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AMENDMENT IN THE NATURE OF A SUB-
STITUTE TO H.R. 2795, THE “PATENT ACT
OF 2005”

THURSDAY, SEPTEMBER 15, 2005

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON COURTS, THE INTERNET,
AND INTELLECTUAL PROPERTY,
COMMITTEE ON THE JUDICIARY,
Washington, DC.

The Subcommittee met, pursuant to notice, at 10:30 a.m., in
Room 2141, Rayburn House Office Building, the Honorable Lamar
Smith (Chairman of the Subcommittee) presiding.

Mr. SMITH. The Subcommittee on Courts, the Internet, and Intel-
lectual Property will come to order.

First, it’s nice to look out and see a packed house today. That is
indicative of the importance of the subject matter and of course the
testimony of our witnesses, which will be forthcoming in just a few
minutes. But I appreciate the interest.

While I am mentioning those who are in attendance, I probably
should apologize in advance to a lot of you all. Not everyone—that
for good or for bad, what you are going to be hearing about today
is a fairly arcane subject. It is not only complex, but it is legalistic,
technical, and I just appreciate everybody’s patience in trying to
delve into this particular subject. We are going to be talking about
such things as July substitutes and September redlines and appor-
tionment and venue, and so on and so forth. So a lot of subjects
we will discuss today, and, again, I appreciate the interest.

Let me explain also why we have been slightly delayed and
apologize to those of you all who did not get the word. There was
a last-minute Republican conference meeting called to ratify the
choice of the new Homeland Security Chairman, who is Peter King
of New York. Because of that conference at 10:00, going from 10
roughly to 10:30, we had to postpone this particular hearing. But
we will get started immediately. I am going to recognize myself for
an opening statement, then the Ranking Member, then we will go
to our witnesses.

Today marks our fourth hearing on patent reform in the 109th
Congress. The first two focused on the contents of a Committee
print and the third on H.R. 2795. Today we will explore the merits
of an amendment in the nature of a substitute to H.R. 2795, the
“Patent Act of 2005,” that was developed in late July pursuant to
negotiations among Subcommittee Members, industry representa-
tives, and professional associations. A second document, a Sep-
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tember redline to the substitute reflecting further changes, also
will be discussed.

To arrive at this point is no small accomplishment, given the
scope of the bill and the eventual application to so many lives and
jobs. Notwithstanding our progress to date, the legislation is in fact
at a crossroads.

High-tech and financial service companies believe present law
encourages individuals to acquire poor quality patents. These pat-
ent holders, sometimes called trolls, can extort settlements from
manufacturers by threatening to shut down assembly lines in the
course of infringement suits.

It shouldn’t become just another lawyer’s game to divert money
from purposeful endeavors like manufacturing computers and soft-
ware, but some of the changes that we have considered may inad-
vertently hurt other important industries.

Biotech and brand drug companies, for example, operate under
very different business models that rely on a legal system that vig-
orously affects patent rights. Their concerns about profit margins,
lawsuits and productivity are no less sincere than those of the
high-tech community.

In this regard, I hope that Members and witnesses will remain
especially creative and open-minded as we attempt to thread the
needle on two key issues, changes to patent litigation venue and
apportionment of damages.

In the seeking of compromise on the venue issue, we are taking
a different approach. Instead of focusing on the frequency with
which injunctions are issued, why not revise another statute that
allows frivolous suits to be brought in patent friendly districts? We
are now exploring the possibilities of allowing these suits to go for-
ward but under more stringent terms; for example, only in districts
in which the defendant has committed acts of infringement and has
a regularly established place of business.

Consistent with this approach, the redline document would re-
quire district court to transfer an infringement action to a judicial
district or to a division that is a more appropriate forum; that is,
to a district or division where one of the parties has substantial
evidence or witnesses.

Concerning apportionment, both the substitute and the redline
document address the matter of determining the true value of an
invention in an infringement action. In other words, how much
value may be attributable to the inventor’s own efforts versus the
contributions from other sources, including the infringers.

I am especially interested in learning what the witnesses think
of the redline draft, which replaces the venue language of the bill
with the transfer of venue provision. More than 20 companies rep-
resenting a broad cross-section of industrial interest support this
provision. The redline text applies apportionment analysis to all in-
ventions, not just combinations, distinguishes contributions arising
from the patent invention to those attributable to the efforts of the
infringer and clarifies that an infringed patent may not be credited
with certain improvements that an infringer has incorporated into
any infringing product.

While all issues set forth in both documents are fair game for
discussion today, I am particularly interested in these two issues,
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the venue and the apportionment of damages. I am convinced that
either version, the July substitute or the September redline, with
some tweaking will help individuals and companies obtain funds
for research, commercialize their inventions, grow their businesses,
create new jobs, and offer the American public products and serv-
ices that make our country the envy of the world. In fact, that is
what the patent system is supposed to do.

That concludes my remarks. I will now recognize the gentleman
from California, Mr. Berman, for his.

Mr. BERMAN. Thanks very much, Mr. Chairman. Once again,
thank you for scheduling this hearing on possible substitute
amendments to the Patent Reform Act.

I know, in addition to the amendment in the nature of a sub-
stitute, that was circulated in July, a number of individual compa-
nies have met together over the summer to try to produce a con-
sensus bill, a draft of which has been circulating as well. In all
honesty, at this point in the process I would prefer that the Sub-
committee be actually marking up a bill, but I understand the situ-
ation.

The witnesses all agree that patents are the foundation of Amer-
ican innovation, and they serve as the underpinning of the Amer-
ican economy. Strong intellectual property protection helps protect
technology businesses, attract investors, provides incentives for
drug companies to develop new drugs and allows independent in-
ventors to make significant contributions to society.

However, while robust property protection presents these bene-
fits, when protection is given to questionable quality patents, the
foundation begins to show its cracks. This leads to an increase in
litigation, a decrease in investment, and casts doubt about the ef-
fectiveness of our patent system.

At last week’s hearing regarding oversight of the PTO, we heard
consensus from all of the witnesses, including the director of the
agency responsible for administering the patent process, that there
i(%ff% problem with the quality of patents issuing from the Patent

ice.

It would be quite an accomplishment if we could reach consensus
with this panel about the solution to the quality issue. Some of the
proposed provisions of the original bill, as well as the substitutes,
begin to address the quality in the initial stages of the examination
process, such as the ability for third parties to submit prior art to
the examiner.

Over the number of years Congressman Boucher and I intro-
duced precursors to this bill, we always agreed that the key to im-
proving quality was providing examiners with the necessary prior
art resources. Access to better information will yield better deci-
sions by the examiners.

Other provisions will enhance the quality of patents immediately
after their issuance, such as the new post-grant opposition proce-
dure. With the opportunity to establish a more comprehensive
check on a patent’s validity without resorting to an expensive and
lengthy court proceeding, the bill will improve both the quality of
specific patents and the patent system as a whole.

Unfortunately, the goal of providing a true alternative to costly
litigation, the second window provision, has been omitted from
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drafts of a substitute. Clearly a limited second window would shed
more light on the quality and validity of questionable patents. With
substitute options that do not contain the injunction provision or
the second window options, I am left to ponder the fate of question-
able quality patents that have already been granted. These patents
will surely be litigated, but afforded a high presumption of validity,
and therefore in all likelihood affirmed.

What will be the effect on the economy that a questionable qual-
ity patent; for instance, a software program, can now be the reason
for barring others from using their own truly inventive products?
Shouldn’t we consider how to rectify this problem as we discuss one
of the most extensive patent reform bills since the 1952 act?

Though there are main issues which still need further discus-
sions such as duty of candor provision and obviously some of the
disputed provisions in the latest coalition draft, I will look forward
to hearing from some of the industry witnesses today and see how,
if at all, their positions have shifted since we began this process.

I hope to continue working with the group of cosponsors that you
have put together, Mr. Chairman, to try to create a more perfect
patent reform.

Mr. SmiTH. Thank you, Mr. Berman. Without objection other
Members’ openings statements will be made a part the record. Be-
fore we begin our testimony, I would like to invite our witnesses
to stand and be sworn in.

[Witnesses sworn.]

Mr. SMITH. Thank you, please be seated.

Our first witness is Emery Simon, Counsel to the Business Soft-
ware Alliance, where he advises BSA on a broad range of issues,
including copyright law, electronic commerce, trade and encryption.

Mr. Simon received an undergraduate degree from Queens Col-
lege, a Master’s Degree from Johns Hopkins University and a law
degree from the Georgetown Law Center.

Our next witness is Philip S. Johnson, Chief Patent Counsel for
Johnson & Johnson, who will be testifying on behalf of the Phar-
maceutical Research and Manufacturers of America, or PhRMA. He
serves as the co-chair of PhRMA’s Intellectual Property/Patents
Focus Group and holds other leadership post in various IP trade
associations. Mr. Johnson received his undergraduate degree from
Bucknell University and his law degree from Harvard University.

Our next witness is Robert Chess, Chairman of Nektar Thera-
peutics, who will be testifying on behalf of the Biotechnology Indus-
try Organization, or BIO. Mr. Chess co-chairs BIO’s Intellectual
Property Committee. He also teaches entrepreneurship and man-
agement of health care innovation at Stanford Graduate School of
Business. Mr. Chess studied engineering as a graduate student at
California Institute of Technology and earned a Master’s Degree
from the Harvard Business School.

Our final witness is John R. Thomas, Professor of Law, George-
town University Law Center. Professor Thomas also serves as the
Visiting Scholar in Economic Growth and Entrepreneurship at the
Congressional Research Service. He earned his Bachelor’s Degree
from Carnegie Mellon University, a law degree from the University
of Michigan, and a Master of Law from George Washington Univer-
sity.
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Welcome to you all. We have your entire testimony, which will
also, without objection, be made a part of the record. We look for-
ward to your testimony today.

Mr. Simon, we will begin with you.

TESTIMONY OF EMERY SIMON, COUNSEL,
THE BUSINESS SOFTWARE ALLIANCE (BSA)

Mr. SiMON. Thank you, Mr. Chairman, Mr. Smith, and Members
of the Subcommittee.

My name is Emery Simon, and I appear before you today on be-
half of the Business Software Alliance. H.R. 2795 and the amend-
ment in the nature of a substitute would make fundamental impor-
tant changes to the patent law.

The BSA has had an opportunity previously to make its views
known on the full exchange of these issues. Today I will limit my
comments to a few of the most important changes in the substitute
as certain proposals advanced by an ad hoc coalition on September
1, which you referred to, Mr. Chairman, as the redline document.

Through its recent hearings this Subcommittee has heard that
changes are needed in three areas, assuring patent quality, curbing
excessive litigation and promoting international harmonization.
BSA member companies believe in general the substitute addresses
each of these key areas in ways that will improve and modernize
our patent system.

We urge the Subcommittee to modify the substitute in certain
limited respects, and I will identify these in the course of my testi-
mony.

As Mr. Berman just said, the substitute would make a number
of useful reforms aimed at ensuring patent quality. These include
establishing a post-grant process to intercept bad patents and pro-
viding a workable mechanism aimed at enabling the PTO to receive
prior art from persons other than the applicant. We believe these
changes will improve patent quality and mitigate the need for par-
ties to file expensive, disruptive lawsuits.

With respect to curbing excessive patent litigation, we support
the approach in the substitute with regard to monetary damages
and to discouraging plaintiffs from engaging in inappropriate
forum shopping.

Specifically, the changes with respect to willful infringement will
lead to better, more thorough searches by applicants and less liti-
gation. This provision should reduce the need for expensive notice
and opinion letters by establishing three clearly limited grounds for
willfulness to be found.

We also support the approach of the substitute in addressing the
problem of forum shopping by plaintiffs and the changes proposed
in the redline on September 1. The substitute would create a viable
means for the defendant to have the case moved through a more
appropriate venue. The practice of filing suits in jurisdictions with
a demonstrated pro-plaintiff bent warps settlement demands and
undermines confidence in the fairness of adjudicated outcomes. We
think that the changes proposed in the redline improve upon that.

On the issue of calculations of damages for infringement, we sup-
port the changes proposed in the substitute and oppose the changes
proposed in the redline on September 1.
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The ad hoc coalition, the redline coalition proposal would perpet-
uate excessive unmerited and unfair damages awards in cases in-
volving computers and software. Under current law, patent damage
models are not required to focus on the economic value of the in-
ventor’s contribution. Instead damages can be based on the seman-
tics of a cleverly drafted claim. This practice results in jury confu-
sion because damage models can include significant value attrib-
utable not only to the new invention, but instead to already exist-
ing technology to prior art.

The court should have the statutory authority to make a deter-
mination about what the technological contribution with the pat-
entee is before a party is allowed to present royalty damages mod-
els. The statutory language should focus this determination away
from clever claims and onto the patent. We support the substitute
because it would provide courts with a statutory basis for requiring
patentees to present damage calculations based on the proportional
value of a patent invention alone, not on the cumulative value of
all features included within a large product, which for a computer
can be thousands and thousands of features.

There may well be ways, Mr. Chairman, to improve the language
in the substitute and we would like to work with you and others
before full Committee consideration of this bill.

We oppose, as I said, the ad hoc redline because by changing the
term “inventive contribution” to “claimed invention” unscrupulous
parties could well claim damages based on the scope of the claims
in the patent rather than the fact specific actual use of the inven-
tion.

A provision not now part of the substitute, but which is part of
the redline, is the repeal of section 271(f). We urge you to make
this change. Under recent court holdings interpreting 271(f), a copy
of a computer program made outside of the United States will be
included in support of the United States damages if the software
is made from a master disk developed in this country. If the soft-
ware had been developed outside of the U.S., this rule would not
apply. We believe this reading of 271(f) creates an unintended in-
centive to make valuable development activity outside the U.S. and
should be removed from the law.

Finally, we note that in the course of your work the Sub-
committee has considered a number of other issues, including sec-
ond window for commencing a post-grant proceeding, limiting
abuses of continuations of pending applications and additional re-
forms aimed at mitigating excessive litigation. We recognize the
Subcommittee has reviewed each of these matters carefully and
has decided not to address them at this time. These issues remain
of deep concern to BSA members and to the technology industry as
a whole. We are prepared at this point to support the Sub-
committee reporting favorably the substitute with only the changes
I have outlined.

Thank you again.

[The prepared statement of Mr. Simon follows:]

PREPARED STATEMENT OF EMERY SIMON

Chairman Smith, Mr. Berman and members of the Subcommittee, my name is
Emery Simon, and I am counselor to the Business Software Alliance. I want to
thank you for the opportunity to testify.
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Mr. Chairman, BSA commends you and the other members of this subcommittee
for your demonstrated leadership in pursuit of improving our patent system. In our
view, the amendment in the nature of a substitute represents an important step to-
wards that goal.

BSA members believe that the patent system is fundamentally sound and works
well for most innovators, whether they toil in their garage, experiment in a univer-
sity laboratory, or work for a large corporation that provides goods and services to
consumers. We believe that a periodic review and recalibration of the patent law
is not only a good idea, but essential to ensuring that patents remain a vital incen-
tive for innovation.

BSA members approach patent reform from a pragmatic, problem-solving perspec-
tive. Our attention is focused on those areas of law and practice that present specific
challenges for our companies’ day-to-day conduct of their businesses.

Through its recent hearings this Subcommittee has heard that changes are need-
ed in three areas: assuring patent quality, curbing excessive litigation and pro-
moting international harmonization. BSA member companies believe that, in gen-
eral, the Substitute addresses each of these key areas in ways that will improve and
modernize our patent system. We would urge the Subcommittee to modify the sub-
stitute in only limited respects, and I will identify those in the course of my testi-
mony.

First, the Substitute would make a number of useful reforms aimed at assuring
patent quality at a time of increasing demands on the patent office:

e It establishes an enhanced post-grant process to provide parties a second
chance to intercept bad patents. We believe this change will mitigate the need
for parties to file expensive and disruptive lawsuits.

It will also provide a more efficient means to challenge bad patents subject
to the same evidentiary standard used in the granting of the patent, namely
a preponderance of the evidence.

e And it will provide a workable mechanism aimed at enabling the PTO to re-
ceive prior art information from persons other than applicant. This change
will leverage private-sector resources to provide the examiner with more in-
formation upon which to base determinations on the fundamental issue of
patentability and will help build a contemporaneous record that reflects the
extent of the examination by the examiner.

BSA supports each of these reforms.

With respect to curbing excessive patent litigation, we support the approach in
the Substitute with regard to monetary damages and to discouraging plaintiffs from
engaging in inappropriate forum shopping.

As industry representatives have testified previously, the IT industry, like so
many others, is encountering the enormous costs of dealing with patents of ques-
tionable quality. Today, hundreds of patent infringement cases are pending against
computer software and hardware companies, costing the industry hundreds of mil-
lions of dollars each year. The fact that the patent system works well for other in-
dustries does not obviate the need to address this very real problem for the tech-
nology industry. Our industry is particularly vulnerable to such claims because our
complex products often have hundreds of patented or patentable features contained
within them.

Left unchecked, these practices stand to disrupt the activities of true innovators
and impede their ability to deliver products and services to consumers. We believe
the changes contained in the Substitute would constitute an improvement over the
current situation.

Specifically, the changes with respect to willful infringement will lead to better
and more through searches by applicants and less litigation. This provision should
reduce the need for expensive notice and opinion letters by establishing three clearly
limited grounds for willfulness to be found. In addition, we believe that disruptions
and uncertainty will be reduced by requiring courts to first make a determination
of whether a patent is valid and infringed before it considers willfulness issues, in-
cluding pleadings, discovery and findings.

We support the approach of the Substitute in addressing the problem of forum
shopping by plaintiffs. The Substitute would create a viable means for the defendant
to have the case moved to a more appropriate venue. The practice of filing suit in
jurisdictions with a demonstrated pro-plaintiff bent warps settlement demands and
undermines confidence in the fairness of adjudicated outcomes. It has proven very
burdensome for technology companies sued in jurisdictions far removed from their
Frin((:iipal places of business where the bulk of the evidence or witnesses are to be

ound.
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While we support the approach of the Substitute, we believe that the goals of pro-
moting litigation efficiency and fairness can be accomplished in a clearer manner
with certain changes in the wording. In preparing for this hearing your staff has
directed us to look at proposals that have been developed by an ad hoc coalition of
companies. We support the language they have developed to improve the Substitute
on this issue of forum shopping.

