generally are not privileged.

» Communications with a patent
agent, as opposed to an attomey,
can be privileged in certain cir-
cumstances.

» Technical information communi-
cated to a patent attorney, not call-
ing for a legal opinion or
interpretation, but meant primarily
for aid in completing a patent ap-
plication is not privileged.

» Documents prepared for one case
are generally entitled to work
product protection in a later case in-
volving closely related parties or
subject matter.

» Neither the  attommey-client
privilege nor work product im-
munity applies to communications
in furtherance of a crime or fraud.

In addition, Judge Wright outlined the

principles - for determining the ap-

plicability of privilege and work product
protection in both exparte patent prosecu-
tion matters and inter partes proceedings
in the PTO, such as interferences. The
frequent reliance of other courts on Judge
Wright’s privilege analysis in Hercules v.
Exxon attests to his skills as a jurist.

At a later stage in the same action, he
analyzed and explained several basic
patent statutes dealing with the "prior art”,
the evidence necessary to prove or dis-
prove that an invention is "obvious”, the
essential requirements of a patent
specification, and the importance of ap-
propriate claim language. See 497 F,
Supp. 661 (D.Del. 1980)

Addressing another knotty procedural
issue in General Tire & Rubber Co. v.
Watson-Bowman Associates, Inc., 74
FR.D. 139, 141 (D. Del. 1977), Judge
Wright held that a claim of fraud or in-
equitable conduct before the Patent Of-
fice is equitable in nature and does not, of

In one case Judge Wright stated in
his ninth reported opinion that the
case "'threatens to outlast all human
participants.”

itself, give rise to a right to a jury trial,
Ten years later, the Federal Circuit ex-
plicitly approved Judge Wright’s analysis
and used it as a starting point in one of its
more controversial decisions, Gardco
Manufacturing, Inc. v. Herst Lighting
Co., 820 F.2d 1209, 1212 (Fed. Cir.
1987). The Gardco court held that the
lower court had not abused its discretion
in ordering a separate non-jury trial on in-
equitable conduct before the issues of in-
fringement and validity were presented to
ajury.

In his many years on the bench, Judge
Wright has presided over cases involving
a wide spectrum of inventions, ranging
from relatively straightforward improve-
ments in established technologies to
pioneer inventions, which have
revolutionized their fields. Many have
involved ordinary household items, such
as wet-strength paper towels, sour cream,
potato buds, and Maxim freeze-dried cof-
fee. One pioneer patent on a household
item, litigated before Judge Wright in the
mid-1960’s, was the process for making
Coming Ware. Other cases have in-
volved inventions relating to products for
stimulating hair growth, designs for port-
able and color televisions, soft contact

lenses, cartridge-type fountain pens, car-
pet backing, reduced glare windows, and
tomato harvesters.

Judge Wright is perhaps best known
among patent attorneys for a number of
landmark decisions he has rendered in the
chemical area. In Studiengesellschaft
Kohle mv.H. ("SGK") v. Dart Industries,
Inc., 549 F. Supp. 716 (D.Del. 1982),
aff d, 726 F.2d 724 (Fed. Cir. 1984), for
example, he held a patent on so-called
"Ziegler catalysts” for the polymerization
of ethylene, propylene, and other lower
olefins, to be valid and infringed. He
found that the invention represented a
revolutionary new system and an impor-
tant commercial breakthrough (id. at
736):

There can be no doubt that the
*115 [patent] was an enormous com-
mercial success. By radically chang-
ing both the conditions under which
commercial polymers would be
made and the physical characteristics
of the polymer product, Ziegler
catalysts revolutionized the plastics
industry.

In fact, the patentee Ziegler received
the Nobel Prize in 1963 for his work.
Even such a celebrated invention,
however, resulted in protracted litigation.
The action was filed in 1970. But it was
not until September 30, 1987, after his
decision on liability had been affirmed by
the Third Circuit and he had resolved a
complex damages proceeding, that Judge
Wright entered a final judgment in favor
of the patent owner in the amount of
$43,756,784.71. The Federal Circuit af-
firmed all aspects of that damages award
in a lengthy opinion, filed December 14,
1988 (9 U.S.P.Q. 2d 1273).

In the liability opinion in SGK v. Dart,
Judge Wrightexplained the difference be-
tween anticipatory and non-anticipatory
prior art, and he discussed the steps for
construing a patent claim and the neces-
sity of applying the same claim construc-
tion to the basic issues of validity and
infringement. He also explained the
types of evidence needed to establish
laches or estoppel. The Federal Circuit
affirmed his decision (726 F.2d 724),
characterizing it as an "unusually
thorough and meticulously detailed
opinion." Although the patent in issue
had been frequently litigated and was ex-
pired at the time, the court referred at
length to Judge Wright’s analysis of the
numerous issues and agreed with his con-
clusions of law on each one, -
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Among the many other decisions by
Judge Wright that analyze complex patent
issues and explain the applicable statutes
are: Inre Frost 398 F. Supp. 1353 (D. Del.
1975), modified, 540 F.2d 601 (3d Cir.
1976); and Standard Oil v. Montedison,
494 F. Supp. 370 (D. Del. 1980), aff'd,
664 F.2d 356 (3d Cir. 1981), cert. denied,
456 U.S. 915 (1982). His opinion in the
Frost case addressed the troublesome
patent fraud defenses that were raised
there. He held the Frost patent invalid be-
cause it had been fraudulently procured
from the Patent Office. The Third Circuit
affirmed the finding of fraud, but limited
the resulting unenforceability to only
those claims affected by the fraud. Years
later, however, the Federal Circuit
rejected the Third Circuit’s position and
adopted Judge Wright’s view that inequi-
table conduct renders all claims of a
patent unenforceable. See J.P. Stevens &
Co.v.LexTex, Ltd., 747 F.2d 1553, 1561
(Fed. Cir. 1984), cert. denied, 474 U.S.
822 (1985).

In the cluster of Montedison cases,
Judge Wright’s opinion of more than 75
pages dissected and decided a group of
appeals from the Board of Patent Inter-
ferences. Interference practice had been
encrusted over the years with pragmatic
rules of evidence directed to the basic is-
sues of when the invention was original-
ly conceived, when it was reduced to
practice, whether conception and reduc-
tion to practice was coupled by diligence,
and whether there were any intervening

publications or other activities that would
have prevented one or more of the inven-
tors from receiving a patent.