We also support the changes proposed by the Substitute as circulated by your
staff with regard to the calculation of damages for infringement. Today, when a
small component of a multi-faceted system or product is alleged to infringe a patent,
the damage claim often seeks some portion of the value of the product as a whole,
or the full scope of the claimed invention, such as a computer, rather than being
limited to only the value of the infringing feature or functionality. In practice this
means that damages can be calculated as 3 to 5 percent of the value of a $2,000
computer rather than the value of the item that may be just $1 or $2. This often
leads to unduly inflated verdicts or settlement demands, and is unworkable when
thousands of patents can apply to a product.

We believe the language of the Substitute as circulated by your staff is generally
correct and appropriate. The Substitute would provide courts with a statutory basis
for requiring that patentees (and their expert witnesses) present damages calcula-
tions based on the proportional value of a patented invention alone, rather than on
the cumulative value of all features included with a larger product. There may well
be ways to improve this language, and we would like to work with you, Mr. Chair-
n}llank,’ 1allnd other Members on this language before full Committee consideration of
the bill.

We understand that certain changes to this language have been proposed by an
ad hoc coalition of interests, and we must state our opposition to their proposal.
That group has erroneously characterized that language as having the support of
technology companies. That is not the case. The ad hoc coalition draft ignores a seri-
ous issue by which abusers of the patent system can claim damages beyond the
value of the contribution of the invention. By proposing to change the term “inven-
tive contribution” to “claimed invention”, unscrupulous patentees could well claim
damages based on the scope of the claims in the patent rather than the fact-specific
actual use of the invention in the instant case.

For example, in a case involving a built-in modem in a computer, the claim for
damages was based on the value of the computer. Under the Substitute’s formula-
tion damages would appropriately be measured on the value of the modem. How-
ever, if damages were based on the claimed invention as some have proposed—the
combination of a microprocessor, hard drive, motherboard etc., the royalty would be
based on the value of the entire computer.

BSA member companies often face plaintiffs who demand royalties based on the
cost of the entire computer or the entire software package when their inventive con-
tribution is limited to some minor improvement on some piece of the product in-
volved. For this reason, we pledge our willingness to continue to work on this issue,
but we must oppose the change proposed by the ad hoc coalition of companies.

A provision not now part of the Substitute is the repeal of Section 271(f). We urge
you to make this change. In 1984, Congress added Section 271(f) to prevent compa-
nies from manufacturing components of an infringing product in the United States,
and exporting those parts for assembly abroad to avoid the claim of infringement.
Today, the provision has been interpreted by the courts in ways that deter domestic
development of software. Under recent court holdings, a copy of a computer program
made outside the United States may in some cases nonetheless be included as part
of United States damages if the software is made from a “master disk” developed
in the United States. If the software had been developed outside the U.S., this rule
would not apply. The same issue may exist with respect to development of other in-
formation-based products that are made wholly outside the United States based on
information developed in the United States. We believe this application of the law
creates an unintended incentive to move valuable development activity outside the
U.S., and should be removed from the law.

BSA also supports provisions of the Substitute aimed at harmonizing U.S. law
with that of other major jurisdictions by establishing a first to file system and re-
quiring publication of all applications 18 months after filing.

While our members’ businesses and those of a growing number of American com-
panies are global, there is no global patent system. The costs and uncertainty posed
by a multiplicity of national patent regimes—all sharing the same basic goal, but
each imposing disparate administrative burdens on inventors—is a matter that mer-
its action. In this environment, it is essential that the U.S. recognize where its sys-
tem is out of step with the rest of the world. The U.S. “first-to-invent” system is
an often-cited example. We believe a change to ‘first inventor to file’ is timely.
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We also endorse the proposal that all pending applications be published at 18
months after their initial filing. Adopting full 18-month publication will make the
patent system more transparent and will complement the goals of the proposed
third party submission of relevant prior art and post-grant opposition procedures.

Finally, we note that, in the course of your work, the Subcommittee has consid-
ered a number of other issues including a “second window” for commencing a post
grant proceeding, limiting abuses of continuations of pending applications and addi-
tional reforms aimed at mitigating excessive litigation. We recognize the Sub-
committee has reviewed each of these matters carefully and has decided not to ad-
dress them at this time. Although these issues remain of concern to BSA members,
we are prepared to support the Subcommittee reporting favorably the Substitute
with only those changes I have outlined.

Again, thank you for this opportunity to testify.

Mr. SMITH. Thank you, Mr. Simon.
Mr. Johnson.

TESTIMONY OF PHILIP S. JOHNSON, CHIEF PATENT COUNSEL,
JOHNSON & JOHNSON, ON BEHALF OF THE PHARMA-
CEUTICAL RESEARCH AND MANUFACTURERS OF AMERICA
(PhRMA)

Mr. JOHNSON. Thank you, Mr. Chairman. Mr. Chairman, and
other distinguished Members of the Subcommittee, I am Phil John-
son. I am Chief Patent Counsel of Johnson & Johnson. I am here
to testify today both on behalf of PhRMA and Johnson & Johnson.

We appreciate the opportunity to provide this testimony on this
important issue of patent law reform. Johnson & Johnson is a fam-
ily of more than 200 companies and is the world’s largest manufac-
turer of healthcare products.

Taken collectively, Johnson and Johnson’s companies represent
the largest maker of medical devices in this country. We represent
the second largest biotechnology business and the fourth largest
pharmaceutical business.

Johnson & Johnson companies employ 55,000 people in the
United States, 7,000 of them in California alone. In reliance on the
promises of rewards from the patent system, Johnson & Johnson
companies this year expect to invest nearly $5.7 billion in research
and development.

Mr. Chairman and the Subcommittee, with your introduction of
the substitute H.R. 2795, we all took a great step forward toward
meaningful patent reform. By eliminating provisions relating to in-
junctions, continuations and so-called second window post-grant op-
position, while retaining many of the other provisions of the Na-
tional Academy suggestions, you have moved our patent reform dis-
cussions much closer to consensus.

During the Congressional recess, as has been noted, work contin-
ued to close the remaining gaps, especially those relating to the
CREATE Act and the substitute’s venue and damages provisions.

As you know, a coalition text is the result, a coalition text which
is now supported by some 33 companies, and I am now pleased to
report that as of Tuesday also by the IPO, the broad-based Associa-
tion of Intellectual Property Owners.

While there seems to be general agreement among many of the
witnesses today on the coalition text approach to venue, the same
is obviously not true of the damages apportionment provision. At
the outset, it should be noted that the National Academy of
Sciences made no recommendation to revise the matter in which
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damages are assessed in patent cases. To many, including Johnson
& Johnson, such a provision is simply unnecessary to patent re-
form. The current case law which applies Georgia-Pacific factor 13,
among other factors, is seen to be working just fine.

To others, Georgia-Pacific factor 13 is not being uniformly ap-
plied by the courts and should be codified. This latter approach ap-
pears to have been the intent behind the damages apportionment
language in the substitute as it is in the coalition text.

The problem with the language in the substitute is its use of the
term “inventive contribution.” this is a term which is susceptible to
many different interpretations where the language of the coalition
text is not. Georgia-Pacific factor 13 establishes an analytical ap-
proach for determining the realizable profit or value that should be
credited to a patent invention in the context of a reasonable royalty
determination.

In determining that value under Georgia-Pacific, the profit or
value stemming from the claimed invention is distinguished from
the realizable profit or value added to the accused product or proc-
ess by the infringer. The coalition text is true to this approach.

Johnson & Johnson and many other companies oppose the sug-
gestion that in determining patent damages only partial credit
should be given to the realizable profit or value added by the pat-
ented invention taken as a whole. Such an approach would be un-
workable and unprecedented in patent damages law. Patent dam-
ages would be trivialized in most cases and unfairly awarded in al-
most all.

A patented invention should not be dissected into its subparts or
subelements and then evaluated piecemeal in an effort to isolate
whether inventive contributions might be present in some of these
subparts and, if so, where they are. The reason is because to do so
the true value of the invention will likely be lost.

At some level all patented inventions are combinations of old ele-
ments. They are patentable precisely because as a whole they are
more valuable than the sum of their parts. Under the inventive
contribution analysis suggested by some, such synergies would
never be recognized. Moreover, to ignore the value of the invention
taken as a whole would undermine the principal purpose of the
patent system, which is to reward inventors for the entirety of
what their inventions have given to society.

In conclusion, because of the Subcommittee’s open and inclusive
process, meaningful patent reform, as embodied by the coalition
text, may now be within reach. Johnson & Johnson hopes that it
is.
I want to thank you for this opportunity to testify and stand
ready to answer any questions you might have.

[The prepared statement of Mr. Johnson follows:]
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PREPARED STATEMENT OF PHILIP S. JOHNSON

Testimony of Philip S. Johnson

Mr. Chairman and distinguished members of the Subcommittee:

Thank you for providing me this opportunity to testify on the “Amendment in the Nature
of a Substitute to H.R. 2793, the Patent Act of 2005” (the “Substitute™) as well as the so-
called “Coalition Text” which has been submitted to the Subcommittee as a proposed
amendment to the Substitute. 1 appear today as the designee of the Pharmaceutical
Research and Manufacturers of America (“PhRMA™), as well as on behalf of Johnson &
Johnson. PhARMA and Johnson & Johnson appreciate the opportunity to present our
views on the Substitute and Coalition Text and thank the Subcommittee for maintaining
open and trangparent discussions concerning an issue as important as patent law reform.

Introduction

By way of introduction, I am a registered patent attorney with 32 years of experience in
all aspects of patent law. In addition to drafting and prosecuting patent applications, 1
have tried patent cases to both judges and juries, and have advised a wide variety of
clients in many industries ranging from semi-conductor fabrication to biotechnology.
Over the course of my career, I have been pleased to have represented individual
inventors, universities, start-ups, and companies of all sizes. In January of 2000, [ left
private practice to join Johnson & Johnson as its Chief Patent Counsel, which is the
position [ hold today.

PhRMA is an industry association that represents the country’s leading pharmaceutical
research and biotechnology companies devoted to inventing medicines that allow patients
to live longer, healthier, and more productive lives. PhRMA members invested an
estimated $38.8 billion in 2004 in discovering and developing new medicines. PhRMA
companies lead the way in the search for new cures.

Johnson & Johnson is a family of more than 200 companies, and is the largest broad-
based manufacturer of health and personal care products in the world. Collectively,
Johnson & Johnson companies represent this country’s largest medical device business,
its second largest biotechnology business, its fourth largest pharmaceutical business, and
very substantial consumer, nutritional, and personal care businesses. Johnson & Johnson
companies employ over 55,000 Americans, 7,000 in California alone.

Johnson & Johnson is a member of PARMA, as well as other industry organizations such
as BIO (the biotechnology industry association) and Advamed (the medical device
industry association). T currently serve as co-chair of PhRMA’s TP/Patents Focus Group,
as vice-president of the Association of Corporate Patent Counsel, as Chair of the Board
of Directors of the American Tntellectual Property Association Education Foundation,
and on the amicus committees of the Intellectual Property Owners Association (“IPO”)
and the American Intellectual Property Law Association (“ATPLA”).
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Johnson & Johnson’s companies are research-based businesses that rely heavily on the
U.S. patent system and its counterpart systems around the world. In the past two years
alone, Johnson & Johnson’s businesses have invested close to $10 billion in R&D. The
inventions resulting from Johnson & Johnson’s research are reflected in the filing of over
2,000 U.S. patent applications during this period. Johnson & Johnson companies have
been awarded over 900 patents in the last two years, and now hold nearly 42,000 patents,
of which nearly 7.000 are U.S. patents.

As the manufacturer and marketer of thousands of products, the freedom to make and sell
products in view of the patents of others is always a concern of Johnson & Johnson
businesses. They therefore routinely review hundreds of patents during their product
development processes, make appropriate design changes to avoid the patents of others
and/or obtain appropriate licenses or legal opinions prior to launching their products.
Nonetheless, Johnson & Johnson companies do from time to time become involved in
patent litigation, finding themselves to be defendants about as often as they are plaintiffs.
Most of these litigations involve competitors or would-be competitors, although some
involve non-manufacturing patentees.

Policy Considerations Driving Patent Reform

Patent law reform means different things to different people. For example, some
proponents focus on enhancing the quality of patents issued by the U.S. Patent and
Trademark Office. Other proponents have focused on litigation reform. The recent
reports issued by the Federal Trade Commission (“FTC”) and the National Academies’
Board on Science, Technology, and Economic Policy (“NAS™) surveyed the landscape
and made many thoughtful recommendations.

While patents are a principal driver of innovation in many technologically-based
industries, they are perhaps most important in the pharmaceutical and biotechnology
industries. In industries in which it takes 8 to 10 years or more, and hundreds of millions
of dollars, to develop, test and obtain approvals for a single product, patents are critical.
No pharmaceutical company wants to commit this magnitude of investment to the
development of a drug product only to later find that the patent was invalid or
unenforceable due to an error in its examination, or because of previously undiscovered
prior art.

The perceived predictability and reliability of patent protection weighs heavily on
business planners in deciding whether to go forward with the investments needed to
develop potentially promising new drugs. As a matter of sound public policy, we urge
the Subcommittee to support changes that encourage investment decisions to be made
based upon the potential importance of the new technology rather than on whether the
patent examination process is or has been flawlessly conducted. As Chief Judge Sue
Robinson of Delaware recently noted in her speech to the Association of Corporate
Patent Counsel, patent litigation has become more a matter of semantics than of science.
In Johnson & Johnson’s view, this trend is taking patent law in the wrong direction.
Instead, we believe that the rewards promised by the patent system should closely track
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the value of the invention’s contribution to society, not the skills of those who happen to
have been involved in drafting, prosecuting or examining the patent application. Just as
plainly invalid patents (i.e., those purporting to cover that which contribute nothing to
society) are a drag on the patent system, so too are rules that elevate the consequences of
harmless administrative error to the point of depriving a worthy inventor of the
protections to which he is otherwise entitled.

Policy changes that are perceived to lessen the economic value of patents, or their
certainty of enforcement, have an immediate impact on investment decisions, and a long-
term impact on the quality of innovation itself. While some might be tempted to
encourage infringement, or to lessen its financial consequences, in the name of short-term
competition, any such savings are likely to be heavily outweighed by the cost to society
of foregoing future innovation that would lower costs and improve quality of life.

Johnson & Johnson’s interest in patent law reform is to insure that the patent system
fairly rewards those who contribute to our society through the invention and development
of new and useful products and processes. A fair, efficient and reliable patent system
will continue to stimulate the investment in innovation that is necessary in today’s
technologically complex world to create the new products and processes that will lead to
better lives for Americans and the rest of the world. In addition, the best promise for
preserving and enhancing our place in an increasingly competitive global marketplace
will be to stimulate U.S. investment in research-based industries.

Prompted in part by the recent studies by the FTC and NAS, attention has recently been
focused on ways to improve our patent system. Last year, Congress appropriately
provided increased funding to the U.S. Patent & Trademark Office in support of its 21%
Century Strategic Plan to improve both patent quality and patent pendency. This was an
excellent first step towards upgrading our patent system, and one that, if continued,
should bear fruit in the years to come.

Although patent law reform has been discussed in Congress and elsewhere over time,
PhRMA has only recently become more active in this debate. Unlike some other trade or
bar associations, PhRMA did not develop proposals secking patent law reform and
submit them to the Subcommittee. Likewise, PARMA has not developed a set of
principles establishing what patent law reform means to PARMA. That does not mean
that PARMA member companies are not interested. Representatives of a number of
PhRMA member companies have contributed to the process (as have 1), in their
capacities as members of other organizations.

PhRMA only recently became directly engaged in the patent law reform discussions.
PhRMA focused on provisions that the member companies believed to be detrimental to
their patent rights and to our patent system. These provisions were perceived to be
counter to the incentives for innovation that are fundamental to the patent system. Since
then, PhARMA has taken part in good faith discussions with other patent system
stakeholders.
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Comments on the Substitute

The Subcommittee is now seeking input on the Substitute, which is the result of extensive
work by the Subcommittee, including the development of many proposals that have been
discussed at Congressional Hearings and elsewhere such as the NAS/AIPLA/FTC-
sponsored Town Hall Meetings, and the refinement of much of the technical language is
now contained in the Substitute.

As described further below, although the Substitute represents progress in moving
towards a balanced and achievable patent reform bill that will improve the reliability of
our patent system, many PhRMA member companies have expressed serious reservations
about certain of its provisions

Many PhRMA member companies, and other patent owners, were pleased to see that the
Substitute omits certain provisions seen as detrimental to the value of patents and to the
patent system, including the provision of the original version of H.R. 2795 on injunctive
relief (Section 7) and the provision that would permit post-grant oppositions to be started
at any time in the life of the patent in response to a notice of infringement (the so-called
“second window” of opposition of Section 9 of the bill). Those two provisions were
principal drivers of PARMA’s opposition to H.R. 2795.

Many PhRMA members also see the Substitute’s adoption of a first-inventor-to file
patent system as a healthy step towards harmonizing our patent system with those around
the world, while eliminating lengthy, costly and complex interference proceedings of a
kind found in no other country.

As to the remainder of the Substitute’s provisions, most PhARMA member companies
oppose the proposed venue provision for several reasons. That provision is perceived to
unduly restrict the venues in which an infringement action could be brought, thereby
eliminating many venues where a patent owner should fairly be allowed to enforce its
patents. This is particularly significant in situations where the patent owner wishes to sue
several companies for infringement in the same jurisdiction, or where substantial
evidence and/or witnesses are located in a venue disallowed by the venue provision of the
Substitute. Second, the special treatment for plaintiff not-for-profit educational
institutions is neither appropriate nor workable. Accordingly, many PARMA member
companies would oppose any bill that contains the Substitute’s venue provision. A
number of PhRMA member companies also identified issues with other provisions of the
Substitute, most of which are addressed in the Coalition Text discussed below.
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Comments on the Coalition Text

During the Congressional recess, many interested companies worked together to develop
proposed language that would address their concerns and move closer toward a consensus
document. Thus far, some 30 companies have announced their support for the “Coalition
Text.” PhRMA as an association has not taken a position on the Coalition Text, although
several supporters of the Coalition Text are PARMA members, with the remainder
coming from a variety of other industries. The text modifies a number of provisions of
the Substitute that were of concern to Coalition Text supporters and many other
stakeholders.

The Coalition Text should be viewed as a “package.” Unlike other packages, however,
this package evolved through changes designed to garner the support of as many diverse
companies as possible. Thus, as in any legislation involving compromise, there may be
some changes that are included in the spirit of creating a consensus regarding at least
some of the goals of patent law reform. In supporting the Coalition Text, many
companies have accepted significant compromises in the expectation that this text would
garmner support from companies in other industrial sectors, such as 1T and software
companies that have most recently shown interest in provisions relating to transfer of
venue and to “damages apportionment.”

PhRMA member companies that support the Coalition Text, as Johnson & Johnson does,
generally view this compromise as a balanced approach to patent reform.! This coalition
package would provide significant advantages for owners of valid patents, while
providing an opposition procedure that will provide a meaningful check on the quality of
recently-issued patents. Subjective and intent-based invalidity issues would be largely
removed from patent litigation, while ensuring that, like today, knowledge that is publicly
accessible may still be used to assert that a patented invention is obvious.

Several provisions of the Coalition Text, as compared to the corresponding text in the
Substitute, deserve special attention:

Venue

The Coalition Text includes a provision for transfer of venue in patent infringement
actions that have been brought in jurisdictions without a substantial connection to the
case, rather than limiting the available jurisdictions for bringing such a case to those
where the defendant is found. This difference is important. Although there are
significant policy reasons for limiting unfettered “forum shopping,” there are also
significant policy reasons not to restrict patent owners from bringing actions in
jurisdictions, such as the parties’ home jurisdictions or elsewhere, where significant
evidence relating to the case may be located. The proposed transfer provision would
have the benefit of preserving the patent owner’s initial choice of venue if rationally

' A good summary of the overall provisions of the Coalition Text is contained in the covering page
forwarded to the Subcommittee with the Coalition Text itself, which cover page is attached to this
testimony. See Appendix.
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connected to the parties or evidence, while permitting alleged infringers to transfer cases
to more appropriate jurisdictions if the case has been brought in a jurisdiction without
substantial connection to the matter to be decided. This provision will likely reduce
forum shopping, and enhance the perceived fairness of our system of patent enforcement.

CREATE Act Preservation

The Coalition Text would explicitly preserve the substance and intent of the recent
CREATE Act. The Coalition Text contains modifications to the amendments to sections
102 and 103 contained in Section 3 of the Substitute. These provisions modify the re-
codification of the CREATE Act provisions to eliminate certain unintended consequences
of the language in the Substitute.

The Coalition Text also strengthens the inventor’s one-year grace period under the law to
protect academic publication of inventions from precluding later patenting of those
inventions. Finally, the Coalition Text modifies the language concerning Section 115 in
Section 4 of the Substitute to provide clarifications and reaffirm existing requirements
governing declarations made in lieu of an oath.

Codification of Geargia Pacific Damages Factor 13 (Damages Apportionment)

The Coalition Text seeks to clarify several ambiguities in the provision of the Substitute
on damages apportionment that became apparent during its development.

“Combination inventions” - In the Substitute, the limitation of the provision to
combination inventions has been seen as problematic because, at some level, all
inventions can be viewed as combinations. As Chief Judge Howard Markey of the Court
of Appeals of the Federal Circuit once observed, “virtually all inventions are
‘combinations,’ and . . . every invention is formed of ‘old” elements’...Only God works
from nothing. Man must work with old elements.” Howard T. Markey, “Why Not the
Statute?,” 65 P.Pat.Off.Soc’y 331, 333-34 (1983). Accordingly, the Coalition Text no
longer refers to combination inventions. This will avoid needless litigation concerning
whether any particular claimed invention is or is not a “combination.”

“If relevant” - In the Substitute, the introductory phrase including the phrase “if
relevant,” was seen as perhaps creating a threshold relevancy standard that might
complicate application of the provision. In the Coalition Text, this phrase is clarified to
indicate that the provision is always relevant, although it should be weighed with (and
may be outweighed by) other relevant factors.

“Realizable value™ - In the Substitute, the use of the term “realizable value” was also
seen as introducing ambiguity, as “value” may or may not be “realizable.” In the context
of Georgia Pacific, the terms “realizable profit” and “value” are used as alternatives, as
they are in the Coalition Text.
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“Inventive Contribution” - In the Substitute (and in early drafts of what later became the
Coalition Text), the term “inventive contribution” was used to refer to the proportion of
the “realizable value” that should be credited to the patented invention, as distinguished
from that which should be credited to other factors, such as the infringer’s contributions
to the infringing product. As explained by BSA’s witness, Mr. Lutton, in his written
testimony, “BSA supports the Committee print’s approach to provide courts with a
statutory basis for . . . damages calculations based on the proportional value of a patented
invention alone, rather than on the cumulative value of all features included with a larger
product.” (Subcommittee Hearing Transcript of April 20, 2005, Part I, at pg. 58, italics
added). See also Prepared Statement of Honorable Bob Goodlatte, Hearing Transcript of
April 20, 2005 at pg. 20, noting that the Committee Print “ensures that damages awarded
to a party are proportional to the value that the party’s invention contributes to the total
value of the defendant’s product.” In the ensuing multi-lateral discussions that lead to the
Substitute, the purpose of this damages provision was thus understood as being to codify
Georgia Pacific damages factor #13, to thereby encourage its uniform application by the
courts. See Georgia-Pacific Corp. v. U.S. Plywood-Champion Papers Inc.. 318 F.Supp.
1116, 1120 (S.D.N.Y. 1970).

During the recent Congressional recess, however, it became clear that some were seeking
to give the term “inventive contribution” quite a different and entirely unintended
interpretation. In particular, it was suggested that in determining the credit to be given to
the “inventive contribution,” the patented invention should somehow be dissected into its
various elements or sub-parts, and that the “realizable value” attributable to the
“inventive contribution” contained in some, but not necessarily all, of these sub-parts
should be used to determine the “realizable value” to be credited in the damages analysis.

Such an element-by-element or sub-part approach to determining realizable profit or
value is plainly inconsistent with Georgia Pacific, and would be unprecedented in patent
damages law. Because the patentee is required as a threshold to damages recovery to
show that all of the elements of the patented invention are present in the infringing
product or process, it would be illogical to deny the patentee credit for that showing when
calculating damages. Adoption of an element-by-element or sub-part analytical approach
would not only trivialize patent damages, but would lead to inconsistent and unfair
damages awards.

Not surprisingly, once this alternate construction surfaced, any use of “inventive
contribution” in this context quickly engendered substantial opposition, making its
inclusion in any broad-based coalition draft entirely unacceptable.

The response of the American Bar Association Intellectual Property Law Section (“ABA-
1PL”) Council to such a construction of “inventive contribution” is representative.

Earlier this year, the ABA-IPL passed Resolution TF-14A, which supported “codifying
clements of the ‘entire market value’ rule,” and which specifically endorsed the adoption
of language referring to “the portion of the realizable profit that should be credited to the
inventive contribution as distinguished from other features of the combination, the
manufacturing process, business risks, or significant features or improvements added by
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the infringer.” At the same time, the ABA-IPL adopted Resolution TF-14B, opposing
any legislation that would exclude value attributable to elements known in the prior art.

After learning of the different meaning being ascribed to “inventive contribution” in the
Substitute, the ABA-IPL Section Council voted instead in favor of Resolution TF-14C:*

RESOLVED, that the Section of Intellectual Property Law opposes, in principle,
determination of which elements of a claim were the inventive contribution, in
determining damages, and

SPECIFICALLY, the Section opposes legislation providing that a determination
of a reasonable royalty in the case of a combination invention shall consider,
where relevant and among other factors, the portion of the realizable profit that
should be credited to the inventive contribution as distinguished from other
claimed features of the combination; and

Past Resolution TF-14A is hereby rescinded.

To resolve the problem, the Coalition Text now includes damages apportionment
language that clarifies that

consideration shall be given to, among other relevant factors, the portion of the
realizable profit or value that should be credited to the contributions arising from
the claimed invention as distinguished from contributions arising from features,
manufacturing processes or improvements added by the infringer and from the
business risks the infringer undertook in commercialization.

Coalition Text, Section 6(a)(1)(B) at pg. 20. By using the defined term “claimed
invention,” this provision remains true to its original intent, and precludes the kind of
misinterpretation suggested in connection with the use of the term “inventive
contribution.”

Based on these considerations, Johnson & Johnson, a number of other PhRMA member
companies, and many companies from other industries, have urged the Subcommittee to
adopt the Coalition Text.

PhRMA and Johnson & Johnson appreciate the invitation to provide our views to the
Subcommittee and look forward to working with the Subcommittee on patent law reform
and other matters.

* It is understood that the text of this Resolution has not yet been communicated to Congress by the ABA-
IPL Section because it is currently undergoing the ABA’s further required internal clearance procedures.
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APPENDIX

A COALITION FOR 21°T CENTURY PATENT LAW REFORM:
BALANCED INITIATIVES TO ADVANCE QUALITY AND PROVIDE LITIGATION REFORMS
SEPTEMBER 1, 2005

Agreement exists today on the need for significant patent law reform. Following a rapid
surge of activity on Capitol Hill, lack of agreement on a small number of important issues has
frustrated legislative progress on such reforms. A coalition of major U.S. corporations has now lent
support 1o a reform package that is closely aligned with Chairman Smith’s July 26, 2003 Substitute
Amendment to H.R. 2795. It encompasses a balanced and achievable set of reforms that will not harm
the interests of patent owners and will advance the interests of the public. The H.R. 2795-inspired
reform package offers the following improvements to the patent laws:

Promote Patent Quality Enhancements. Simplify the administration of patent laws and allow new
avenues for challenging patents of questionable merit by providing:

- a first-inventor-to-file priority system to eliminate the subjective, discovery-laden issues that arise
from the current first-to-invent system

- a grace period to preserve the ability to publish before filing and to protect inventors against self-
collision with their own disclosures

- objective prior art rules requiring patent-defeating information to be publicly accessible, and
preserving exemptions for common assignment and joint research

+ deletion of the best mode disclosure requirement

« universal 18-month publication of applications to disclosc all new technology

« a 9-month post-grant opposition window to augment the examination process

- pre-grant prior art submissions to ensure examiners have complete information

« an expanded infer partes reexamination procedure that applies to all patents

Provide Litigation Reforms. Limit the threat of patent enforcement from being used to intimidate
accused infringers hy:

« codifying common law requirements relating to apportionment of damages

- codifying the duty of candor and limiting the ability to plead unenforceability to cases of actual fraud
attributable to the patent owner

- limiting the ability to seek treble damages for willful infringement to situations where, inter

alia. the patent owner has provided specific notice of the infringement

« allowing transfer of venue when needed to prevent unbridled forum shopping in patent cases

+ expanding the “prior user rights” defensc to apply to all U.S. manufacturers of all inventions once
they complete substantial preparation for and/or begin commercialization

I'his reform package would provide significant advantages for owners of valid patents.
Sustaining the validity in court of a patent that results from the ncw patent quality measures should be
more predictable and certain. Subjective and intent-based invalidity issues would be removed.
Knowledge that is not publicly accessible could not be used to assert that a patented invention is
mercly chvious.

A balanced. achievable patent reform bilt — with the quality enhancements and litigation
reforms described above — has the support of a wide spectrum of U.S. industry. lts foundation rests on
the thoughtful and carefully crafted recommendations made by the National Academy of Sciences and
the Federal Trade Commission following their multi-year studies of the patent system.

We urge the Congress to move forward to enact these needed, fair, balanced, and broadly
supported changes into law.
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Mr. SMITH. Thank you, Mr. Johnson.
Mr. Chess.

TESTIMONY OF ROBERT B. CHESS, CHAIRMAN, NEKTAR
THERAPEUTICS, ON BEHALF OF THE BIOTECHNOLOGY IN-
DUSTRY ORGANIZATION (BIO)

Mr. CHESS. Chairman Smith and Members of the Subcommittee,
I am pleased to testify before you today regarding the pending pat-
ent reform legislation, the amendment in the nature of a substitute
to H.R. 2795. I would like to thank the Subcommittee for its contin-
ued leadership issues related to strengthening the foundation of
American innovation, intellectual property.

I am Rob Chess, Executive Chairman of Nektar Therapeutics,
and I am here representing the Biotechnology Industry Organiza-
tion. BIO is involved in the research and development of
healthcare, agricultural, industrial and environmental biotech
products. The industry is one of the most innovative industries in
the U.S. economy, filing more than 40,000 biotechnology patent ap-
plications in 2003 alone.

I base my comments today based on 14 years of experience as ex-
ecutive of a top biotech company that is successful because of the
strength and predictability of the patents. I am not a patent law-
yer. Rather, I am an executive who will explain how important pat-
ents are to biotech and what may occur if the wrong reforms are
enacted.

Perhaps no other industry is as dependent as the biotech indus-
try. A majority of biotech companies have no products on the mar-
ket, but they do have patented innovative discoveries which may
be translated into life-saving products over the course of years.

To illustrate, I point to my own company, Nektar. Nektar has
been in existence since 1991. We have had 17 rounds of financing
and have several products on the market. Yet we are still not prof-
itable. It is our intellectual property that has allowed us to gain
the capital necessary to survive over those many years.

One of Nektar’s exciting products is Exubera, an inhaled insulin
powder developed in collaboration with Pfizer. It is the first
noninjectable form of insulin and could be a major advance in ther-
apy for the 18 million Americans who suffer from diabetes. Their
product, this product was recommended by an FDA advisory com-
mittee for approval last week but a key patent covering the product
was granted in 2000.

Upon word of the issuance of the patent covering inhaled insulin
in dry powder form, Nektar’s stock valuation increased by 20 per-
cent. I have actually brought the product here today. Don’t leave
home without one. But this is it right here.

1 Basically, what it does, I hope you don’t mind if I give you a
emo.

Mr. SMITH. Show and tell is fine.

Mr. CHESS. What the basic problem is there are about 5 million
diabetes in the U.S. who take insulin, another 3 million who
should. The key to controlling your diabetes is taking insulin 3 to
6 times a day. The average diabetic only takes it right now twice
a day because of fear of injections. What we have done is basically
done a way so they won’t have to take meal-time injections any-
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more. What you do is you basically take this blister here that has
the powdered insulin in it. Open it up just like this. Then stick it
in right here just like you would your ATM card, pump it once, fire.
See that powder there. You actually see that. That’s actually—insu-
lin is smoke. You just breathe that in by just opening the chamber
like this, rather than taking a shot.

I think it’s actually going to make a huge difference in the lives
of people and frankly solve—the biggest problem in diabetes ther-
apy right now is getting people to comply with their insulin thera-
pies.

Nektar’s story is similar to the story of hundreds of U.S. biotech
companies in the United States. Investors will only invest in ideas
if they are adequately protected by strong patents.

Turning to the amendment, we are pleased that it is a substan-
tial improvement over the introduced bill. We note that provisions
that would have severely weakened the ability of innovators to ob-
tain and enforce patent protection have been eliminated.

Specifically the current provision does not contain harmful and
permanent injunction reforms, a dangerous second window and
post-grant and damaging limitless continuation of practice reforms.
BIO members have legitimate needs for filing continuations. I can
certainly tell you that from our country we just filed continuations
in almost every patent that we do.

Continuation practice allowed biotech inventors to obtain ade-
quate protection for the full scope of their inventions. The practice
is common in our industry because it can take 12 to 15 years to
bring a product to market. During the patent examination process,
the inventor is likely to obtain a patent only on one aspect of his
discovery. The issued patent will allow the inventor to seek capital
investment to further the product development while he files con-
tinuations, applications, commensurate with the scope of the full
discovery.

The amendment, however, contains a venue provision which is
cause for significant concern for BIO members because it shifts the
advantage in patent litigation in favor of the defendant. It would
only allow a lawsuit to commence in the district where the defend-
ant resides or is located. BIO opposes this because resource limited
biotech companies may be forced to file lawsuits far outside of their
normal jurisdiction where small biotech companies may find it dif-
ficult to assert their patent rights.

We urge you to eliminate this provision. That said, BIO supports
many provisions in the substitute bill, including a first inventor to
file system, allowing its signees to file for a patent, eliminating the
best mode requirement, eliminating the inequitable contact de-
fense, providing pre-grant submissions of prior art, simplify the
definition of prior art and requiring publication within 18 months
of filing, and reforming willfulness standards.

I can see I am over time a little bit, probably because I did the
demo. Should I continue here or

Mr. SmiTH. Without objection, please take an extra minute be-
cause of that demo. I never had anybody use that as an excuse be-
fore, but we will allow that today.

Mr. CHESS. I just can’t resist.
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Mr. SMITH. Maybe we ought to charge you for that little free ad-
vertising, I don’t know.

Mr. CHESS. Actually, well, I hope not but some of you may end
up using our product one day.

While our members agree on many provisions of the substitute
bill, there are areas where our members are decided. One disagree-
ment concerns a standard of proof required to invalidate a patent
in the proposed post-grant opposition procedure. As you know, the
current substitute requires that a patent challenger show by a pre-
ponderance that the patent is still valid. We are basically divided
on this between preponderance of evidence and clear and con-
vincing standards.

Let me just say a few words on the Coalition for Patent Reform
proposal. We recently became aware of the proposal and have been
apprised of their concepts. The proposal differs from your amend-
ment in that it includes a new transfer of venue provision, repeals
section 271(f), revises the previous provision of apportionment of
damages and clarifies the conditions for patentability taking into
account the CREATE Act. Like the substitute, we view the pro-
posal as a substantial improvement over H.R. 2795.

On the apportionment damages, what I can tell you is that we
have not achieved a consensus yet, and we are still studying the
proposal.

On the transfer of venue provision in the coalition draft, we note
that the draft removed the onerous venue provisions from the sub-
stitute amendment and replaces it with a transfer of venue provi-
sion. However, the primary objection to the coalition approach
within our membership is the belief that transfer of venue motions
will delay and divert patent infringement actions.

In conclusion, BIO supports and applauds the continuing efforts
of this Subcommittee to improve the patent system, yet urges cau-
tion that the delicate balance of the system may be maintained.

Thank you, and I appreciate you allowing a little extra time.