Judge Wrightdiscussed, explained and
applied these arcane interference
doctrines to the voluminous evidence
relied on by each of the alleged inventors,
and concluded that Phillips’ inventor was
entitled to priority. He then authorized
the Commissioner of Patents "to issue to
Phillips the patent for solid crystalline
polypropylene” (494 F. Supp. at 456).

Judge Wright has heard numerous
other cases involving esoteric tech-
nologies foreign to the layman. He has
considered patents pertaining to such
diverse subjects as the manufacture of
synthetic rubber and polyurethane foam
insulation, zeolite cracking of petroleum
to produce gasoline and other products,
the manufacture of transistors, and the use
of monoclonal antibodies to enhance
blood clotting in hemophiliacs. In each
instance, he has approached the litigation
before him with a deep-seated confidence
in our legal system, its patent laws, and
his own ability and determination to
decide all issues speedily and fairly.His
skillful handling of these cases has helped
establish ona national scale the reputation
of the District of Delaware as a forum for
the expeditious and knowledgeable
resolution of patent disputes. m

Lor

th

Arthur G. Connolly, Sr., indisputably
the dean of that segment of the bar ad-
dressing its efforts to intellectual proper-
‘ty, is a graduate of the Massachusetts
Institute of Technology and the Harvard
Law School. He began his career in the
legal department of Universal QOil
Products Co. and subsequently worked in
the legal department of the Dupont Com-
pany. In 1942 he entered private practice
upon the formation of the firm that bears
his name. Aside from his membership in
the bars of the Commonwealth of Mas-

sachusetts, the District of Columbia, and
the State of Delaware, he is admitted to
practice in all United States Circuit
Courts of Appeals and the United States
Supreme Court. He is a Fellow of the
American College of Trial Lawyers.

Mr. Connolly’s co-author, Donald
Parsons, is a member of the firm of Mor-
ris, Nichols, Arsht & Tunnell, where he
specializes in intellectual property litiga-
tion. He is also a registered patent attor-
ney. Before joining the Morris firm in
1979 ke clerkedfor The Honorable James
Latchum, now Senior Judge of the United
States District Court for the District of
Delaware.
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THE IMPACT OF THE FEDERAL
CIRCUIT ON DELAWARE

PATENT LITIGATION: ADVANTAGE TO THE PATENTEE

Jack B. Blumenfeld

States Court of Appeals for the

Federal Circuit has had exclusive
jurisdiction of appeals from decisions of
the district courts in actions arising under
the patent laws. See 28 U.S.C. §§ 1295,
1338. The Federal Circuit was created to
"reduce the widespread lack of uniformity
and uncertainty of legal doctrine that exist
in the administration of patentlaw." H.R.
Rep. No. 97-312, 97th Cong., Ist Sess.
(1981) at 23.

In its six years, the Federal Circuit has
made great strides toward uniformity of
patent law jurisprudence. In doing so,
however, that Court has overturned
numerous principles of patent law that
had been well established in the District
of Delaware. Asaresult, patent litigation
in Delaware - and there seems to be as
much or more of it here than anywhere
else! - has undergone important changes,
as to both substantive law and procedure.

Indeed, so many of the rules - control-
ling validity, enforceability and infringe-
ment of patents, damages, preliminary
injunctions, and jury trials - have changed
that a patent lawyer who missed the last
six years might no longer recognize the
playing fields. One might also be
surprised at how many of the newly estab-
lished principles favor the patentee.

PRELIMINARY INJUNCTIONS

Before the creation of the Federal Cir-
cuit, it was virtually impossible for a
patentee to obtain a preliminary injunc-
tion against continued infringement in the
District of Delaware. The standards were
far more stringent than in non-patent
cases. - First, the patentee had to
demonstrate that the patent was valid and
infringed "beyond question”. Jenn-Air
Corp, v. Modern Maid Co., 499 F.Supp.
320 (D.Del. 1980), aff' d, 659 F.2d 1068
(3d Cir. 1981); Rohm & Haas Co.v.Mobil
Oil Corp., 525 F.Supp. 1298 (D.Del.
1981). Even if the patentee could meet
that standard, in order to prove irreparable
injury italso had to show that the infringer

Since October 1, 1982, the United

"was either in bankruptcy or so financial-
ly insecure that there was serious doubt as
to its ability to pay any damages..." Jenn-
Air, supra at 332; Rohm & Haas, supra at
1307.

The Federal Circuit changed the stand-
ards for preliminary injunctions, to be-
come "no more nor less stringent in patent
cases thanin otherareas of thelaw." H.H.
Robertson, Co.v. United Steel Deck, Inc.,
820F.2d 384, 387 (Fed. Cir. 1987). The
Delaware "beyond question” standard
was rejected in favor of the reasonable
likelihood of success on the merits stand-
ard employed in other areas of the law.
Hybritech, Inc. v. Abbott Laboratories,
849 F.2d 1446 (Fed. Cir. 1988); Roper
Corp. v. Litton Systems, Inc., 757 F.2d
1266 (Fed. Cir. 1985). The District of
Delaware has applied that standard in Up-
john Co. v. Riahom Corp., 641 F. Supp.
1209 (D.Del. 1986), and Johnson &
Johnson Consumer Products, Inc. v.
Ormco Corp., slip op., C.A. Nos, 87-341
(3JF), 87-547 (JJF) (D.Del. Sept. 29,
1988).

Moreover, the patentee need not show
financial insecurity of the alleged in-
fringer to make out irreparable harm. Be-
cause a patent grants to the patentee the
right to exclude others from making,
using, or selling the patented invention in
the United States (for seventeen years), 35
US.C. § 154, the Federal Circuit has
recognized that money damages may not
be a sufficient remedy for infringement,
and that lost business can itself constitute
irreparable harm. See, e.g., Atlas Powder
Co.v. Ireco Chem., 773 F.2d 1230, 1233

-(Fed. Cir. 1985).