[The prepared statement of Mr. Chess follows:]
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Chairman Smith and Members of the Subcommittee, I am pleased to testify before you
today regarding the pending patent reform legislation, the Amendment in the Nature of a
Substitute to H.R. 2795, the Patent Act of 2005. I would like to thank the subcommittee
for its continued leadership on issues related to strengthening the foundation of American
innovation: Intellectual Property. On behalf of BIO, I would also like to thank Chairman
Smith and the other Members of this Subcommittee for working with us, as well as other

stakeholders, in trying to fashion fair, effective patent reform legislation.

I am here today representing the Biotechnology Industry Organization (BI1O). BIO's
membership includes more than 1,000 biotechnology companies, academic institutions,
state biotechnology centers, and related organizations in all 50 U.S. states. BIO members
are involved in the research and development of health care, agricultural, industrial, and

environmental biotechnology products.

I base my comments today on 14 years of experience as a top executive of a
biotechnology company that is successful because of the strength and predictability of its
patent portfolios. It is primarily through the strength of the patents covering our
technologies that Nektar Therapeutics has been successful in obtaining the venture capital

and public market financing necessary to develop its pipeline of innovative products.

In addition to my experience in the biotechnology sector, | have held management
positions in the information technology sector with Intel Corporation and Metaphor

Computer Systems, which is now owned by IBM.

Nektar Therapeutics is a leading drug delivery and pharmaceutical company providing a
broad portfolio of drug delivery technologies. At Nektar, we develop high technology
products that enable the development of new and innovative biotechnology products.

Our patented technologies enable pharmaceutical and biotechnology companies to

(%)
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increase the safety and efficacy of their drug products and to improve their ease of use

--leading to greater compliance with drug therapies.

Our pipeline contains twenty programs that have concluded or are currently in human
clinical testing. Among the products using our technologies that have been approved by
the FDA and are in use by patients are leading and innovative therapies for hepatitis C,
for age related macular degeneration, and for decreasing infections associated with
chemotherapy. One product in development in collaboration with Pfizer is the first

inhaleable insulin. I will talk more about this product later.

In addition, I am a member of the board of directors of several public and private entities
including BIO, the Biotechnology Venture for Global Health, Pharsight Corporation and

CoTherix. [have also served as a trustee for the Committee for Economic Development.

The Importance of Patents to the Biotechnology Sector

Mr. Chairman, perhaps no other industry is as dependent upon patents as is the
biotechnology industry. Tt is safe to say that most, if not all, of the revolutionary medical
advances developed by the biotechnology industry would not exist had the U.S. Supreme
Court not ruled in 1980 that biotechnology inventions were entitled to patent protection.
Because of the complexity of biotechnology, it can easily take one or two decades, or
more, for a biotechnology company to discover and develop a profitable product that
revolutionizes treatment of a disease that has resisted conventional pharmaceutical or
other medical treatment. To illustrate, | point to my own company Nektar. Nektar has
been in existence since 1991. Although we have raised $1.2 billion through 17 rounds of
financing, and have several products currently on the market, we are still not yet
profitable. Most of the money we have raised has, or will be, spent on research and
development. Like many other U.S. biotechnology companies, we have spent hundreds

of millions of dollars in R&D, and we diligently protect our intellectual property. Our
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company business model is based almost entirely on partnering with large biotechnology
and pharmaceutical companies. We combine Nektar’s innovative technology with our
partner’s vaccines or pharmaceuticals to deliver a more efficacious and easier to use
product. For example, Exubera ®, an inhaled human insulin powder was developed in
collaboration with Pfizer. It is the first non-injectable form of insulin, and could be a
major advance in therapy for the 18 million Americans who suffer from diabetes. This
product was recommended by an FDA advisory committee for approval last week, but a
key patent covering the product was granted in 2000. Upon word of the issuance of the
patent covering inhaled insulin in dry powder form, Nektar’s stock valuation increased by
20%. This market increase helped make it possible for us to attract the investment capital
necessary to bring this innovative product this far along in the process. Our story is

similar to the story of the hundreds of U.S. biotechnology companies in the United States.

The vast majority of biotech companies spend more than 50 percent of their operating
expenses on research and development. This is due to the huge investments required to
bring a product through the discovery and lead optimization phase, preclinical testing,
and then clinical trials required to gain market approval. The total amount of spending to
bring a successful product through commercialization is typically several hundred million
dollars. It is the early stages of drug development that are most vulnerable to
perturbations in the capital markets. It is also precisely at these early stages that a
patented idea can generate the interest of investors, entrepreneurs, and corporate partners.
Without the certainty that comes from knowing that an invention discovered 10-15 years
prior to coming to market can be protected, there would be little incentive for investors to

fund high risk biotechnology products.

Bolstered by an effective patent system, the nascent biotechnology industry has produced
more than 370 drug products and vaccines that target more than 200 diseases.
Biotechnology applications have led to cleaner processes that produce less waste and

conserve energy and water. Consumers are already enjoying biotech food products. The
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biotechnology industry is one of the most innovative industries in the U.S. economy: In
fiscal year 2003 alone, the biotech sector filed over 40,000 new biotechnology patent

applications and this trend is expected to continue.

Mr. Chairman, we have barely scratched the surface of the promise of biotechnology. It
has been through strong, predictable and global patent protection that society has been
able to reap the benefits of biotechnological innovation. As such we commend this

Subcommittee for its strong support of intellectual property rights.

With these thoughts in mind, BIO offers the following ideas pertaining to patent system
reform. First and foremost, we believe that Congress should take steps to fully fund the
Patent and Trademark Office and to end diversion of PTO funds. Many of the reforms
before Congress require implementation of new procedures within the PTO that, in turn,
require significant additional funding. Tn its review of the Patent Office processes,
Congress should take into consideration measures that would streamline PTO processes.
For example, in its five-year strategic plan, the PTO recognized the need to reform
“restriction practice.” “Restriction practice”, or the PTO’s current discretionary practice
of dividing a single discovery into multiple applications, is especially deleterious for
biotechnology companies and reforms should be considered by this subcommittee. This
is because prosecution of multiple applications is extremely costly, and also results in
delayed issuance of patents that would provide the full coverage expected from the initial
application filing. Further, for a resource limited biotechnology company, maintaining
multiple issued patents is also expensive. At Nektar, for example, we spend over $3
million per year to maintain our portfolio of over 952 patents of which 141 were granted

in the United States.

Also, in considering patent reform, we urge Congress to take great care to ensure that the
reforms enacted serve all sectors of society and do not disproportionately benefit or harm

one segment of the users of the PTO.
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Mr. Chairman, BIO members believe that, in the biotechnology arena, the patent system
has done exactly as it was intended to do: stimulate innovation and R&D. By and large,
biotechnology patents are of high quality. That is not to say that there is no room for
improvement, but rather to urge that changes be considered carefully and not tip the

balance of quid pro quo too heavily in favor of one segment.

Amendment in the Nature of a Substitute to H.R. 2795

With respect to the Amendment in the Nature of a Substitute (Substitute bill or Substitute
H.R. 2795), we are pleased to note that this bill is a substantial improvement over its
previous versions. We congratulate you, Chairman Smith, for listening to the concerns
expressed by the biotechnology industry and responding to these concerns with many
constructive revisions to H.R. 2795. We note that provisions that would have severely
weakened the ability of innovators to obtain and enforce patent protection have been
eliminated. Specifically, we note that the current version of the draft does not contain
provisions that would alter the standard for obtaining a permanent injunction, limit the
ability of patent applicants to file continuation applications to obtain appropriate patent
protection, and subject a patent holder to multiple challenges after a patent has been

issued.

It was critical to B1O that these provisions be deleted from the bill, as they seriously
threatened our ability to continue bringing life-saving therapies to the market. In regards
to the permanent injunction reform present in the previous iteration of the bill, we were
concerned that lowering the present standard would create uncertainty and confusion in
the law, hampering our ability to attract the VC financing vital to our ability to develop
innovative products. As you know, except in rare instances, under current law, once a
patent is judged valid and infringed, the patent owner has the right to exclude others from

using the invention. This is as it should be. If you allowed courts to weigh equities and
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balance hardships, our patents would be weakened, and research and development would

suffer.

Further, the Amendment in the Nature of a Substitute deletes the provision from H.R.
2795 which would have provided the PTO unlimited authority to regulate continuation
practice. Flexibility in the patent application process is essential for complex inventions.
Proposals that limit flexibility will ultimately undermine the quality of patent applications
and deny inventors the ability to obtain the appropriate scope of protection. We are very
concerned that unfettered authority in the hands of the PTO will be used primarily by
PTO to decrease the patent application backlog by imposing arbitrary limitations on the
number of, or timing for, continuation applications and reduce the coverage that patent
owners are entitled to obtain. BIO urges Congress and the PTO not to seek to limit

continuation applications.

BIO members have many legitimate needs for filing continuations. Continuation practice
allows biotechnology inventors to obtain adequate protection for the full scope of their
inventions. The practice is common in our industry because it can take 12-15 years to
bring a product to market, and during this period the inventor’s understanding of his or
her basic invention increases over time. Take as an example the initial discovery of a
gene whose presence is predictive of a class of related disorders. During the patent
examination process, the inventor is likely to obtain a patent only on one aspect of his
discovery (i.e. a detection assay for one disorder in the class of disorders). This initial
patent will allow the inventor to seek investment capital to further the product
development process, while he files patent applications commensurate in scope with the
full scope of his discovery. The inventor, however, is entitled to protection for the totality

of his discovery which the PTO is reluctant to abide by at the initial filing.

The flexibility to file continuation applications is even more important in light of recent

cases decided by the Federal Court of Appeals for the Federal Circuit and the U.S.
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Supreme Court (for example the Supreme Court decision in Festo') where the law
encourages the filing of continuing applications of successively broader claims to ensure

that an inventor obtains the rights to which he is entitled.

Additionally, we are very pleased to note that the “second window” in the new post-grant
opposition procedure was not included in the Substitute bill. This provision drastically
would have decreased patent certainty by opening a new time period wherein patents
could be challenged, up to the point of patent expiry. Any new administrative challenge
process should have one, and only one, window to challenge a patent. It should not allow
for multiple challenges. If this is the case, patent certainty would never be fully settled.
With no certainty, venture capital would leave our industry, again threatening our ability

to bring new cutting-edge products to the market.

BIO members have in the past supported efforts that would harmonize U.S. laws with
those of our trading partners. Our members also believe that reforms that would
streamline PTO practices will help to eliminate redundancies, which in turn will make
obtaining patent protections more efficient and cost-effective. Moreover, BIO is on
record for supporting the elimination of the subjective elements of litigation which are a
financial burden to many in our industry. To the extent that the Substitute bill addresses
these issues, BIO is supportive of these efforts. For example, BIO supports the
provisions in the Substitute bill that would: move the U.S. toward a first inventor to file
system; allow the assignee in an invention to file for a patent; eliminate the best mode
requirement which is unique in U.S. patent law; limit inequitable conduct defense to
patent infringement; provide for pre-grant submissions of prior art; simplify the definition
of prior art; require publication of all applications at 18 months from filing; and reform

the willfulness standards.

! Festo Corp. v. Shoketsu Kinzoku Kogvo Kabushiki Co., 535 U. S. 722 (2002). Under Festo, an inventor gives up
his rights to protect the aspects of his invention under the doctrine of equivalents that he has given up throughout
prosecution. This holding has made it good practice to claim narrowly initially and seek broader protection through
continuations.
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BIO Members, however, have expressed considerable concern and opposition to the new
venue reform provision contained in the Substitute Amendment. Our members are
concerned that this provision significantly shifts the advantage in patent litigation in favor
of the defendant. Under current law a patent holder may bring suit anywhere that he/she
can establish personal jurisdiction over the infringer. The Substitute H.R. 2795 would
only allow a law suit to commence in the district where the defendant resides or the
district where the defendant has committed acts of infringement and has a regular
established place of business. The implications of such a provision for the biotechnology
industry are considerable. As owners of patents, our members are concerned that this
provision would severely weaken or possibly abrogate their patent enforcement
capabilities. In particular, resource limited biotechnology companies may be forced to
file law suits far outside of their normal jurisdiction since, the location where the act of
infringement is committed or the place where the defendant resides are not likely to be in
close proximity to the patent holdet’s jurisdiction. A small biotechnology company may
find it difficult if not impossible to assert its patent rights against a more powerful
competitor outside of its jurisdiction. We urge you to eliminate this provision from the
legislation. BIO members are not opposed to working with Members of this
Subcommittee and other interested stakeholders to find ways to limit abusive venue
practices, but we believe it is critically important that no provision in the bill operates to
constrain the ability of biotechnology companies to obtain and effectively enforce their

patent rights.

While our members agree on many of the provisions in the Substitute bill, there are areas
where our members are divided. Omne disagreement concerns the standard of proof
required to invalidate a patent in the proposed post-grant opposition procedure. As you
know, the current substitute requires that a patent challenger show by a “preponderance
of evidence” that a patent is invalid. Within BIO’s diverse membership, there are those

companies who prefer the “preponderance of evidence” standard for post grant
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opposition set forth in the Substitute Amendment, while others argue that the standard
should be changed to a “clear and convincing™ evidence standard. Those in favor of a
“preponderance of evidence” standard argue that it is appropriate for a PTO-conducted
proceeding, whereas those who favor a “clear and convincing standard” argue that
examined patents deserve a higher standard of validity because of the rigorous review of
patent applications at the PTO. They argue that the lower burden of proof will result in
frivolous oppositions, wherein competitors or undisclosed third parties take a chance at

invalidating a patent, even if they have little likelihood for success.

Other areas where certain of our members believe further improvements should be made
(or at least further considered) include the provision in the post grant opposition
procedure to keep the identity of the opposer secret; provisions that expand prior user
rights; provisions that reform re-examination; provisions directed to the apportionment of
damages and additional protections included in the post grant opposition procedure; e.g.

the ability of a patent owner to move the challenge to district court.

To the extent that there is disagreement, individual members are free to address their
views to you and other members of the Committee. While BIO has yet to forge
consensus on all of these provisions, we will continue to work diligently with our

members and Congressional staff on patent reform.

Coalition for Patent Reform Proposal

We recently became aware of a Coalition Patent Reform which includes some in the
pharmaceutical, electronics and information technology communities. We have been
apprised that this Coalition has developed a new patent reform proposal for consideration
built upon your Substitute Amendment. The proposal differs from your Amendment in
that it includes a new transfer of venue provision, repeals section 271(f), revises the

previous provision on apportionment of damages and clarifies the conditions for
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patentability taking into consideration the CREATE Act. Like the Substitute
Amendment, we view this proposal as a substantial improvement over H.R. 2795 in that
the proposal does not contain permanent injunction reform, continuation practice reform,

and a “second window” in post-grant.

With respect to apportionment of damages, BIO has not been able to achieve a consensus
as to whether such a change to the patent laws is necessary. The provision in the
Coalition draft as in the Substitute Amendment would codify one specific factor among a
dozen or so factors used by the court to determine apportionment of damages. This factor
directs the court to award damages based on the proportionate value of the invention in
question to the whole product in the market. Some of our members believe that it is bad
precedent to codify and potentially overemphasize one of these factors to the exclusion of
the others. Others disagree and believe that this provision does no more than codify an

aspect of existing law.

Our companies are also concerned about the new transfer of venue provision in the
Coalition draft. We note that this draft removes the onerous venue provision from the
Substitute Amendment and replaces it with a transfer of venue provision. However, the
primary objection to this particular approach within our membership is the belief that
transfer of venue motions will delay and divert patent infringement actions. The
interpretation of "substantial” in the mandatory setting of the language will encourage
transfer of motions by the alleged infringers. Nevertheless, our companies are open to

considering language that would change the venue statute.

Conclusion

In conclusion, BIO supports and applauds the contimuing efforts of this subcommittee to

improve the patent system. As noted, intellectual property protection is a critical element
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of biotechnology product development, and while BIO supports efforts to strengthen this

systern, we urge caution that the delicate balance of the system be maintained.

Given the significant technological breakthroughs that have been achieved in the medical
and health fields, BIO believes that the patent system has served the health and welfare of

the nation and the world.

Thank you again for your support of biotechnology's efforts to contribute to continued
innovation in the United States. [ would be pleased to respond to questions from the

subcommitiee.
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Mr. SMITH. Thank you, Mr. Chess.
Mr. Thomas.

TESTIMONY OF JOHN R. THOMAS, PROFESSOR,
GEORGETOWN UNIVERSITY LAW CENTER

Mr. THOMAS. Mr. Chairman and Members of the Subcommittee,
my name is Jay Thomas. I am delighted to have the opportunity
to testify at this hearing in my individual capacity as a concerned
observer of the patent system. By no means should my remarks be
construed as representing the views of Georgetown University or
the Congressional Research Service.

The Subcommittee deserves congratulations for its perseverance
in its efforts to reform the legal regime that is widely regarded as
America’s engine of innovation. Your leadership in advancing these
reforms has been remarkable, and we remain confident that you
will achieve the interest of patent owners, innovative industry, and
the public.

As the legislation continues to mature, the Subcommittee may
wish to consider what has been described as its foundations, recent
studies by the National Academies, Federal Trade Commission and
most recently the National Academy of Public Administration.

In addition, as originally presented, H.R. 2975 appeared to build
on a number of themes, including reducing trolling, curbing prac-
tices that lead to cost and delays in patent litigation, adopting best
practices from peer patent systems, and of course addressing per-
ceived shortfalls in patent quality.

The Subcommittee may wish also to consider the extent to which
subsequent versions of the bill fulfill these basic goals. I am going
to offer a few examples. New to the more recent provisions of H.R.
2795 are provisions directed toward venue and patent litigation.
For policy reasons that remain obscure, Congress has enacted a
specialized venue statute for patent cases and subsequent develop-
ments in the Federal Circuit have construed them in a liberal fash-
ion, essentially making venue conterminous for personal jurisdic-
tion. The result is a great deal of flexibility for patent plaintiffs.

One of the versions of the bill would in fact define more stringent
venue standards. Another would require or allow transfers of
venue. A few observations could be made about the competing ap-
proaches, both of which have their merits.

First, we have a Federal Circuit. We have one, the Patent Ap-
peals Court, that hears most, if not all, patent appeals in this coun-
try. So forum shopping doesn’t really involve the search for more
favorable alternative interpretations of the law, but rather dif-
ferent judicial levels of expertise as well as distinct docket manage-
ment systems that imply a different pace of litigation.

Finally, one of the major themes of the bill is to reduce the cost
and complexities of patent cases. The Subcommittee may wish to
consider whether the September 1 proposal, which provides stand-
ards for transfer of venue, is in keeping with the remainder of the
bill, which generally limits resource-intensive satellite determina-
tions in patent cases.

Let me also turn now to continuation applications. Predecessor
versions of the bill delegated authority to the PTO to regulate.
That language has now been deleted. In the meantime the recently
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issued National Academy of Public Administration report rec-
ommended that limitations be imposed on the number of continu-
ations that could be filed and developments in the courts proceeded
apace.

On September 9, the Federal Circuit decided Symbol Tech-
nologies v. Lemelson Medical, Education & Research Foundation,
affirming a judgment that a patent was invalid for prosecution
laches. Continuation practice is a long-standing feature of U.S. pat-
ent law and to some extent may even be required by the Paris Con-
vention, which is a treaty the United States signed in the 19th cen-
tury. Nonetheless, considerable concern both in the NAPA report
and commentary by academics and scholarly practitioners have
voiced concerns over potential abuses in connection with a limitless
refiling of applications. As a result, the Subcommittee may wish to
persist in its efforts to determine whether restrictions ought to be
imposed upon continuations or not.

With respect to oppositions, predecessor versions of the bill al-
lowed oppositions to be brought 9 months after the patent issued
or 6 months after the patentee brought a charge of infringement.
More recent versions of the bill eliminate that latter alternative.

Setting time limits for the instigation of a proposed grant pro-
ceeding requires a careful balancing of interests. The current pro-
posal is in line with the established foreign practice which ordi-
narily requires an opposition to be brought, I think, either 6 to 9
months of patent issuance. These time limits prevent harassment
or at least reduce potential for harassment of the patentee and pro-
vide stability for the proprietary right.

On the other hand, the current U.S. equivalent to opposition, the
reexamination proceeding, allows a request to be brought at any
time during the life of a patent. Further, unlike foreign counterpart
legislation, H.R. 2795 places strict limits on the length of opposi-
tion proceedings, might also reduce the opportunity to harass a
patent owner.

More liberal time restrictions may better highlight the U.S.
PTO’s role as a U.S. public service organization and best ensure
the quality of patents that were not immediately believed to be of
interest to affect this industry. As a result, the Subcommittee may
wish to pay careful attention to time restrictions by use of opposi-
tions for members of a public.

I see that my time has just about drawn to a close. I very much
thank the Committee for allowing me to testify. To your credit you
have consistently solicited a wide range of use. I know that I speak
for a wide number of legal academics and say we will remain avail-
able to you for technical assistance as you continue to plumb what
you have properly described as an arcane field of law.

Thank you very much.

[The prepared statement of Mr. Thomas follows:]
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Mr. Chairman and Members of the Subcommittee:

My name is Jay Thomas. T currently serve on the law faculty of the Georgetown University. T am
honored to have the opportunity to testify at this hearing in my individual capacity, as a concerned observer
of the patent system.

This subcommittee deserves congratulations for its perseverance in its efforts to reform the legal
regime that is widely regarded as America’s engine of innovation. Many of the provisions of H.R. 2795 have
been the subject of serious discussion since the publication of the Report ofthe President’s Commission on
the Patent System—which was issued in 1966 at the request of the Johnson administration. Your leadership
in advancing these reforms has been remarkable, and we remain confident that you will achieve a bill that will
balance the interests of patent owners, innovative industry, and the public alike.

L Apportionment of Damages

Pending legislation would address the award of damages where the patented invention forms but one
component of the infringer’s larger commercial product or process. Section 6 of both the July 26, 2005,
substitute to H.R. 2795, as well as the proposal of September 1%, are directed towards perceived concerns
about overly generous damages awards in this context. Generally speaking, they both call for the
apportionment of infringement damages in a manner that takes into account the infringer’s own contributions.
The proposed language derives in part fromthe seminal 1970 opinion ofthe federal district court in Georgia-
Pacific Corp. v. United States Plyvwood Corp.,! which has in turn been frequently relied upon by the Federal
Circuit.”

Given that this general concept of apportionment has been part of the patent law for at least 35 years,
one might wonder about the controversy this portion of the bill has engendered. The rationale for this
provision appears to be concerns over the potential for overly generous awards of damages based upon so-

'318 F. Supp. 1116 (SD.N.Y. 1970).

*See, e.g., Tmonex Servs., Inc. v. W.H. Munzprufer Dietmar Trenner GmbH, 408 F.3d
1374 (Fed. Cir. 2005).
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called system claims. Allow me to provide a simple, and somewhat exaggerated example illustrating this
concern. The inventors of an improved rear view mirror may draft a claim that sets out the various
components of their mirror. But they may also draft a claim towards an automobile that incorporates that
rear view mirror. Under established law, if an automobile manufacturer infringes the rear view mirrorpatent,
an award of damages based upon the purchase price of the entire automobile is inappropriate. The precise
damages determination, however, is one that is necessarily subject to case-by-case consideration.?

With apportionment already a settled part of'the patent law, and indeed an established part of allied
disciplines such as the copyright law as well,* a codification of this principle does not likely qualify as a
centerpiece of this legislation. One option that the subcommittee may believe to be most appropriate is
simply not to speak to this issue within this legislative package.

Should this subcommittee believe that legislative reform is appropriate, allow me to make a few
observations concerning Section 6 of the July 26, 2005, substitute to H.R. 2795. That provision in part
requires a court to assess “the portion of the realizable value that should be credited to the inventive
contribution as distinguished from™ other factors. The required assessment of the “inventive contribution”
of a patented combination—rather than an analysis founded upon the words of the claims themselves—would
arguably mark a notable change in U.S. patent law. As the Federal Circuit recently stated:

Tt is well settled that “there is no legally recognizable or protected ‘essential” element, gist or
‘heart’ of the invention in a combination patent.” Rather, “‘[t]he invention’ is defined by the
claims.”*

The subcommittee may wish to consider whether apportionment, which is a discrete problem arising in a
limited set of cases, merits what might constitute a substantial change to the patent law. Notably, the
September 1* proposal eliminates the bill’s reference to an “inventive contribution.”

The July 26, 2005, substitute to H.R. 2795 also refers to “combination patents.” The subcommittee
should be aware that this phrase is a term of art in the patent law. Older case law in essence used this term
as a pejorative, to suggest that such a patent claimed an invention that was merely a collection of parts that
have been cobbled together, and was thus of dubious validity.¢ As the Court of Appeals for the Federal
Circuit has more recently explained:

Virtually all patents are “combination patents,” if by that label one intends to describe patents
having claims to inventions formed of a combination of elements. It is difficult to visualize,

7See ROGER E. SCHECHTER & JOHN R. THOMAS, PRINCIPLES OF PATENT LAW § 9.2.2.3 (2d
ed. 2004)

*See, e.g., Frank Music Corp. v. MGM, 886 F.2d 1545 (9" Cir. 1989).
*Allen Eng’g Corp. v. Bartell Indus., Inc., 299 F.3d 1336, 1345 (Fed. Cir. 2002).
*Great A&P Tea Co. v. Supermarket Equip. Corp., 340 U.S. 147 (1950).
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at least in the mechanical-structural arts, a “non-combination” invention, i.e., an invention
consisting of a single element. Such inventions, if they exist, are rare indeed.”

The subcommittee may wish to recognize the history behind the term “combination patent” in deciding
whether to employ in within the context of this legislative reform package.

Finally, both the language of the July 26, 2003, substitute to H.R. 27953, as well as the proposal of
September 1st, expressly apply only to an award of a reasonable royalty. Notably, the courts may also award
damages, in appropriate cases, equal to the lost profits of the patent proprietor. Under the Patent Act, the
reasonable royalties methodology is effectively the minimum compensation base.® The reason both proposals
are limited to reasonable royalties probably stems from the fact that they derive from the Georgia-
Pucific case, which under its facts was itself limited to reasonable royalties. The policy grounding for a
statutory apportionment provision applying only to reasonable royalties is unclear, however. The
subcommittee may wish to consider whether the apportionment rule should apply to both damages
methodologies applicable under the patent laws.

1L. Transfers of Venue

New to the more recent versions of H.R. 2795 are provisions directed towards venue in patent
litigation. For policy reasons that remain obscure, Congress has enacted a specialized venue statute for
patent cases. Since the 1990 decision of the Federal Circuit in VE Holding Corp. v. Johnson Gas Appliance
Co.,” this statute has been construed in a liberal fashion. For corporate defendants, at least, venue is
effectively conterminous with personal jurisdiction.”” The result is a great deal of flexibility, to say the least,
for patent plaintiffs in selecting a forum for litigation.

Apparently animated by concerns over forum shopping, Section 9 of H.R. 2795 would provide more
restrictive venue provisions. The September 1* proposal would instead stipulate standards for transfer of
venue to a more appropriate forum.

A few observations about these competing approaches, each of which has its merits, may be
appropriate. First, the existence of the Court of Appeals for the Federal Circuit limits the impact of forum
shopping in patent cases. Forum shopping does not involve the search for the more favorable of alternative
interpretations of the patent law, but rather different levels of judicial expertise, as well as distinct docket
management systems that imply a different pace of litigation. As a result, the impact of forum shopping is
diminished in comparison to many other fields of law.

“Stratoflex, Tnc. v. Aeroquip Corp., 713 F.2d 1530, 1540 (Fed. Cir. 1983).
835 U.S.C. § 284.
917 F.2d 1574 (Fed. Cir. 1990).

MSCUECHTER & THOMAS, § 10.1.3.
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Flexibility in forum selection may well have contributed to the concentration of patent litigation in
a handful of districts. This trend has allowed “thought leaders” to develop among members of the federal
bench—distinguished jurists who have heard more than their share of patent cases. In addition to providing
experienced fora for the resolution of patent disputes, these trial jurists enrich our bar and provide
perspectives that might otherwise be lacking in law and policy debates. The potential impact of any proposed
legislation upon this development should be considered.

Finally, one of the major themes of H.R. 2795 is the desire to decrease the costs and complexities of
patent litigation. Deletion of the best mode requirement, and limitations upon the doctrines of inequitable
conduct and willful infringement, are among those provisions that would lend more focus to patent trials.
The September 19 proposal, which provides standards for transfer of venue, is arguably not in keeping with
the remainder of the bill, which generally limits resource-intensive satellite determinations in patent cases.
This subcommittee may wish to get to the bottom of the nature of venue in patent cases, rather than
potentially add an additional wrinkle to patent enforcement proceedings.

1I1. The Grace Period

Since 1839, the U.S. patent law has allowed for a one-year grace period. However, because the one-
year date is based upon the actual U.S. filing date,'' that provision has been something of an illusion to
foreign applicants. This means that applicants who rely upon grace periods in their home jurisdictions, and
then take advantage of the full period of international priority, imperil their U.S. rights.

Recently, U.S. trade negotiators have arguably aggravated this situation. For example, in the free
trade agreement negotiated between the United States and Australia, each signatory agreed to provide a one-
year grace period based upon the applicant’s own disclosures.'? Perhaps not mentioned during the
negotiation was that should an Australian inventor take advantage of the grace period in his own jurisdiction,
he would almost certainly forfeit any U.S. rights that he might be able to obtain.

Legalharmonization—through the incentives contemplated by the proposed legislation—is an important
goal. Nonetheless the United States could opt to lead by example, and provide a grace period based upon
the effective, rather than the actual U.S. filing date.

1V, Conclusion

Let me close by offering a few observations about HR. 2795, Although the FTC and National
Academies Reports may have served as the foundations for this legislation, it should be noted that (1) many
of the recommendations do not form part of H.R. 2795; and (2) that many of the provisions of H.R. 2795
find no analog in those reports. The subcommittee may wish to acknowledge these distinctions in its report
accompanying this legislation, and explain why many of the significant recommendations within these reports
did not see the light of day.

135 US.C. § 119(a).
See Art. 17.9(9) of the U.S-Australia FTA.
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Second, two of the original provisions of H.R. 2795, relating to injunctions and continuation
applications, are apparently no longer part of the legislative reform package. While they may be gone, they
will not be forgotten. On September 9, 2005, the Federal Circuit decided Symbol Technologies, Inc. v.
Lemelson Medical, Education & Research Foundation L.L.P.,"” affirming the judgment that a patent was
invalid for prosecution laches. Presently before the Supreme Court on petition for certiorari is eBay, Inc. v.
Mercexchange L.1..C.,"* which questions the Federal Circuit’s general rule that victorious patentees should
be entitled to injunctions in infringement cases. So [ wish merely to warn the subcommittee that these issues
may potentially darken your door in the near future, and that the patent community may require the benefit
of your wise judgments in future reform efforts.

Again, my thanks to the subcommittee for allowing me to testify before you.

1 F3d__ (Fed. Cir. Sept. 9, 2005).

“The Federal Circuit opinion is available at 401 F.3d 1323 (Fed. Cir. 2005).
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Mr. SMITH. Thank you very much, Professor Thomas.

Let me direct my questions first to Mr. Simon. As I mentioned
in my opening statement, I am going to focus on venue and appor-
tionment. Actually what we did was a breakdown and a chart on
both issues. It looks like to me that there is not any strong opposi-
tion to the redline venue. Most folks seem to find it acceptable. In
the case of PhRMA some members are on the one side, some mem-
bers are on the other. But it looks like the September 1 draft is
not necessarily objectionable. So let me focus on apportionment ini-
tially.

Mr. Simon, my question for you is going to really be why do you
support the July versus the September version. But I think you an-
swered that in your testimony.

Let me ask you this, without your volunteering to negotiate in
open court over any details, do you think that a compromise is pos-
sible on apportionment?

Mr. SIMON. I think it’s fair to say, Mr. Chairman, that technology
companies and BSA have been nothing but ready to compromise in
this process.

Mr. SmiTH. Okay.

Mr. SiMON. I think it’s also fair to say that there are certain
places where we cannot go, where the support of our industry for
this legislation should not be taken for granted. This is an extraor-
dinarily important issue for us. Are there different ways to formu-
late it? Yes. But there is a core issue here that is really separating
the parties.

For our industry to look at products as a whole implicates an
enormous exposure to damages, and that is simply not a place
where we can go.

Mr. SMITH. Thank you. Mr. Johnson, in regard to apportionment,
it is my understanding that initially PhRMA agreed to the July
version and then I think must have changed. You must have
changed your mind because you now support the September redline
instead of the July substitute. Is that true that you initially did ap-
prove the July substitute?

Mr. JOHNSON. Mr. Chairman, I am wearing two hats today. I will
say that I don’t think that PhRMA agreed either to the July
version or to the coalition text as it is now for this matter. How-
ever, I do think that they did not express opposition to the coali-
tion—rather, to the July 26th draft on apportionment as much as
on venue. I know that they reached the second—however, in my
written testimony I do point out that even some of the people in
the coalition drafters, negotiators if you will, have the damages
language that—the inventory contribution language in some of
their earlier drafts, when they were, I believe, under the impres-
sion that the purpose of that text was to codify Georgia-Pacific fac-
tor 13.

It only became apparent, really in the summer, in August, to
many of those involved, that the provision that was being sought,
at least the interpretation that was being sought for the inventive
contribution language was this subpart or sub-element approach to
dissect the invention down to its subparts and to then inquire
which of those subparts had, if any, inventive contribution.
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That really has become—this is not just a semantic difference in
language, this is really a fundamental difference in that I think the
coalition supporters and many others really feel that would go to
the very heart of patent damages.

Mr. SmiTH. Okay. We may follow up with you on that particular
subject. I appreciate that point of view.

Mr. Chess, in your testimony, you may not have so intended, but
your testimony quite frankly reminded me of just how much has
been taken out of the original bill and how much has been com-
promised and how much has been jettisoned and how many conces-
sions have been made. Like I say, that might not have been the
intent of your testimony, but it just reminded me of how far we
have come, if you want to look at it that particular way.

The other thing, is it a correct reading of BIO’s stand that main-
ly, mainly because of having 1,000 member companies, that you
really haven’t taken a hard position on either venue or apportion-
ment? I notice that you said some member companies support the
September 1 draft in regard to that very issue. Others support the
September draft in regard to apportionment. But because of the
multitude of interest, that you represent, you haven’t taken a hard
position on either venue or apportionment. Is that a fair descrip-
tion?

Mr. CHESS. First of all, let me respond to the first thing you said.
Actually, we have beenappreciative of the work, working with you
and the others of the Committee, and how much progress has been
made here. So we actually believe that the work that has been
done

Mr. SMITH. One person’s progress is another person’s concession.

Mr. CHESS. Yes, because you know, in our industry, as I think
you gathered from my testimony and discussions that you have
had, intellectual property is probably as important or more impor-
tant to our industry than any other, because it’s the very heart of
what we are doing because the long development times and the cer-
tainty of being able to protect what you have developed 10, 15, 20
years out.

Mr. SmiTH. Okay.

Mr. CHESS. In regards to the two specific questions you asked on
apportionment and on venue, of those two issues the venue issue
is a far more important one to us than the apportionment issue.
On the apportionment we have different views within the industry.
Some view that codifying one out of, I guess, 13 different ways of
doing apportionment, you know, would be somewhat unusual and
maybe cause the other ones to be less important. Others view it as
just codifying something that frankly is done by judicial review
anyway. So that is not a critical issue.

On the venue, the venue is a very important issue to our indus-
try. The key concern there is twofold. One of them is using provi-
sions such as being proposed in the coalition as a delay tactic, so
delaying the time that you are able to get injunctive relief, and also
a great deal of concern, particularly from smaller companies like
my own, of the difficulty of basically having venue chosen in some
ways by the defendants in places that are far away and difficult
for you to both work in.
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That said, we are still studying the September 1 draft and have
not come to a——

Mr. SMITH. I have you down as open to considering the language,
is that right?

Mr. CHEsS. I think we are open to considering, open to discussion
on it.

Mr. SMITH. Thank you, Mr. Chess.

Professor Thomas, my time is up on questions, but I will take the
liberty of making a quick observation on your testimony. It was un-
usual, it was subtle, it was understated. I thought it was effective,
mostly persuasive or persuasive in many cases. But I appreciated
your suggestions and comments.

Now, you may not like this comparison, or maybe you will, but
it reminded me a lot of what I have seen of Judge Roberts’
writings. So depending on which side you are on, you may or may
nothconsider that to be a compliment, but it is intended to be as
such.