Furthermore, where that patentee has
madea "clear showing" of validity and in-
fringement - surely less stringent than
"beyond question” - irreparable harm may
be presumed. In Smithinternational, Inc.
v. Hughes Tool Co., 718 F.2d 1573, 1581
(Fed. Cir. 1983), cert. denied, 464 U.S.
996 (1983), the Court explained that such
a presumption is dictated by public

policy, because the "very nature of the
patentright is the right to exclude others.”

Whereas preliminary injunctions in
patent cases were virtually impossible six
years ago in the District of Delaware, the
Federal Circuit’s more easily satisfied
standard provides patentees with a new
and powerful weapon. Indeed, in the
Johnson & Johnson case, where each side
accused the other of infringing its patent,
the Court granted cross motions for

preliminary injunctions.
JURY TRIALS

Patent cases frequently turn on com-
plex technical issues - involving

chemistry, biotechnology, or electronics -
relating to the state of the prior art, the na-
ture of the invention, the differences
between the prior art and the invention,
and whether the accused devices are the
same or equivalent to the claimed inven-
tion. The trials of such issues are often
lengthy - taking several wecks, if not
months,

The conventional wisdom (supported
by statistics) is that patentees do better
before juries than judges. Jurors inex-
perienced in patent law may give greater
deference to the government’sissuance of
a patent, which enjoys a presumption of
validity that can only be overcome by
clear and convincing evidence of in-
validity. Before the creation of the
Federal Circuit, however, there was doubt
as to the right to a jury trial in at least very
complex patent cases in Delaware.

In Inre Japanese Electronic Products
Antitrust Litigation, 631 F.2d 1069 (3d
Cir. 1980), an antitrust and antidumping
case, the Third Circuit addressed the right
to trial by jury in complex cases. The
Court concluded that due process
precludes trial by jury "when a jury will
not be able to perform its task of rational
decision-making with areasonable under-
standing of the evidence and the relevant
legal standards.” 631 F.2d at 1086. The
Third Circuit sanctioned the denial of a
jury trial where a party (usually the defen-
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dant) could demonstrate that the case was
technically too complex for a jury. The
implication for complex patent cases in
Delaware was plain.

The Federal Circuit has held, however,
that patent cases are not to be treated dif-
ferently from other cases insofar as the
right 0 a jury trial is concerned. In Con-
nell v. Sears, Roebuck & Co., 722 F.2d
1542 (Fed. Cir. 1983), it held:

So long as the Seventh Amend-
ment stands, the right to a jury trial
should not be rationed, nor should
particularissues in particular types of
cases be treated differently from
similar issues in other types of
cases...The obviousness issue may be
in some cases complex and compli-
cated, on both fact and law, but no
more so than equally complicated,
even technological, issues in product
liability, medical injury, antitrust,
and similar cases.

Later, in SRI International v. Mat-
sushita Elec. Corp., 775 F.2d 1107, 1130
(Fed. Cir. 1985) (additional opinion),
Chief Judge Markey expressly rejected
the Third circuit view:

We discern no authority and no
compelling need to apply in patent
infringement suits for damages a
"complexity” exception denying
litigants their constitutional right
under the Seventh Amend-
ment...There is no particular cachet
which removes "technical” subject
matter from the competency of a jury
when competent counsel have care-
fully marshaled and presented the
evidence of that subject matter and a
competent judge has supplied care-
fully prepared instructions.

There is thus no warrant for limit-
ing even complex patent litigation to
an exclusive professional ritual
engaged in only by lawyers and
judges.

The Federal Circuit was created to
reduce the widespread lack of unifor-
mity and uncertainty of legal
doctrine that exist in the administra-
tion of patent law.

In contrast to the sitvation in the early
1980’s, the right to a jury trial in even thg
most complex patent cases is now clear,
In the two patent jury trials in Delaware
since 1985 - the only ones in atleastrecent
history - the patentees have fared well.
See Schering Corp. v. Precision-Cosmet

Co., Inc., 614 E.Supp. 1368 (D.Del.
1985); Dragan v. L.D. Caulk Co., Order,
C.A. No. 84-707 (JJF) (D.Del. Jan. 29,
1988).

THE PRESUMPTION OF
VALIDITY

35 U.S.C. §282 provides that "[a]
patent shall be presumed valid" and that
"the burden of establishing in-
validity...shall rest on the party asserting
such invalidity". In the Third Circuit, the
presumption of validity could be
weakened or overcome, however, if
relevant prior art had not been considered
by the Patent Examiner during the
prosecution of the patent application.

Northern Engineering & Plastics Corp.
v. Eddy, 652 F.2d 333 (3d Cir. 1981), cert.
denied, 454 U.S. 1146 (1982); Aluminum
Co. of America v. Amerola Products
Corp., 552 F.2d 1020 (3d Cir. 1977). In
such case, "the degree by which the
presumption is weakened depends on a
balancing of the pertinence of the newly
cited art against the pertinence of the art
actually considered by the Patent Office."
Aluminum Co.v. Amerola, supraat 1025,

The District of Delaware uniformly
applied that rule. See, e.g., General Bat-
tery Corp.v. Gould, Inc., 545 F.Supp. 731
(D.Del. 1982). For example, in Grefco,

(Continued on next page)
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(Federal Circuit continued)

Inc. v. Kewanee Industries, Inc., 499
F.Supp. 844, 847 (D.Del. 1980), aff'd,
671 F.2d 495 (3d Cir.), cert. denied, 454
U.S. 1086 (1981), the presumption of
validity was “substantially weakened”
where "several important items of prior
art...were not considered by the Ex-
aminer.,”

In In re Cole Patent Litigation, 558
F.Supp. 937,951 (D.Del. 1983), the Court
again applied those principles. On ap-
peal, however, the new Federal Circuit
"squarely rejected...the view of some cir-
cuits that, where art more relevant than
that considered by the examiner is made
of record, the presumption of validity is
destroyed." RCA Corp. v. Applied Digi-
tal Data Systems, Inc., 730 F.2d 1440,
1443 (Fed. Cir. 1984).