The other thing regarding your testimony that I can’t let pass,
and that is that anyone, as you did on page 5, who refers to the
plural of forum, which most of us would say forums, as fora, f-o-
r-a, the Latin plural, can’t be all bad.

So anyway, we appreciate your testimony.

The gentleman from California, Mr. Berman, is recognized.

Mr. BERMAN. Well, thank you, Mr. Chairman, some can see it as
similar to Judge Roberts, others can see it as patting your back on
the one hand and picking your pocket with the other.

Mr. SMITH. Oh, that is too harsh, Mr. Berman.

Mr. BERMAN. The reason I say that is we have a redline version
with some—we have a bill which, to my way of thinking, has
stripped out very significant reforms in the process. There are
fr‘nany still in it, but it has stripped out some very important re-

orms.

It has gone the way that I gather a number of your member com-
panies like in the way of apportionment. It has diluted the venue
provision. That happens to be a dilution that I like. But I think it’s
better than the original venue provision that I saw in the July
draft. And at least based on your answer to the Chairman, neither
PhRMA nor BIO support the bill, even though all these changes
ha‘\?/e been made at the behest of BIO and PhRMA. What is going
on?

Mr. JOHNSON. I suppose I will volunteer to try to answer that.
As for PhRMA, PhRMA has only more recently become involved in
this and was not one of the original movers behind the legislation.
They didn’t submit text. It wasn’t one of the organizations that was
doing that.

As for the redline, there simply hasn’t been enough time since
September 1 for, to my knowledge, any of the organizations that
are larger professional associations and trade organizations to sit
down and go through the procedures that are necessary for them
to accept or reject as a whole. It was coincidental that IPO had its
aﬁmual meeting on this over this past weekend and was able to do
that.

However, I would note that a number of PARMA member compa-
nies are supporters of the coalition text. And I am not a politician,
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so I don’t perhaps want to prognosticate what that would mean,
but I would certainly—it shows that a number of pharmaceutical
companies are supportive, as are companies from many other in-
dustries.

Mr. CHESS. As, you know, you can tell with the work that has
been going on with the Committee, this is an area that is, as I
mentioned earlier, absolutely critical to our industry, and we have
put a lot of work as an industry into developing positions here. I
don’t think we would have put that much work in it if we don’t ul-
timately like to see a bill move forward and see a deal struck that
is acceptable to all parties.

That said, I mean, developing a position within BIO with our
thousand members is very difficult on something where it is so crit-
ical to so many different companies, and there’s often divergent
business viewpoints on that. We have worked very hard within BIO
to come to a consensus view. We actually at our executive com-
mittee meeting in August, patent reform in the various proposals,
were focused on it. We had a call in September that our board
members joined on, and we are still working to sort of come up
with a unified position.

Some of the latest redline areas that Chairman Smith discussed,
we are still studying and trying to come up with viewpoints, but
we are working very hard to come up with a unified position among
many different areas so we can work with the Committee in devel-
oping a bill.

Mr. BERMAN. Well, all I know is Chairman Smith has convened
a number of meetings with the representatives of PhRMA and BIO
since last May. It seems like—and I know there have been count-
less meetings separate from us or with our staffs. It just seems to
me that organizations as sophisticated and agile as the ones that
comprise your organization members, if there isn’t some process
that allows decisions to be made over that period of time in the
context of what constitutes necessary changes to get the organiza-
tion support and what doesn’t, there is something missing.

Let me ask one last question on this time. I guess perhaps it’s
to Mr. Chess.

We have taken out, I guess in the July draft, the second window.
I think it’s no surprise, I think that weakened the effectiveness of
the reforms we sought. The argument was not to allow that second
bite at the apple.

At the same time, Mr. Chess, the reason I guess I am asking this
question is, you sort of very strongly and emphatically came out for
the continuations process unchanged, the right—which apple is the
second bite not appropriate at? You want to have it—unfettered
ability to file continuation, file successive patents, but heavens for-
bid that someone who is totally unaware of the existence of the
patent until they were sued or be sent a letter of infringement now
wanted to utilize the post-grant opposition that they had their
chance. Whether they knew it or not, it doesn’t matter. They had
their chance, if it passes, that’s it.

Do you see what I mean? There seems like there is an inconsist-
ency, depending on which ox is getting gored.

Mr. CHESS. Well, let me explain. You know, at least in the con-
text of our industry, which is, first of all, on the post-grant, and
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I will sort of tie the two together in the second window, we need—
and I can speak to our company—for bringing this product to mar-
ket we have needed to raise $1.2 billion. The key to be able to do
that for us is the certainty of the intellectual property. There is no
way we would have been able to raise that kind of money if people
thought our intellectual property wouldn’t hold up.

Having a second window where 8 years, 10 years, 15 years out,
somebody can come back by a lower standard than what would
have held up in a court and have a chance to basically invalidate
our intellectual property would be a huge issue for investors, and
I think that would make a major difference in the amount of
flowback coming in.

Mr. BERMAN. Let’s just state that accurately. Someone who
comes in at a point where they have been told that they are—it is
alleged that they are infringing on a patent that they may have
had no knowledge of and only has to show by a preponderance of
the evidence that the patent never should have been granted in the
first place, that’s not what I would call a low standard.

Mr. CHESS. It certainly—as you know, sir, it’s a lower standard
than would be, you know, in a court. And certainly in our industry,
you know, the patents are all published, people can read them and
they have plenty of opportunity to look at the literature, you know,
before embarking on an area.

On the continuation in parts, in the biotech industry it takes
many years to perfect an invention, particularly for smaller compa-
nies where you don’t have the full resources to develop all the as-
pects of that. That’s why in our company and many others you see
many continuation of parts. They are not separate patents. They
are basically taking the invention and basically fleshing it out over
time so you are able to get the full value out of it.

Mr. SmiTH. Thank you, Mr. Berman. The gentleman from Flor-
ida, Mr. Keller, is recognized for Committee questions.

Mr. KELLER. Thank you, Mr. Chairman.

Mr. Chess, you are the chairman of a company that’s been in
business for 14 years and is still not profitable.

Mr. Simon, you are the counsel for a group that you call the BS
Alliance. With that background, why aren’t you guys running for
Congress?

My first question. I am going to be directing most of my ques-
tions to the issue of litigation reform. But before I do, just looking
at other parts of the bill, I can’t help but notice, Mr. Chairman,
that section 5 of this bill is called the duty of candor. So Congress
is now telling private citizens that they have a duty to be candid.
Isn’t that a bit like Colonel Sanders telling people they have a duty
to be nice to chickens.

I think it may be subjective and a bit tough to bring some en-
forcement in that section, but I remain open minded in that section
and every other one.

With respect to litigation reform, let me begin with

Mr. Simon. Do you think there should be additional reforms in
this bill aimed at reducing excessive or frivolous litigation and, if
so, what do you think they should be?

Mr. SIMON. It’s a tough committee, Mr. Keller, because we have
throughout this process identified a number of areas where we
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would like to see reform. For a variety of reasons this Sub-
committee has decided at this time not to take up all of those
areas. But the problem of excessive litigation continues to spiral
out of control in our industry.

If I may, let me just read to you the first sentence of an article
in yesterday’s “Wall Street Journal” by Bill Buckley. He writes: In
one of Douglas Fuey’s early business ventures he provided phony
new vehicle titles for stolen cars. His partner Larry Day is a one-
time Blackjack dealer in Las Vegas. Together, the two men have
found a more active line of work suing cell phone companies for
patent infringement. Earlier this year their company got $128 mil-
lion in damages from Boston Communications.

That’s an example of what I think we are confronting that is
going to become more and more of a problem. I think this bill will
make a difference. I think that some of these issues have to be re-
considered by you over time.

Mr. KELLER. Okay. Mr. Johnson, do you think there are addi-
tional reforms aimed at reducing excessive or frivolous litigation
that we might consider ?

Mr. JOHNSON. I think there are. I couldn’t estimate whether or
not they would be politically acceptable. They are something that
could be accomplished. We have considered a great many of them
during our conversations. One that we have considered and re-
jected as probably not possible would be to adopt the English sys-
tem of awarding attorneys fees to the prevailing party and as a
way for deterring frivolous litigation.

Mr. KELLER. You considered that but didn’t think ultimately that
would fly?

Mr. JOoHNSON. Well, actually, I personally did, but I was advised.
This is part of a larger process, and others advised me that was
probably not something that could be accomplished.

Mr. KELLER. What about the idea of bigger sanctions for frivolous
litigation? Did you all ever consider that?

Mr. JOHNSON. Well, that would fall in that same category.

Mr. KELLER. Not really, because the loser pays. You can lose and
still not have a frivolous suit, you know. You just have to pay the
other side. There are some people that have legitimate suits, you
know, just bad, bad ideas.

Mr. JOHNSON. Yes. Well, we already have now in the patent laws
the abilities for the courts to award trebled damages in attorneys
fees but especially attorneys fees in exceptional cases, and that ap-
parently is not sufficient to deter as many frivolous suits as we
would like.

Mr. KELLER. Okay. Mr. Chess, of course, both of you gentlemen
know I was joking about your respective backgrounds there. But do
you have any ideas of any additional reforms that we might con-
sider that would reduce frivolous litigation?

Mr. CHESS. Yes. Actually just on the note, the average biotech
company, you might be interested, it takes about 15 years to gain
profitability. That includes sort of the successful one like
Genentech and Amgen. It is a long road.

Mr. KELLER. I know, I am just kidding.

Mr. CHESS. I know.

Mr. KELLER. Okay.
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Mr. CHESS. The one thing I can tell you—unlike the other people
here I am not a patent attorney, so I can’t give you probably kind
of specific concepts here. The one I probably can reinforce is the im-
portance of being able to enforce the patent, you know, in our in-
dustry, given the amount of, you know, investment we make. But
I will sort of leave it to the others and perhaps if we can get back
to you in writing on specific ideas on this area.

[11:32 a.m.]

Mr. KELLER. Mr. Chairman, the final—if Mr. Thomas could
also—or Professor Thomas, give us your thoughts. More sanctions
for attorney fees, prevailing party get their fees paid, any other
ideas that you think would help with reducing frivolous litigation.

Mr. THOMAS. I'm not in a specific position to advocate reforms
before the Subcommittee. However, I can report scholarly discus-
sion on three points. One is, of course, adoption of the English rule
for fee shifting, which may reduce asymmetries in litigation risk
profiles between troll plaintiffs and for innovative firms.

Another possibility is that the patent system currently uses a
specialized court at the appellate level. There may be an option for
having magistrates, special masters who are more specialized at
the trial court level.

Finally, I think it’s fair to say it’s pretty widely believed that ar-
bitration in the patent field has been a quiet failure, and the Fed-
eral circuit is currently embarking upon an arbitration proposal.
Perhaps the Subcommittee could use its good offices to encourage
arbitration as a means of reducing transaction costs associated
with dispute resolution in the patent field.

Mr. KELLER. Thank all of you, Mr. Chairman. Yield back.

Mr. SMITH. Thank you, Mr. Keller.

The gentlewoman from California Ms. Lofgren.

Ms. LOFGREN. Thank you, Mr. Chairman. As always, this has
been a useful and enormously interesting hearing, and I appreciate
that the witnesses would take so much time and explain their
viewpoint on it. I'm struck again by the disagreements that are
really rooted in some cases by the different business models that
are present before us. And I think it is important and that we've
had this spirit throughout that with whatever reform we have, we
make sure that we nurture every element of our economy. It’s im-
portant for all of us that biotechnology and IT, that everything
flourish for the whole good of the American economy.

Having said that, however, I remain frustrated that we have not
yet reached an agreement where I think in some areas we could.
And I was listening, Mr. Simon, to your testimony and your prob-
lem with the coalition print language on calculation of damages.
And I'm wondering if you could provide examples of real situations
you have encountered where a court awarded excessive damages to
a patentee unfairly based on the whole product subject to the pat-
ent rather than simply the inventive contribution so we can under-
stand your point of view a little bit better.

Mr. SIMON. Thank you, Ms. Lofgren.

There have been a whole series of cases. We had a case some
years ago where General Electric was sued over its magnetic reso-
nance device, where a very small element of it was infringing, and
the damages were calculated based on the entire MRI machine,
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which is millions of dollars, as I understand it. We had a case just
a couple of years ago where Bose was being sued by JBL Speaker
Manufacturers. What was at issue was an input into the speaker,
how the analog information comes in. Again, the damages were
based on the entire speaker rather than the patented port. Last
year we had a case in Procom v. Symbol, which is a wireless tech-
nology which we now all use, the 80211 standard. At issue was a
power-saving feature in the chip. Again, the damages were cal-
culated not just on the basis of the power-saving feature, but on
the transmitter, the receiver, the entire technology.

So if you'd like, I'd be happy to submit for the record specifics
on these cases and many others.

So we have a pattern where courts—where juries are awarding
damages based upon entire products. And as you well know, for ex-
ample, a computer may have as many as 2,000 or 3,000 or 4,000
patents that read on to it. Well, if you award 1 percent damages
per patent, you end up with damages potentially swamping the en-
tire value of the product. That’s the threat that we confront.

Ms. LOFGREN. I think it would be helpful to the Committee if you
could submit details for us to study.

Mr. SiMON. We’d be happy to.

Ms. LOFGREN. I would appreciate that.

Mr. Thomas, I understand from your testimony that you believe
that existing law under Georgia Pacific allows courts to—already—
to apply an apportionment principle in patent cases. What do you
think of how the court apportions damages based on facts in the
cases just disclosed or mentioned by Mr. Simon? Do you have—
what’s going wrong here?

Mr. THOMAS. My experience at the Congressional Research Serv-
ice has taught me to see both sides of many issues. It’s fair to say
that this is already a part of our law, at least with respect to rea-
sonable royalties. There may be a lack of appreciation of that point.
There may be disagreements as to the factual dispute. The notion
is, well, why is someone buying this product? Are they buying it
because of a particular advantage? They’re probably not buying a
car because of a patented windshield wiper, but they may be buy-
ing a speaker because of a patented woofer. So there’s simply going
to be independent factual determinations that have to be made on
a case-by-case basis, and there will also often be disagreements
about particular facts in particular cases. I can describe the prob-
lem as really no more than that.

Ms. LOFGREN. It was a number of months ago now, I submitted
a memorandum that were suggestions not that I had made, but
that had been made to me by academics, and I would never support
the English rule when it comes to ordinary tort law, number one,
because that’s up to the States, not up to the Federal Government.

And, number two, you can have injured parties that lack the
means to actually hire counsel and seek justice in courts. Those ra-
tionales don’t apply in this case because it is Federal jurisdiction,
and you have people of means for the most part who can have the
ability to protect or assert their rights.

I'm wondering, Mr. Johnson, you talked briefly, in answer to my
colleague’s question, about the—adopting the copyright standard
for attorneys’ fees. How much do you think would that change the
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dynamic in terms of frivolous lawsuits? Actually, I'm over, but per-
haps we could get a comment from others.

And then the other suggestion made to me was to mandate attor-
neys’ fees for defendants who respond to demand letters that sub-
sequently invalidates the patent in court. I'm wondering if anyone
?as a perspective of how much that might heal the problems that
ace us.

Mr. JOHNSON. May I respond?

Mr. SMITH. Yes. Mr. Johnson.

Mr. JOHNSON. I think that adoption of the English rule would
substantially deter the bringing of frivolous actions, and it would
allow the bringing of some actions which now are not brought be-
cause the enormous cost of patent litigation may in some situations
overshadow the recovery that’s likely. I think if you envision what
the BSA folks might refer to as trolls bringing an action against
a large software company, for example, knowing that if they go to
final judgment and lose, that they may have to pay the attorneys’
fees incurred in such an action, that there probably would be a
very different dynamic.

Ms. LOFGREN. Mr. Chairman, I know my time is up, and I appre-
ciate Mr. Johnson’s response. Could we just ask Mr. Simon to brief-
ly comment, and then I'll yield back.

Mr. SmiTH. Why don’t we have one more response, and then you
can also follow up with written questions, which I'm sure they’ll be
happy to answer as well.

One more response, Mr. Thomas.

Sl\gs' LOFGREN. Actually, I was wondering if Mr. Simon and
BSA——

Mr. SMITH. Sorry; Mr. Simon.

Mr. SIMON. Mr. Chairman, with respect to the English rule that
has been suggested, we think it would make a difference. The prob-
lem with frivolous litigation and attorneys’ fees being paid by a
frivolous plaintiff is you have got to have a real entity there. What
we have in a lot of situations right now is the entities are suing
are operations much like the one that Bill Buckley described in this
article yesterday. So for entities like that, having to—at the end of
the day having to pay potential legal fees, is not going to make that
much of a big difference. If the suit is between two established en-
tities, Johnson & Johnson and GE, there’s a real disincentive there.

So I'm not negating the fact it would have an impact, I'm just
not sure——

Ms. LOFGREN. It just doesn’t deal with the issue of stopping prod-
ucts shipping because of the exposure.

Mr. SiMON. That’s one of the elements of it, too. I just didn’t
want to go down the injunction path with you.

Ms. LOFGREN. I understand.

Thank you, Mr. Chairman.

Mr. SmiTH. Thank you, Ms. Lofgren.

The gentleman from Utah Mr. Cannon is recognized for ques-
tions.

Mr. CANNON. Thank you, Mr. Chairman. If I could just follow up
on this discussion about the English rule, which I always have dis-
liked. I note that the Chairman has introduced a bill called the
Litigation Abuse Reduction Act, LARA, which is in my Sub-
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committee, so we're working complementarily here. The idea be-
hind that bill is we actually put teeth in rule 11 sanctions, which
seems to me might actually go a long ways.

Mr. Thomas in particular, or any other panelist who would like
to talk about it, does rule 11 sanctions actually—do they work in
this case, and would that improve the situation?

Mr. THOMAS. Again, there are a couple sides to every issue, but
generally speaking, I think rule 11 has not historically proven to
be a tremendous success in curbing abusive litigation practices.

Mr. CANNON. Definitely not historically, but is it possible? Are
you familiar with the bill we call LARA?

Mr. THOMAS. Yes, I've reviewed it. Generally speaking, patent
litigation is very unpredictable; very difficult for individuals to de-
termine in a jury trial system exactly what is going to happen. And
so I think there often is a plausible argument of infringement and
validity. I suspect I'm a little suspicious of the approach. Thank
you.