The Federal Circuit has frequently
repeated that the presumption of validity
is never weakened or destroyed, and that
the challenger always has the burden of
overcoming it by clear and convincing
evidence. See, e.g., Stratoflex, Inc. v.
Aeroquip Corp., 713 F.2d 1530 (Fed. Cir,
1983). As it said in ACS Hospital Sys-
tems, Inc. v. Montefiore Hospital, 732
F2d 1572, 1574-75 (1984) the
"presumption iS never annihilated,
destroyed, or even weakened, regardless

of what facts are of record.” (original em-
phasis)

That principle benefitting patentees
has now been firmly established in the
District of Delaware, displacing the ear-
lier contrary authorities. See, e.g. Afros
S.PA. v. Krauss-Maffei Corp., 671
F.Supp. 1402, 1412 (D.Del. 1987), aff d,
848 F.2d 1244 (Fed. Cir. 1988)
("Evidence of material uncited art in the
patent prosecution does not affect the

presumption of validity..."), Phillips
Petroleum Co. v. United States Steel
Corp., 673 F.Supp. 1278, 1293 (D.Del.
1987); Mannesmann Demag Corp. v. En-
gineered Metal Products Co., 605
F.Supp. 1362, 1365 (D.Del. 1985), aff d,
793 F.2d 1279 (Fed. Cir. 1986).

SECONDARY CONSIDERA-
TIONS OF NONOBVIOUSNESS

Under 35 U.S.C. §103, a patent claim
is invalid "if the differences between the
subject matter sought to be patented and
the prior art are such that the subject mat-
ter as a whole would have been obvious
at the time the invention was made to a
person having ordinary skill in the art to
which such subject matter pertains.” In
the landmark case of Graham v. John
Deere Co., 383 U.S. 1, 17-18 (1966), the
Supreme Court Set forth the following
test for determining obviousness:

Under §103, the scope and content of
the prior art are to be determined; dif-
ferences between the prior art and the
claims at issue are to be ascertained; and
the level of ordinary skill in the pertinent
art resolved. Against this background,
the obviousness or unobviousness of the
subject matter is determined. Suchsecon-
dary considerations as commercial suc-
cess, long felt but unsolved need, failure
of others, etc., might be utilized to give
lightto the circumstances surrounding the
origin of the subject matter sought to be
patented. As indicia of obviousness or
nonobviousness, these inquiries may have
relevancy. (Emphasis added)

Before the creation of the Federal Cir-
cuit, the Third Circuit and the District of
Delaware  consistently applied the
Graham test by its terms, treating "secon-
dary considerations” such as commercial
success as less than obligatory. The Third
Circuit had held that "secondary con-
siderations are entitled to *only measured
weight’ in adjudging obviousness,...and
they cannot, by themselves, support a
finding of nonobviousness if it is other-
wise established that a patent’s dis-
closures are obvious in light of the prior
art."Tokyo Shibaura Electric Co. v.
Zenith Radio Corp., 548 F.2d 88, 94-95
(3d Cir. 1977)(citations omitted), See
also Grefco, Inc. v. Kewanee Industries,
Inc., supra, 499 F.Supp. at 857-58.
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Notwithstanding the Graham lan-
guage, the Federal Circuit has made
primary the evidentiary value of such sup-
posedly secondary considerations. In
Stratoflex v. Aeroquip Corp., 713 F.2d
1530, 1538 (Fed. Cir. 1983), it held that
"evidence rising out of so-called ‘secon-
dary considerations’ must always when
presented be considered en route to a

determination of obviousness" and that
"evidence of secondary considerations
may often be the most probative and
cogent evidence in the record. It may
often establish that an invention appear-
ing to have been obvious in light of the
prior art wasnot.”” Contrary to the Third
Circuit authorities, the Federal Circuithas
held that strong evidence of secondary
considerations may even save a patented
invention that otherwise would have
been obvious from the prior art. W. L.
Gore & Associates, Inc. v. Garlock, Inc.,
721 F.2d 1540 (Fed. Cir. 1983), cert.
denied,469 U.S. 851 (1984). In Simmons
Fastener Corp.v.1llinois Tool Works, 739
F.2d 1573, 1575-76 (Fed. Cir. 1984) cert.
denied, 471 U.S. 1065 (1985), the Court
reversed a finding of obviousness where
"the evidence of secondary considera-
tions..., particularly commercial success,
is extremely strong...", even though "the
teachings of the prior art prima facie
would have suggested to one of ordinary
skill in the art of the claimed invention."

Thus, evidence which six years ago
"might be utilized,” was entitled to only
"measured weight,” "may have {had]
relevancy”, and could not support a find-
ing of nonobviousness in the face of con-
trary technical evidence, now “"must
always...be considered”, "may...be the
most probative and cogent evidence", and
may save an otherwise seemingly obvious
invention. As Chief Judge Schwartz
recently put it, now the "so-called ‘secon-
dary considerations’...are of primary im-
portance in determining obviousness."
Afros S.PA. v. Krauss-Maffei Corp.,
supra, 671 F.Supp. at 1418, Still another
significant change in the Delaware patent
law now favors the patentee.

As aresult of the Federal Circuit’s ef-
forts to make the administration of the
patent laws uniform, the applicable legal
principlesin the District of Delaware have
changed dramatically over the last six
years. Those changes are largely in favor
of patentees, perhaps signaling a more
favorable climate for the enforcement of
patents in Delaware.” Whatever the
results, however, there is no question that
the rules are different. m

Footnotes at page 26

Jack Blumenfeld, who designed and
edited thisissue of DELAWARE LAWYER
is engaged primarily in commercial (in-
cluding intellectual property) litigation.
After graduating from Yale Law School in
1977, he clerked for The Honorable Wal-
ter K. Stapleton, then of the U.S. District
Court for Delaware. In 1979 he joined
Morris, Nichols, Arsht & Tunnell, of
which he became a partner in 1985, He is
a member of the American Intellectual
Property Law Association and the New
York Patent Law Association.
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ture has acted as a shield to protect

officers and directors from per-
sonal liability for corporate acts. In the
patent field, however, the Federal Circuit
appears to have adopted a rationale that
will make more officers and directors
liable for infringement, especially where
the corporation is owned or controiled by
afew officers who direct or dominate acts
of corporate infringement. This position
conforms to the long standing rule in the
Third Circuit, which, before the advent of
the Federal Circuit, had been a minority
one among the various circuits. We shall
examine the Federal Circuit’s thus far
limited dealings with the topic, the Third
Circuit’s position, and the law as it existed
in amajority of the circuits before the for-
mation of the Federal Circuit.

In the only two instances where the
Federal Circuit has been faced with the
issue, it has found personal liability of of-
ficers and directors for corporate patent
infringement.” In both instances the cor-
porations were small ones, dominated and
controlled by a very limited number of
people who played active roles in
everyday operations, including the in-
fringing acts. In Power Liftv. Lang Tools,
Inc., the infringing corporation was com-

Traditionally, the corporate struc-

pletely controlled by one man, Wendell
Lang, who was its founder, majority
owner, president, director, and the desig-
ner of the infringing product. Likewise,
the infringing corporation in Or-
thokinetics, Inc. v. Safety Travel Chairs,
Inc. was dominated by a small group:
three men who owned all of the stock,
were the directors, and designed the in-
fringing product.

Analysis of these two decisions makes
it clear that under the case law of the
Federal Circuit corporate officers or
directors who dominate and direct acts of
infringement may find themselves per-
sonally liable either for active inducemen
of infringement under35 U.S.C. §271(b)
or direct infringement under 35 U.S.C.
§271(a)*. The standard for Lability dif-
fers: active inducement under §271(b)
does not require piercing the corporate
veil, but direct infringement under
§271(a) does.

In Power Lift there was only active in-
ducement, and the Court made it clear that
§271(b) "recites in broad terms that one
who aids and abets gn infringement is
likewise an infringer.” It should be noted
that the Court specifically rejected
defendant’s argument that active induce-
ment required two separate entities,

whereas the "[c]orporation and its presi-
dent do not in law constitute separate en-
tities for purposes of statutes requiring
multiple actors”.

In Orthokinetics, the Federal Circuit
reaffirmed this potential of personal
liability for active inducement of infr-
ingement and this time made it clear that
this was the law regardless of whether the
corporate veil can be pierced, stating:

"corporate officers who actively
aid and abet their corporation’s infr-
ingement may be personally liable
for inducing infringement under
§271(b) regardless of whether the
corporation is the alter ego of the cor-
porate officer."

The Court then addressed direct inf-
ingement under §271(a) and noted that
piercing the corporate veil was a prereq-
uisite.

"To determine whether corporate
officers are personally liable for the
direct infringement of the corpora-
tion under §271(a) requires invoca-
tion of those general principles
relating to piercing the corporate
veil."

(Continued on page 16)
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(Pirate continued)

The Federal Circuit found direct
infringement having noted that the Presi-
dentand two others controlled the infring-
ing corporations and "were directly
responsible for the design and production
of the infringing chairs and were the only
ones who stood to benefit from sales of
those chairs."

The Federal Circuit’s position is in ac-
cord with the long standing law in the
Third Circuit, which, however, was the
minority rule and not applicable in most
other circuits. In a decision rendered in
19 19bHitchcock v. American Plate Glass
Co.,'Y the Third Circuit examined infr-
ingement by a small corporation that in-
stalled glass grinding apparatus under the
direction and control of its vice president.
He had organized the corporation, and
owned 92% of the stock, The Court found
he "completely dictated and dominated
the (corporation’s) business acts . . . in-
cluding its infringing acts."!!  The
Hitchcock Court explained its views of
personal liability for corporate torts:

"Where a director or manager of a
corporation -- who sustains to the
corporation the relation of master or
principal in the sense of being its
dominate force -- himself commands
the commission of a tort by the cor-
poration, though he does it as an of-
ficer and in the name of the
corporation, he is individually li-
able... An executive officer of a cor-
poration ’cannot shield himself
behind an artificial and sometimes ir-
responsible creation from the conse-
quences of his own acts, even though
performed in the name of a1 artificial
body.’™ (citation omitted) 2

The Hitchcock Court speaking 70
years ago left no doubt that officers with
power to command infringement of a
patent by their corporation were poten-
tially liable as joint tortfeasors. !>

"When a corporation infringes in
obedience to the command of an of-
ficer with power to cause the cor-
poration to commit or refrain from
committing the infringing act, and
when that officer participates in and
contributes to the infringement, they
are in the eyes of the law joint

tortfeasors and both are liable, in the
same or in different measures accord-
ing to the circumstances, for the in-
juries they have jointly inflicted upon
the one who§g rights they have joint-
ly invaded." :
The dominant vice president was

found liable because the court found "as
an officer of the corporation he inspired,
directeflsand brought about the infringe-
ment." > This was consistent with the law
at the time as exemplified by National
Cash-Register Co. v. Leland which had
applied a strict standard for liability to of-
ficers and directors of corporations that
infringe patents.

Faced with rising directors’ and
officers’ liability insurance costs,
Delaware added a section to the
General Corporation law, relieving
directors of some personal liability.
However, no relief is afforded direc-
tors under Delaware law for viola-
tions of federal statutes.

Despite the passage of nearly seventy
years, Hitchcock has remained the law in
the Third Circuit. In 1963 the Hitchcock
doctrine was used successfully to join the
individual owners of a small Puerto Rican
pharmaceutical manufacturer as defen-
dants with their corporation because of
their control, domination, and direction of
the acts of the corporation.”’ As aresult,
after trial on the merits, a permanent in-
Jjunction was issued in Merck v. Chase en-
joining the sale of the infringing Vitamin
B12 by the individual officers as well as
by the corporation. Additionally, they
were liable together with the corporation
for d:ilrgagcs resnlting from the infringe-
ment.”” The Hitchcock rule still surfaces
from time to time whenever the Circuit is
confronted with a small corporation
engaged in illegal conduct.

The Federal Circuit’s decisions do not
refer to the minority rule of Hitchcock nor
do they refer to the previous majority rule
typified by Dangler v. Imperial Machine
Co.:

"This court has heretofore taken the
position first announced, namely, that the
officers are not liable unless they act out-
side the scope of their official duties.
Crazier v. Mackie-Lovejoy Mfg. Co., 138
F. 654,71 C.C.A. 104;

“. .. we adhere to the Crazier v.
Mackie-Lovejoy Mfg. Co., decision,
and hold that, in the absence of some
special showing, the managing of-
ficers of a corporation are not liable
for the infringements of such cor-
poration, though committed under
their general direction. The uncer-
tainty surrounding the questions of
validity and infringement make any
other fbﬂe unduly harsh and oppres-
sive." .