Mr. CANNON. By that you mean you don’t think the approach
would be effective, or you think given the vagaries of a jury trial,
that it might not produce the justice from a judge making a deci-
sion? about the frivolous nature of the case as compared with a
jury?

Mr. THOMAS. For all those reasons you have described.

Mr. CANNON. Mr. Johnson, do you want to comment on that one?

Mr. JOHNSON. Yes. I think that there’s quite a difference between
expecting that a rule 11 sanction would be applied or might be ap-
plied when you finally get to trial and the dynamics that are in-
volved in bringing suits and negotiating settlements in advance.
The English rule, as we've discussed, would establish the certainty
that the prevailing party would get its attorneys’ fees, and that will
clllange the dynamics in the settlement negotiations that take
place.

And we have to remember that the vast majority of these kinds
of disputes are never tried. One case in thirteen or even less than
that actually gets to trial. The possibility that rule 11 sanctions
would be applied in the cases that get to trial would be sufficiently
remote, so I'm afraid it wouldn’t change the dynamics.

Mr. CANNON. I think the nice thing about LARA is it can be ap-
plied at any stage. So if it becomes clear to a judge that a case is
frivolous—what do we need to do to LARA to make it actually bite
the guy who brings that frivolous case and then it’s paid out of
court?

Mr. JoHNSON. If I may, the cases are sufficiently complex that
in the pretrial stage it’s unlikely the judges would develop the de-
gree of familiarity and confidence to want to go and sanction one
party or the other prior to trial. I think that’s something courts
would be reluctant to do.

Mr. CANNON. They certainly have been reluctant to do that in
the past. I think we need a change of view among our jurists today
to get in, look at a case, see if it’s got substance, and then sanction
people. And that’s what I hope LARA will do at some point in time.
I think that is a duty that we need to start imbuing into the judici-
ary. I think LARA 1s a good step in that direction. I'm relatively
passionate about that. That’s why I'm asking these questions, be-
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i:)aluse I want the judges to be thinking about what their responsi-
ility is.

Mr. Simon, let me go to you for a moment. In your testimony you
support the repeal of section 271(f). There are companies in the
U.S. that contend it is intended to protect intellectual property
from overseas infringement. If intellectual property protection is
the goal of our bill, does the repeal of 271(f) affect that goal?

Mr. SIMON. No, I don’t believe so, Mr. Cannon. The provision was
added to the U.S. Law in the 1980’s, 1984, I believe, where we had
a situation where folks were gaming the system. They were assem-
bling parts that if they had been put together in complete product
would have been infringing in the U.S., but the parts individually
were not. What they were doing is shipping those products outside
the U.S. to avoid the patent infringement in the U.S. and 271’s
aﬁlded the law to make sure those folks could not get away with
that.

What we have now is an aberration, which is what we have now
is if you do your full development of a computer program in the
U.S., and you ship that master disk outside, and you actually in-
stall it in a new PC or phone or whatever outside the U.S., it reads
271(f) onto that situation. Nobody in the U.S. is trying to avoid pat-
ent infringement in the U.S. if that software is infringing in the
U.S,, it’s infringing in the U.S. So what we have is an unfortunate
incentive to do development outside the U.S. because 271 does not
reach that situation as opposed to doing it here.

So I don’t think it has any impact on domestic—in fact, it would
have a positive impact on innovation.

Mr. CANNON. Positive affect on domestic, but isn’t there a signifi-
cant possibility that people in the U.S., companies in the U.S., will
take software and have it developed outside, just like you would
put a package of components together and make a device; isn’t
there a temptation to send software development outside the
United States so that pieces can be brought together and not be
subject to the same kind of infringement that there would be if it
was developed in the U.S.? Isn’t it two sides of a coin here?

Mr. SIMON. There are two sides to a coin, of course. I think what
we have is a situation where the current law as it has been read
by two separate court opinions acts as a disincentive to domestic
development. The fact that companies do development both domes-
tically and abroad has a lot more to do with business reasons right
now, and we’'d like to keep it at a business reason level rather than
an aberration of the law.

Mr. CANNON. Mr. Chairman, I cannot believe how quickly that
light goes red. As I yield back, I just want to say one thing. That
is, people in Bangladesh can buy air time to make a telephone call
anywhere on Earth for a penny a minute. What we’re doing here
is not just about the health of American companies, which is very,
very important, but it’s about an environment in which technology
can flourish and affect the poorest people on Earth. Never in the
history of mankind has the ability of a poor nation to leapfrog into
the next generation been so great as it is today. I think this is a
time of great moral importance to America and to the world, and
I want to thank our panel for the input on the topics today. Thank
you.
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Mr. SMITH. Thank you, Mr. Cannon. Mr. Cannon, thank you for
also mentioning such a great piece of legislation.

The gentleman from California Mr. Issa is recognized.

Mr. IssA. Thank you, Mr. Chairman. First, I'd like to thank you,
Mr. Chairman. I'd like to thank Mr. Boucher, certainly Ranking
Member Berman, and Mr. Goodlatte for being an intellectual trust
that has done so much of this for—don’t be smiling, Bob. The truth
is that I'm humbled to come to a Committee and work with people
who have spent so many years, worked so hard to understand
issues which are complex. And I know this is a hearing today, but
the truth is that every once in a while I have to recognize that a
few people in Congress have put inordinate time in to understand
the issues better than others.

I particularly want to follow up on what Mr. Berman said. And
I know the red light will come on for me just as quickly.

In my practical experience, and I have not studied law, so I had
to pay for it one legal bill at a time, but I paid greatly, more than
your Harvard degree actually. If we were to have a single reexam-
ination by a single party, and that leads to an estoppel, one time,
no second window, just to follow up on Mr. Berman, then from a
practical standpoint, if you wanted to be Machiavellian, not that a
lawyer would ever choose to recommend that a client do that, why
not choose a weak opponent, let them file a weak re-exam, but
throw in—and I use the word reexam because I'm older, I guess—
but throw in all kinds of information, but do it poorly, compile it
poorly, not particularly in the process? Then wouldn’t you have
what we already have in a reexamination process that already is
available, and under the old law you would have all of the informa-
tion there, a presumption that it was considered and evaluated
fully, even though it’s just sitting in the incoming record, and it fol-
lows the water for somebody who later is accused of infringement,
is a significant potential infringer, believes that the art properly
presented would be shown to be, you know, prior art that would
102 or 103 the patent, why in the world shouldn’t there be an op-
portunity for a different defendant to have a different opportunity
to present similar or, in some cases, the same information, but in
a more—what they believe to be a more appropriate and cohesive
fashion?

Mr. Johnson, you have the biggest smile. You get it first.

Mr. JOHNSON. Well, I think that both texts at the moment envi-
sion that there will be multiple opposers who will be able to file
at the same time, and that if there are multiple oppositions, that
they’ll be consolidated.

I also believe that the estoppel provisions only pertain to those
who choose to participate and not to those who don’t choose to par-
ticipate, so that if someone wanted to file an opposition, and do a
bad job at it at their own peril, I suppose that’s possible. But none
of the proposals foreclose the possibility of a later challenge in
court, so that even regardless of what has been said in the opposi-
tion or what the conclusion of the opposition is, with the exception
of those who have chosen to participate, and then only limited to
the issue that is actually decided and the facts necessary for that
decision, but with what exception, that narrow exception, those
issues may be, in fact, relitigated later in litigation.
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Mr. IssA. I don’t think that was Mr. Berman’s question. His
question really had to do with a repeat administrative action.

Mr. JoHNSON. If I may respond to that. The reason that there is
such opposition, broad opposition, to a repeat procedure is simply
because the opposition procedure as it’s now proposed was intended
to be a fairly quick quality check on—inexpensive quality check on
the quality of patents issuing from the Patent Office. It was not de-
signed to be a replacement for patent litigation. It doesn’t mean
that at the end of the opposition period, though, that the public is
without the ability to challenge the validity of a patent. Reexam-
ination—the reexamination procedure which we have now will con-
tinue to be in place, and, of course, later on should there become
a real dispute and there be litigation——

Mr. BERMAN. Would the gentleman yield?

Mr. IssaA. I certainly would, Mr. Berman.

Mr. BERMAN. How would you feel if no second window and all
that, but the district court judge had the ability to say, we refer
this matter back to the Patent Office for a determination on wheth-
er its obviousness or novelty or any other elements of having a
valid patent—the district court would have the discretion to make
that referral.

Mr. JOHNSON. In the reexamination context, district court judges
don’t have the authority at the moment to refer, but, in fact, it hap-
pens quite frequently. That is

Mr. BERMAN. You're talking to a postgrant kind of procedure
where there’s discovery and more of a process.

Mr. JOHNSON. Yes. If you look today without the law at what
happens in litigation, quite frequently after there is some consider-
able discovery in litigation, one party or the other may elect to go
back into reexamination, and it happens actually fairly frequently.
And at that time motions are brought frequently by the party going
back into reexamination to stay the case pending the outcome of
the reexamination. The judges weigh that and, generally speaking,
grant those motions for stay unless they’re brought on the eve of
trial or—or there are other circumstances and then wait for the
outcome of the reexamination in order to restart the case.

Mr. SMITH. Mr. Johnson, I'd like to move on if we can. The gen-
tleman’s time has expired. I'd like to give Mr. Goodlatte from Vir-
ginia the opportunity to ask a couple of questions.

Mr. GOODLATTE. Mr. Chairman, thank you for holding this hear-
ing, and thank you for your fortitude in pursuing this issue. We've
been down a long and arduous road, but making progress on this
issue, and I thank you for that.

I thank the gentleman from California for his kind words as well.
I don’t know that they’re merited or not, but they are certainly well
taken.

I'd like to ask Mr. Chess and Mr. Johnson and Mr. Simon, as
this legislative process moves forward, are you open to hearing and
working on additional ways to tackle the injunction language and
other litigation reform proposals, some of which we’ve talked about
a little bit here, in a way that helps the technology community
while not harming other traditional patent holders?

Start with you, Mr. Chess.
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Mr. CHESS. Obviously it’s hard to answer a general question like
that without understanding the specifics of what you have in mind.
And clearly from the point of view of our industry, the current sys-
tem from the biotechnical industry actually on injunctions actually
works quite well. And so

Mr. GOODLATTE. You understand, though, it doesn’t work well for
other people.

Mr. CHESS. I understand the technology situation, and actually
I used to be in the technology industry. I started my career at Intel
a long time ago. So I understand and am sensitive to some of the
issues. So obviously we’d have to understand specifically what we
have in mind, providing we can protect what we have that’s impor-
tant to Biotech.

Mr. GOODLATTE. Let Mr. Johnson answer that.

Mr. JoHNSON. We're always willing to talk to anyone about any-
thing that might lead to better results. But the fact of the matter
is that we have spent a huge amount of time, and injunctions are
fundamental to the patent right. When we’re talking about injunc-
tions, we’re not talking about frivolous plaintiffs, we’re talking
about people who have won the lawsuits. We're talking in the per-
manent injunction context normally about someone who’s not only
won at the district court level, but also won on appeal.

I think the idea that someone who has established their right
under the patent so that it’s been tested through the court system
and found to be valid and infringed is entitled to an injunction.
That’s a fundamental basis of the property right we offer to pat-
entees.

Mr. GOODLATTE. Mr. Simon. I'm going to follow up with their
comments in just a second. I know your answer, so be brief so I
can follow up.

Mr. SIMON. Sure. We're always willing to talk about it. I'll just
put one other thing before you. There is a petition now before the
Supreme Court to hear the MercExchange-eBay case, and this is
exactly the issue that the Supreme Court has been asked to decide.
So whether this Subcommittee, this Committee, or this Congress
ultimately get to this important issue, there’s a possibility that we
can get a Supreme Court ruling on it.

We'll talk more.

Mr. GOODLATTE. Let me ask the three of you this question that
does get to a little more precision. Doesn’t the plain meaning of the
current injunction statute require that a judge weigh the equities
when deciding whether to grant an injunction? And if you agree
with that comment, how can anyone object to language in a bill
that would ensure that the courts are carrying out the plain mean-
ing of the current law?

Start with you, Mr. Chess.

Mr. CHESS. As you're—I'm the nonpatent attorney in this group.
You’re probably getting into kind of technical specifics.

Mr. GOODLATTE. You asked me to get into the specifics.

Mr. CHESS. So I'd like the opportunity to confer with the bio folks
and have the chance to respond back.

Mr. GooDLATTE. We'll try Mr. Johnson.

Mr. JOHNSON. I believe courts do consider principles of equity in
deciding whether to grant permanent injunctions.
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Mr. GOODLATTE. Should we require them to lay them out step by
step so it’s clear to the parties in the case that the judge has in-
deed done that, as opposed to just hoping that they’ve done that
when they issue an injunction?

Mr. JOHNSON. Normally what happens is that when an injunc-
tion is sought, briefing is received by the court, and the court will
hold a hearing. I know especially in the areas that we work, we
don’t, even if we win, always receive permanent injunctions, or
they may be limited in scope in one way or another. And I know
that the same is true on the other side. We have had situations
where we've had cases where we have been allowed to continue to
sell our products when it was deemed to be in the public interest
to do so. So I believe it does work and that the courts do consider
the public interest.

Mr. GOODLATTE. Mr. Simon.

Mr. SiMON. I found surprising in Biotech Industries’ testimony a
line on this specific issue, Mr. Goodlatte. On page 6 at the very bot-
tom, the written testimony says: If you allowed courts to weigh eq-
uities and balance hardships, our patent system would be weak-
ened, and research and development would suffer.

I didn’t make that up, that’s in their testimony. I think courts
do weigh them. I don’t think they give enough weight to them right
now.

Mr. GOODLATTE. Thank you.

Mr. Chairman, I know our time has expired here. I do have a
statement that I would ask be made part of the record.

Mr. SmiTH. Without objection, the opening statements will be
made a part of the record.

The gentleman from California Mr. Issa would like to direct a
question that he would like responded to in writing. Mr. Issa.

Mr. IssA. Thank you, Mr. Chairman. I'll be very brief. It will
take some time and some thought to get the answers, but based on
what I've heard here today, I'd really appreciate it.

When we discussed 271(f), I believe I heard very clearly that it
was an outcome that would occur, and it had occurred, that we
tried to correct with the 271(f) in the ’80’s. We’re now looking at
stripping it away because we don’t like the outcome, we want a dif-
ferent outcome.

As fair and long-reaching as each of you can be in your positions,
can you tell me, should we adopt in Congress a policy of calculating
what the outcome would be, how it would affect business, and then
put our law in effect in order to achieve that? Not just in 271, but
obviously if we do it here, do we begin saying, let’s change this?
For example, should we arbitrarily reduce the length of a patent
or type of patent because it would encourage business, or extend
it because it would help one industry? Should I look at Biotech as
getting a different length patent than other industries? Should I
start doing that based on what amount of business occurs in the
United States?

And if you would give me that further discussion that will take
a few paragraphs, I would appreciate it, because that’s my question
on 271 is do I do it because of the business outcome.

Mr. SMITH. Good question. Thank you, Mr. Issa.
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We have only 5 minutes left to vote, so we’re going to need to
adjourn. And on the way there, thank you all again for your testi-
mony. It’s been very helpful. And we will continue our discussions
about the legislation. Thank you.

[Whereupon, at 12 noon, the Subcommittee was adjourned.]






APPENDIX

MATERIAL SUBMITTED FOR THE HEARING RECORD

PREPARED STATEMENT OF THE HONORABLE HOWARD L. BERMAN, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF CALIFORNIA, AND RANKING MEMBER, SUB-
COMMITTEE ON COURTS, THE INTERNET, AND INTELLECTUAL PROPERTY

Mr. Chairman,

Thank you for scheduling this hearing on possible substitute amendments to the
Patent Reform Act. In addition to the amendment in the nature of a substitute from
July, I know a number of individual companies have met together over the summer
to try and produce a consensus bill—a draft of which has been circulating as well.
However, in all honesty, by this point in the process I would have preferred that
this subcommittee actually be marking up the bill.

The witnesses all agree that patents are the foundation of American innovation
and therefore serve as the underpinning of the American economy. Strong intellec-
tual property protection helps technology businesses attract investors, provides in-
centives for drug companies to develop new drugs, and allows independent inventors
to make significant contributions to society. However, while robust intellectual prop-
erty protection presents these benefits, when protection is given to questionable
quality patents, the foundation begins to show its cracks. This leads to an increase
in litigation, a decrease in investment, and casts doubt about the effectiveness of
our patent system.

At last week’s hearing regarding Oversight of the PTO, we heard consensus from
all of the witnesses, including the Director of the agency responsible for admin-
istering the patent process, that there is a problem with the quality of patents
issuing from the Patent Office. It would be quite an accomplishment if we could
reach consensus with this panel about the solution to the quality issue.

Some of the proposed provisions of the original bill, as well as the substitutes,
begin to address quality in the initial stages of the examination process, such as
the ability for third-parties to submit prior art to the examiner. Over the past num-
ber of years, as Congressman Boucher and I introduced the precursors to this bill,
we always agreed that the key to improving quality was providing examiners with
the necessary prior art resources. Access to better information will yield better deci-
sions by the examiners.

Other provisions will enhance the quality of patents immediately after their
issuance, such as the new post-grant opposition procedure. With the opportunity to
establish a more comprehensive check on a patent’s validity, without resorting to
an expensive and lengthy court proceeding, the bill will improve both the quality
of specific patents and the patent system as a whole.

Unfortunately, the goal of providing a true alternative to costly litigation—“the
second window provision” has been omitted from drafts of a substitute. Clearly, a
limited second window would shed more light on the quality and validity of ques-
tionable patents. With substitute options that do not contain the injunction provi-
sion or the second window options, I am left to ponder the fate of questionable qual-
ity patents that have already been granted. These patents will surely be litigated,
but afforded a high presumption of validity and therefore, in all likelihood, affirmed.
What will be the effect on the economy that a questionable quality patent (a soft-
ware program) can now be the reason for barring others from using their own truly
inventive products?

Shouldn’t we consider how to rectify this problem as we discuss one of the most
extensive patent reform bills since the 52 Act?

There remain issues which still need further discussion such as the duty of candor
provision and obviously some of the disputed provisions in the latest coalition draft.