Under the Dangler rule, a finding of
willful infringement was a req%ifitc to es-
tablish the "special showing"“" such as
would establish individual liability of the
officers. but the Federal circuit in Or-
thokinetics has expressly rejected willful-
ness as a prerequisite:

"However, that does not mean that
their acts mustrise to the level recog-
nized by the law as constituting will-
ful infringement before they can be
liable for infringement by their cor-
poration."

Recent district court decisions give a
good overview of the potential liabilities
faced by officers and directors of small
businesses within the Circuit. In Max
Daetwyler Corp.v. Input Graphics,Inc. it
was held that when officers’ acts are
"willful or deliberate” the officers can be
held pers%nally liable along with the cor.
poration.” In A. Stucki Co.v. Schwam,

a small corporation, 50% of which was
owned by its president and director, Mr.
Schwam, had infringed the plaintiff’s
patent on railroad car shock absorbers.
Following the Federal Circuit’s ruling in
Orthokinetics the court held that now
showing of willfulness or intent to infr-
inge was required and went on to hold that

-merely a high level of personal participa-

tion, such as existed here, was necessary
for personal liability to attach,

While Delaware has taken steps to
shield corporate directors from personal
liability, which may arise in various
general corporate situations, these efforts
are ineffective with regard to patent infr-
ingement. Faced with rising directors’
and officers’ liability insurance costs,
Delaware added a section to the General
Corporation Law, which relieves direc-
tors of some personal liability for money
damages, provided that the corporation’s
original charter or an amendment to 1&
certificate of incorporation so provides.
However, no relief is afforded directors
under Delaware law for violations of the
federal statutes, which, of course, would
include any patent infringement viola-
tions of 35 U.S.C. §271.

In light of these developments in the
Federal Circuit, it is more important than
ever that officers and directors take
precautions to protect themselves from
possible liability for patent infringement.
Thus far the cases have dealt with smaller
corporations, but the potential for apply-
ing 35 U.S.C. §271(b) to larger corpora-
tions is clearly present.  While it is not
necessary for officers and directors of
major corporations to insulate themselves

S
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completely from the decision making
process when infringing activity is con-
templated, they must be sure to work
within the corporate structure to avoid any
possible appearance of inducing infringe-
ment and consequent liability under 35
U.S.C. §271(b). Carefully designed cor-
porate committee procedures should be

established and maintained requiring
thorough study and approval before any
infringing activity is commenced. Ob-
taining in good faith an opinion of com-
petent counsel prior to any infringement
should be an integral part of such proce-
dures. While a finding of willfulness is
no longer essential for a finding of per-
sonal Hability, its clear absence will be of
assistance in avoiding such a result.

In the case of smaller corporations
where control is clearly in the hands of
one or two officers or directors, the risk of
personal liability for patent infringement
will always be a fact of life.

As a standard practice counsel should
advise corporate officers and directors of
the risks of personal liability for infring-
ing acts by the corporation, particularly in
smaller, closely controlled companies.
All steps possible to make the record clear
that any infringement occurred only after
competent legal advice and as a part of
legitimate corporate practices should be
taken to avoid all appearance of im-
propricty. m

Footnotes at page 26

Robert C. Kline is Chief Patent Coun-
sel in the Legal Department of E. I. du-
Pont de Nemours & Co.,Inc. He holds a
Baccalaureate degree from Pennsylvania
State University and a J.D. from George
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AT THE END OF THE
SECOND RAINBOW

CALCULATION OF DAMAGES IN PATENT CASES

N. Richard Powers

hile patent law is viewed
‘;‘) generally as an arcane or
esoteric subject, the damages

phase of a patent trial referred to as the
"accounting proceeding,” is often the
most obscure and complex part.

Despite the obscurity of the term, ac-
counting proceedings are high stakes
litigation over millions of dollars. During
my time as United States Magistrate, I
presided over an accounting proceeding
in the capacity of a Special Master and
had a first-hand opportunity to observe
the passage of a complex piece of litiga-
tion through its final trial phases. Thomas
& Betts Corp. v. Winchester Electronics
Div. of Litton Systems, Inc., C.A, No. 78-
552 ("T&B"). That experience serves as
a backdrop for this discussion, which is
intended to provide the general prac-
titioner with an overview of the proce-
dures and issues involved in the
accounting phase of a patent trial. To
begin, consider the following scenario:

X Corporation has finally prevailed in
its long fight to enforce its patents. After
more than five years since X filed suit, and
| after 30 months of post-trial briefing, the
district issues a decision that X’s patents
are valid and infringed. Some six months
later, the Federal Circuit Court of Appeals
affirms. There is a subsequent denial of
certiorari by the Supreme Court, and X
Corp. is finally entitled to recover
damages from the infringing Y Corp. All
the Court hasto do is enter judgment in its
favor. Final vindication is in sight. Oris
it? After each party has invested perhaps
more than a million dollars in attorney
fees contesting liability, it is not unusual
for the parties to be literally ten of mil-
lions of dollars apart in their view of an
appropriate measure of damages. Oc-

casionally the parties will agree on the
amount of damages, but if they do not, the
dispute can lead to another trial (the ac-
counting proceeding), and further ap-
peals.1

The accounting proceeding may be
quite time consuming, and not infrequent-
ly the district judge will appoint a special
master to conduct a hearing and file a
report with the Court. In some instances
the accounting proceeding may actually
be lengthier than the liability trial. The
case on which I sat as Special Master
several years ago is a good example. The
trial on the liability issues lasted less than
twodays while the accounting proceeding
consumed three weeks.

The statute governing a patentee’s
rights to damages is relatively straightfor-
ward, "Upon finding for the claimant the
court shall award the claimant damages
adequate to compensate for the infringe-
mentbutin no eventless than areasonable
royalty for the use made of the invention
by the infringer, together with interest and
costs as fixed by the court.,"® Such a
generalized directive leaves the district
court with wide discretion in choosing a
methodology for assessing and comput-
ing éiamages in a patent infringement
suit.” As the statutory language makes
clear, the court is not limited to awarding
a "reasonable royalty," but may also take
into consideration the profits the paten
holderlostasaresult of the infringement.

A. Lost Profits

For the patent holder, an award of its
lost profits can be likened to finding the
proverbial pot of gold. 1t is, however,
subject to a comparatively strict standard
of proof. Generally the patent holder
must demonstrate that "but for" the infr-

ingement, it would have made the sales
made by the infringer.” However, the
patent holder is not required to disprove
any possibility that the purchasers might
have bought a different product or mighg
have foregone the purchase altogether.
"It is impossible . . . for the patent owner
to negate every possibility that the pur-
chaser might not have bought another
product."’ The "but for" test only re-
quires the patentee to adduce proof to a
reasonable probability that some or all of
the sales would have been made by the
patent holder but for the infringement.

In some instances the accounting
proceeding may actually be lengthier
than the liability trial.

The substantive element of the "but
for" test as developed by case law is in
four parts. The patent holder must show
(1) demand for the patented device in the
marketplace; (2) the absence of accept-
able non-infringing alternatives to the
patented device; (3) the production and
marketing capacity to meet the increased
demand; and (4) computations on the dol-
lar loss of proﬁts.9 Each of these ele-
ments will be briefly discussed below.

(1) Demand

This is rather straightforward: a show-
ing of a long history and continuoys
volume of sales by the patent holde_r.m
Substantial sales of the potential device
by the infringer is also considered com-
pelling evidence of demand for the
patented product.

(2) Capacity
This requires proof of existing produc-
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tion capacity, and the financial and
marketing resources of the patent holder
to cover expanded production capacity.
A patent holder will only rarely be unable
to establish that it had the capacity to
make the infringer’s sales. Reportedly, in
only three cases have courts concluded
that the patent holder did not have ﬂ}g
capacity to make the infringing sales.
For example, where the patent owner had
the resources to expand, the courts have
not required it to show that it ha(} 2 plant
existing and ready to produce.” One
court even concluded that the patent
holder had the capacity to make the
patented product on finding that it could
have subcontracted out the work without
adversely affecting its profit margin,

(3) The absence of acceptable, non
infringing alternatives

This element of proof can be broken
down into three subquestions: (a) whether
specific products were actually on the
market and available for immediate pur-
chase by customers, and if so, when; (b)
whether such products were acceptable
alternatives to the infringing device; (c)
whether such products also infringed the
patent in suit, Elements (a) and (b) can be
proven by expert testimony as to what al-
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ternative products were available in the
market place and whether purchasers of
the infringing product would have been
likely to buy the alternative productsif the
infringing produ% had not been present in
the marketplace.”~ The patent holder will
probably have introduced much of the
same type of evidence during the liability
phase of the litigation to establish that the
patented product fulfilled a long felt need
for a particular invention in the market
place, which could not be met by existing
products, evidence supporting the validity
of the patent. ~ Element (c) permits the
patent holder to prove thatany specific ac-
ceptable alternatives to the infringing
product also are infringements of the
patent. Asa matter of public policy, sales
by third party infringers may not be relied
on by the defendant, because those sales
are likewise unlawful and the defendant
should not be able to minimize his
liability by pointing to other unlawful
competitors in the marketplace.

If the court determines that there is no
acceptable, noninfringing alternative in
the marketplace, the inference can be
readily drawn that the patent holder would
have made the infringing sales but for the
infringer’s tortious conduct.~ Likewise
in situations where the sales volume or

market share of the acceptable non-in-
fringing alternatives is inconsequential,
the inference can be drawn that the patent
holder would have made a substantial per-
centage of the infringer’s sales.

(d) Calculation of lost profits

In addition to establishing demand,
capacity, and the absence of acceptable,
noninfringing  alternatives in  the
marketplace, in order to be entitled to lost
profits, the patent holder must offer
evidence from which the court can
reasonably determine the amount of its
loss. The burden is lessened by applica-
tion of the general principle that deter-
mination of "what might have been" is not
always amenable to a precise determina-
tion. While mere guesswork is not suffi-
cient to determine lost profits, justice
requires the risk of any uncertainty to be
borne by the wrongdoer instead of the in-
jured party.” Generally it is sufficient if
the patent holder makes a reasonable es-
timate of the profit per device it would
have made but for the infringer’s unlaw-
ful competition. Proof of profit per

(Continued on next page)
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device should be based on data the patent
owner uses in the ordinary course of busi-
ness for other purposes, such as standard
unit costs, fixed operating €XPenses, vari-
able operatm gexpenses, etc.”” When this
figure is multiplied by the number of in-
fringing products sold by the infringer, a
calculation of lost profits attributable to
the infringer’s unlawful competition can
be made.

Lost profitsare not limited tolost sales.
The patent holder may also recover lost
profits from price erosion, that is, the
decline in sales price occurring if the
patent owner has been forced to sell its
patented product at a price below its es-
tablished price in order to avoid losing
sales to the infringer.”” The right to
recover damages caused by price erosion
stands on the same ground as the right to
damages for unlawful or unfair competi-
tion, but proof is often more difficult. For
example, in the case of lowered prices at
times when the market includes several
infringers, the situation I found in the
T&B case, the patent holder simply could
not establish that its lowered prices were
aresult of the defendant’s unlawful com-
petition as opposed to the third parties’
unlawful competition. As another ex-
ample, the patent holder may not be able
to prove with reasonable probability that
its lowered prices were the result of the
infringer’s unlawful competition, if the
patent holder has a history of granting dis-
counts to steady high volume customers.

A third aspect of a lost profits case is
what is termed lost "convoyed sales” or
"spillover profits", that is sales of un-
patented items that the patent holder of-
fers for sale in conjunction with its
patented devices. Some examples of con-
voyed sales would be accessories sold
with a patented machine, parts and sup-
plies designed for the patented machine,
and unpatented products used in the in-
stallation of the patented system.” As
with lost sales, the patent owner must
prove that in all reasonable probability it
would have made the sales which the in-
fringer made.>* In addition to making a
correlation between the infringer’s sales
mix and the patent owner’s normal sales
miXx, the patent holder will also need ex-
pert testimony on -such topics as the
marketing ﬁ)proach used in the
marketplace,”” and whether the un-
patented items can be used independently
of the patented product.”® Since there
may be additional third party infringers in
the marketplace who are also offering un-
patented items for sale, as well as com-
panies that are fairly competing in the

business of supplying unpatented items,
proof that the patent holder lost spillover
profits as aresult of the infringer’s unlaw-
ful competition is probably evenmore dif-
ficult than proving price erosion.

Reasonable Royalty

Even if the patent owner is not able to
convince the court that it is entitled to lost
profits, all is not lost. Section 284, cited
earlier, provides that the patent holder is
entitled to no less than areasonable royal-
ty. Developing case law has established
acomprehensive list of factors thatacourt
should consider in determining a
reasonable royalty: (1) the royalties
received by the patentee for the licensing
of the patent in suit, proving or tending to
prove an established royalty; (2) the rates
paid by the licensee for the use of other
patents comparable to the patent in suit;

Inone casethe original trial was con-

finedtoinfringement by one product.
The accounting proceeding ex-
amined a dozen more potentially in-
fringing products, thereby
transforming the later proceeding ef-
fectivelyinto adozeninfringment tri-
als, in which the damage tail wagged
the liability dog.

(3) the nature and scope of any license
granted; (4) the licensor’s established
policy and marketing program to main-
tain its patent monopoly by not licensing
others to use the invention; (5) the com-
mercial relationship between the licensor
and licensee, such as whether they are
competitors in the same territory in the
same line of business; (6) the effect of
selling the patented specialty item in
promoting sales of other products of the
licensee, the existing value of the inven-
tion to the licensor as a generator of sales
of his non-patented items, and the extent
of such derivative or convoyed sales; (7)
the duration of any license granted and the
term of such license: (8) the established
profitability of the product made under
the patent, its commercial success, and its
current popularity; (9) the utility and ad-
vantages of the patent property over the
old modes or devices, if any, thathad been
used for working out similar results; (10)
the nature of the patented invention, the
character of the commercial embodiment
of it as owned and produced by the licen-
sor, and the benefits to those who have
used the invention; (11) the extent to
which the infringer has made use of the
invention, and any evidence probative of
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the value of that use; (12) the portion of
the profit or of the selling price that may
be customary in the particular business or
in comparable businesses to allow for the
use of the invention or analogous inven-
tions; (13) the portion of the reasonable
profit that should be credited to the inven-
tion as distinguished from non-patented
elements, the manufacturing process,
business risks, or significant features or
improvements added by the infringer;
(14) the opinion testimony of qualified
experts; and (15) the amount that a licen-
sor and licensee such as the infringer
would have agreed upon at the time the
infringement began if both had been
reasonably an(%golumarily trying toreach
an agreement.”” Although many of the
factors will have no relevance in a par-
ticular case, the list is broad enough to
provide at least qualitative guidance in
every patent case. Itis noteworthy thatall
of the items of evidence required to be
presented to support a claim for lost
profits are also a relevant considerations
in determining a reasonable royalty, so
that even if the lost profits claim should
fail for want of sufficiency of proof, none-
theless under the Georgia - Pacific list of
factors, a court may take such evidence
into account in determining a royalty suf-
ficient to fully compensate the patent
holder for infringement of its patent.

It is especially noteworthy that what a
willing licensor and a willing licensee
voluntarily trying to reach an agreement
might have considered a reasonable
royalty is but one factor for the court to
consider in setting a reasonable royalty.
As the Court made clear in Panduit, 575
F.2d at 1158-59, if a reasonable royalty
were merely the equivalent of what was
arrived at in negotiations between a will-
ing buyer and a willing seller, every in-
fringer would in effect be entitled to
receive a compulsory license from every
patent owner. Every infringer would be
ina "heads-I-win, tails-you-lose" position
since the patent owner, after years of ex-
pensive litigation and no guarantee of
winning, could count on receiving no
more than the normal routine royalty a
licensee would have paid. Asthecourtin-
dicated, in rather colorful terms, the ex-
pression "reasonable royalty" is actually
a misnomer:

"Determination of a ’reasonable
royalty’ after infringement, like many
devices in the law, rests on a legal fiction.
Created in an effort to "compensate’ when
profits are not provable, the ‘reasonable
royalty’ device conjures a *willing’ licen-
sor and licensee, who like Ghosts of

Christmas Past, are dimly seen as
‘negotiating” a ’license’. There is, of
course, no actual willingness on either
side and no license to do anything, the in-
fringer being normally enjoined. . . from
further manufacture53 use, or sale of the
patented product."2 Consequently, al-
though the patent holder’s proofs for lost
profits may be insufficient, the same
evidence should enable him to obtain a
"reasonable royalty” adjusted substantial-
ly upward from what might have been
determined in arms-length negotiations
between a willing buyer and a willing
seller.

INTEREST

The Supreme Court has made clear
that in patent infringement actions
prejudgment interest should ordinarily be
awarded where necessary to afford the
patent owners full compensation for the
infringement, to ensure that the patent
owner is placed in as good a position as it
would have been had the infringer enter%%
into a reasonable royalty agreement.
Moreover, the compounding of prejudg-
ment interest is a matter within the discre-
tion of the trial court where compounding
is appropriate in order to place the patent
holder in as good a position as it would

have been but for the infringer’s unlawful
competition.”” The method of ascertain-
ing an appropriate interest rate, as for ex-
ample considering the patent owner’s
short-term borrowing and lending rates
during the years of infringement, and the
time within each year for accruing the
damages, etc., are also matters within the
court’s discretion in order to make the
patent owner whole.

In a long-running patent case, the

amount of prejudgment interest at stake
can be considerable. For example, in the
T&B case, the patent holder was awarded
damages in the amount of $3.7 million
plus prejudgment interest of $2.0 million
for a total judgment of $5.7 million. In
Devex the amount of damages was ap-
proximately $8.8 million while prejudg-
ment interest exceeded $11 million.

Just as abaseball game "is not over "till
it’s over”, the same may be said of patent
litigation. The patent holder may succeed
in convincing the courts that its patents
are valid and infringed, but if it falters
during the accounting stage, its reward

(Continued on page 23)
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