I look forward to hearing from some of the industry witnesses today and see how,
if at all, their positions have shifted since we began this process. I hope to continue
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working with the group of co-sponsors for this bill to try and create a more perfect
patent reform.

PREPARED STATEMENT OF THE HONORABLE BOB GOODLATTE, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF VIRGINIA, AND MEMBER, SUBCOMMITTEE ON
COURTS, THE INTERNET, AND INTELLECTUAL PROPERTY

Thank you, Mr. Chairman, for holding this important hearing to examine the
amendment in the nature of a substitute to H.R. 2795.

Article I Section 8 of our Constitution lays the framework for our nation’s patent
laws. It grants Congress the power to award inventors, for limited amounts of time,
exclusive rights to their inventions. The Framers had the incredible foresight to re-
alize that this type of incentive was crucial to ensure that America would become
the world’s leader in innovation and creativity.

These incentives are just as important today as they were at the founding of our
country. As we continue our journey into the digital age, we must make sure that
the incentives our Framers put into our Constitution remain meaningful and effec-
tive. The U.S. Patent system must work efficiently if America is to remain the world
leader in innovation.

It is only right that as more and more inventions with increasing complexity
emerge, we should examine our nation’s patent laws to ensure that they still work
efficiently and that they still encourage, and not discourage, innovation.

One industry sector which is beginning to showcase the potential problems inher-
ent in our nation’s patent system is the high tech industry. In today’s economy,
many high tech products involve hundreds, and even thousands, of patented ideas.
Technological innovators must work to ensure that they obtain the lawful rights to
use the patents of others, through licenses and other lawful mechanisms. However,
it appears that a cottage industry is emerging that seeks to take advantage of the
complexity of these products and loopholes in our patent laws to extort money from
high tech companies, both large and small. To be sure, these problems are not lim-
ited to the high-tech industry—inventors in all industries are increasingly facing
these types of problems.

The solution to these problems involves both ensuring that quality patents are
issued in the first place, and ensuring that we take a good hard look at patent liti-
gation and enforcement laws to make sure that they do not create incentives for op-
portunists with invalid claims to exploit.

The substitute would create a new post-grant opposition system in which any
member of the public could request the USPTO to review the scope and validity of
a patent within nine months from the date of its issuance. In addition, the sub-
stitute allows submission of prior art within six months after the date of publication
of the patent application. These provisions will help ensure that interested parties
have the incentive to challenge questionable patents at the beginning of the process
and thus help ensure that only quality patents are issued.

The substitute also contains many important litigation reform measures to help
ensure that patent litigation benefits those with valid claims, but not those oppor-
tunists who seek to abuse the litigation process. Specifically, the bill creates a clear
standard for “willful infringement,” helps ensure that damage awards are fair, and
contains new venue provisions to discourage opportunistic forum shopping. I look
forward to working with Subcommittee to ensure that the damages language is
structured to reward legitimate damages claims while discouraging frivolous and in-
flated damage claims.

All inventors will reap the rewards of a streamlined patent system that ensures
that good quality patents are issued, and that opportunists cannot take advantage
of loopholes in our enforcement laws.

Thank you again, Mr. Chairman for holding this hearing. I look forward to hear-
ing today from our witnesses.

PREPARED STATEMENT OF THE HONORABLE JOHN CONYERS, JR., A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF MICHIGAN, AND MEMBER, SUBCOMMITTEE ON
COURTS, THE INTERNET, AND INTELLECTUAL PROPERTY

I am happy to see that the private negotiations on patent reform have led to
progress. While I also am pleased that some of the troubling provisions in the intro-
duced bill have been discarded, I am concerned that new issues have been raised
thai;c would harm small patent owners and set a dangerous precedent for plaintiffs’
rights.
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Let me say that I was an original cosponsor of the underlying legislation because
I believe we need to make major changes to the patent system. It is important for
our economy to harmonize our patent system with those of other countries. To this
end, we should establish a system that awards the patent to the first-inventor-to-
file. We also should make it easier for third parties to challenge patents after they
have issued as long as the process has some finality to it.

At the same time, however, I did have concerns with several of the provisions in
the bill. One specific provision made it more difficult for legitimate patent owners
to enforce their rights. I believe that proposal would have undermined the purpose
of our intellectual property laws, which is to encourage investment into innovation.

While this new draft does not include that proposal, it does contain new language
that limits where patent owners may bring lawsuits against those who steal their
inventions. Specifically, the bill says owners may bring lawsuits only in the defend-
ant’s principal or regular place of business. This is a significant departure from ex-
isting law, which permits suits anywhere the infringing product is sold.

This idea would harm the rights of small businesses and independent patent own-
ers, who may not have the resources to track down the defendant’s place of business
and to initiate litigation far from home.

It also sets a dangerous precedent. I am concerned that other industries may
come forward to limit where lawsuits against them could be brought. This would
be a blow to plaintiffs’ rights in the areas of gender discrimination, labor rights, and
civil rights, just to name a few.
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RESPONSE TO POST-HEARING QUESTIONS SUBMITTED BY THE HONORABLE CHRIS CAN-
NON, A REPRESENTATIVE IN CONGRESS FROM THE STATE OF UTAH, TO PHIL JOHN-
SON, CHIEF PATENT COUNSEL, JOHNSON & JOHNSON
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PHILIP 5. JOHNSON ONE JUHNSON & JOHNSON PLAZA
CHIEF PATENT COUNSEL NEW BRUNSWICK, NI 08933-7003
PHONE: (732) 524-2368
FAX: (732)-524.2138
pichnsod@ecors, nj.oom

September 23, 2065

Hon. Cheis Cannon

Congress of the United States
House of Representatives
Washington, DC 20515

Dear Congressman Cannen:

Thank you for forwarding additional questions to supplement my testimony of September
15, 2005 relating to HR 2795, “Patent Act of 2005.”

T am pleased to enclose answers to vour questions, and appreciate your offer to include
them as part of the hearing record. As I mentioned in my prepered staternent, I testified on
behalf of PhRMA and Johnson & Johnson. PhRMA has not taken an official position on
the Coalition Text, and, therefore, on its venue provisions. Johnson & Jehnson, however,
is one of the 33 companies that supports the redline document referred to as the Coalition
Text.

In the meantime, if | can be of any service on this or any other topic, please don’t hesitate
to contact me.

Sincerely,

Phil Johnson
Chief Patent Counsel
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Additional Questions from Mr. Cannon

Yenue

Cuestion from Mr. Cannon:

1. T have concerns whether the new transfer of venue provision set forth in the draft
text solves the problem of patent trolls picking forums with which neither party has
any connection and where no evidence concerning the case can be found.

Under the venue provision s it is presently drafied, there appears ta he arisk that a
patentee can form a corporate shell or Himited Hability company to own the patent in suii,
and simply establish a matling address in a particular district, in order to somply with the
requirement of “principal place of business™ in the district for purposes of maintaining snit
and avoiding & venue?

+ Do you perceive any problems with having the venue language expressly state that
individuals cannot form a corporate shell to avoid the intended goal of the venue
provision?

e Would you support changing the language fo establish some sort of de minimus
contacts standard? What would be the benefits or problems with attempting to
create such a standard?

Myr. Johnson’s Answer:

The transfer of venue provision in the Coalition Text (“redline”) is indeed intended
to discourage plaintiffs from bringing patent suits in forums where neither party has
2 connection and where no substantiat evidence concemning the case can be found.
As Mr. Bmery Simon’s testimony reflects, this provision is supported by the
Business Software Alliance (“BSA”) as a step towards eliminating forum shopping
for judges or jurisdictions that are seen to be “pro plaintiff” in patent cases.

PhRMA itself has not taken a position on the Coalition Text or on the inclusion of
such a venue provision in the bill, although many PhRMA membess, including
Johnson & lchnson, do support the inclusion of the transfer provision of the
Coalition Text as part of an overall package that would receive the active support of
BSA and other members of the tech and financial services sectors.
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You ask whether potential plaintiffs may atterapt to game the provision by forming
entities solely for the purpese of ¢reating venue in a particular district. At present,
the Coslition Text would leave it to the courts to detect such an abuse, and to
respond, as they have in other cases of “manufactured jatisdiction,” to preserve the
intent of the statute.

1 do not betieve, however, that a simple mailing address or the mere formation of a
legal entity or maintenance of a business address simply for the purpose of
supporting litigation activities would constitute a “priscipal place of business”
under the tesis currently used by the courts under 28 U.8.C. § 1332(c). Oneof
these tests concentrates on the everyday busincss activities of the company, e.g.,
Kelly v United States Steef Corp., 284 F.24 850 (3 Cir. 1966). Under this “place
of operations” test, the court focuses on the location where most of the physical
aperations of a corporation take plase: plants, personnel, offices, sales, ele.
Another test is used in situations where day-to-day activities of the corporation are
so dispersed as to make it artificial to characterize one locaiion as the central place
for productive activitics. Under these circumstances, courts emphasize the
corporate “nerve center’” where executive and administrative functions are
controlled, e.g., Toms v. Country Quality Meais, inc.. 610 F.2d 313 (3™ Cir. 1980).
The Seventh Circuit uses the “nerve center” test alone 1o establish a corporation’s
principat place of business. Wisconsin Knife Werks v. National Metal Crafters, 781
¥.2d 1280, 1282-1283 (7“’ Cir. 1986). Most courts, howsver, now determine a
corporation’s principal place of business by examining the entity’s “total activities,”
taking inte account all aspects of the corporation’s business, including where its
operations are located, where it supervises that business and where it employs
persons and conducts its business. Fadustrial Tectonics, Inc. v. Aevo Aflew, 912
F.2d 1090, 1094 Y(9% Cir. 1990). Under none of these tests would a simple mailbox
tikely result its a conclusion that a mailbox wouid constitute a “principal place of
business.”

Tt would be difficult to write additional language that wouid contemplate and forbid
all potential abuses without coincidently proseribing legitimate and good faith
business practices. Many companies, for example, choose to incorporate in
urisdictions where they do not run substantia! business operations. This is
especially important to start-up companies and other new ventures that may need to
operate in a place such as California, but which have legitimate financial, tax and/or
legal needs to avail themselves of the corporate laws and precedents of a different
jurisdiction, such as Delawars. It would thus b unfair to force those companies to
move some or all of their operations from a competitively advantageous location
{such as California} to their state of incorporation (such as Delaware), or to
otherwise prohibit them from bringing suit in their state of incorporation.
Moreover, any venue provision looking to the subjective intent behind the



65

formation of a corporation would be difficult to enforce, and likely add undue
complexity and expense to patent litigation.

Johnson & Johnson and other supporters of the Coalition Text venue provision
believe it represents a fair compromise between the traditional right of a plaintiff to
bring suit in its principal place of business or state of residence, and the desire of
the BSA and technology sector companics to restrict the maintenance of suits in
jurisdictions where there is no substantial evidence relating to the cause of action or
cther substantial connection between the parties and the forum.

Mr. Cannon's Question:

2. The July 26 draft limited the jurisdictions in which a case could be filed, but my
reading of Section 9 of the ATPLA September draft raises concerns that it does
not meet its iniended goal of Kmiting forum shopping.

Specifically, the September draft mandates transfer 1o a different forum in
specific circumstances, but i says transfer can ozly be o a “more appropriate
forum for the action.™ Deciding whether another forwmn is “more appropriate”
inherently invokes the court’s discretion. Patent holders may be more than
willing 1o take their chances with a “patent-friendly judge” and continue to file
in their favorite forum.

¢ Do you maintain that changing Section 9 to a “go ahead and file here,
and we’ll think about a transfer motion” is better than a “thou shalt not
file here” approach. Why or Why not?

Mr. Johnson’s Answer:

The venue provision of the Coalition Text will result in almost all patent cases
bheing filed in jurisdictions (a) where the plaintiff resides or has its principal place of
business, (b} where the defendant is incorporated or has a principal place of
business, or (¢) where substantial evidence relating to the ease is found. Ifacaseis
filed in a jurisdiction where none of these factors are present, the plaintiff’s casc



66

could he delayed by a transfer motion, and the plaintiff will risk the possibility that
the case will be sent to a jurisdiction that the plaintiff perceives to be “pro
deferdant.”

in the cvent that the case is not brought in one of the venues mentioned above, the
defendant has the option to bring a transfer motion. Once such a motion is brought,
the court (whether or not “patent-friendly”) will be reguired to transfer the case.
While the judge will indeed have the discretion to decide which of the proposed
destination jurisdictions is “more appropriate,” given the random case assigrment
procedures used in most jurisdictions, even a “patent friendly” judge will be
unlikely to be able to assure that the judge in the destination jurisdiction will have
any given pre-disposition towards patent cases.

The likely result of the venue provision of the Coalition Text is that plaintiffs will
file their cases in the “best” jurisdiction from which mandatory transfer is not
available.

Supporters of the Coalition Text believe its approach is preferable to creating a
special venue statute for patent cases. In many instances defendanis may prefer not
1o transfer cases even if they have been brought in jurisdictions from which
mandatory transfer is available. Based upon the court’s experience with patent
cases, the court’s perceived impartiality, the defendant’s pevception of the
characteristics of the jury pool, or other factors, a defendant may choose not to
bring a transfer motion and to proceed with the case.
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RESPONSE TO POST-HEARING QUESTIONS SUBMITTED BY THE HONORABLE DARRELL
IssA, A REPRESENTATIVE IN CONGRESS FROM THE STATE OF CALIFORNIA, TO PHIL
JOHNSON, CHIEF PATENT COUNSEL, JOHNSON & JOHNSON
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PHILIP 8. JOIINSON ONE JOHNSON & JOHNSON PLAZA
CHIEF PATENT COUNSEIL New Brunswick, N.J. 08933-7003
PHONE: (732) 524-2368
FAX: (732)-524-2138
pjohnsodi@corusinj.com

September 23, 2005

Hon. Darrell Issa

Congress of the United States
House of Representatives
Washington, DC 20515

Dear Congressman Tssa:

The attached provides my written response to the question you posed at the September 13,
2005 Subcommittee hearing concerning the role that job creation/protection should play in
the formulation of our patent policy to HR 2795, “Patent Act of 2005.7

As I mentioned in my prepared statement, | testified on behalf of PARMA and Johnson &
Johnson. PhRMA has not taken an official position on the Coalition Text, and, therefore,
does not have a position on the proposed repeal of 35 U.8.C, 271(f). As discussed in the
attached response, Johnson & Johnson and many other supporters of the Coalition Text
support the repeal of Section 271(f) only as part of an overall package that would receive
widespread support from the software and IT sectors, including the Business Softwars
Alliance (“BSA™). As that support for the Coalition Text has not yet been forihcoming, the
attached response does not advocate that the Subcommitice include repeal of 271(f) in its
ongoing discussions of patent reform.

Thank you again for the opportunity to comment on this aspect of this impostant
legislation. I T can be of any service on this or any other topic, please don’t hesitate o
contact me,

Sincerely,

-

Phil Johnson
Chief Patent Counsel
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Mr. Johnson’s Response To Mr. Issa’s Questions
Myr. Issa’s Question:

Section 271(f) was enacted to expand the reach of intellectual property and o protect
American jobs. Now some in indusiry ars contending that i 271(D) isn't repealed or
substantially amended it will cost Arnerican jobs. Should all of cur patent policies focus or
preserving American jobs, or which policics will preserve the most American jobs?

Mr. Johnson's Answer:

The principal purpose of the patent system is to encourage and reward invention.
Innovation benefits our society in many ways. New products and processes are developed
that raise our standards of living and improve our general health and welfare. In the health
care ficld, for example, innovative new drugs and medical devices routinely treat and cure
diseases better, cheaper and with fower side effects than previous alternatives. A vibrant
patent system also fuels our economy, adds to our gross domestic product, enhiances our
exports and creates new jobs.

Unfortunately, given the complex, global nature of our economy, it is becoming
increasingly difficult {perhaps even impossible) to predict the net impact of certain kinds of
patent law changes on a single aspect of our economy, such as 11.8. job creation. Even if it
were possible to predict these effects, other considerations, such as our international
obligations under the WTO TRIPS Agreement, might preciude such a change. Under
TRIPS, na country may discriminate in its patent system between industries or
technologies. This is an important international tenet that must be respected.

There is currently a sharp difference of opindon within the I¥ stakeholder community as to
whether, in the future, Section 271(f) will result in a net increase or decrease in 1.8,

jobs. Those who favor its repcal argue that Section 271(f) discourages certain jobs (such as
software design jobs) from remaining in the U.3., while opponents of the repeal just as
passionately argue that Section 271(f) prolects other kinds of jobs {such as assembly

jobs) from foreign outsourcing. Repeal of Section 271(f) was not suggested in the National
Academy of Sciences study, nor are we aware of any definitive study that predicts the
economic impact of a repeal of Section 271(f).

Under the circumstances, neither PhRMA nor Johnson & Johnson urge the repeal

of Section 271(f). Repeal of Section 271(f) is inciuded as part of the Coalition Text's
compromise to accommodate concerns raised by members of the software and IT
community, including the Business Software Alliance {“BSA™). However, as BSA has not
et joined the 35 major U.S, companies along with AIPLA and PO in supporting the
Coalition Text, the potentiaf exists to drop this proposed repeal. While it is not currently
known whether removal of this repeai provision would contract or expand the Coalition, it
is probable that omission of 271(f) repeal would make its eventual support of the Coalition
Text by BSA substantially less likely.
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LETTER TO THE HONORABLE ZOE LOFGREN, A REPRESENTATIVE IN CONGRESS FROM
THE STATE OF CALIFORNIA, FROM PHIL JOHNSON, CHIEF PATENT COUNSEL, JOHN-
SON & JOHNSON
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PHILIP S. JOHNSON ONL JOLINSON & JOLINSON PLA;
CHIFF PATENT COUNSFI, NEW BRUNSWICK. NJ 08933-7003
PHONF: (732) 524-2368
FAX: (732)-524-2138
piohnsod@corus.jnj.com

September 21, 2005

The Honorable Zoe Lofgren
Subcommittee on the Courts

the Internet and Intellectual Property
Committee on the Judiciary

House of Representatives

102 Cannon HOB

Washington, D.C. 20515

Dear Representative Lofgren,

During the hearing last week on the Substitute to HR 2795, you asked Mr. Emery
Simon, the witness for BSA, to provide examples of real situations where a court has
unfairly awarded excessive damages that were inconsistent with current apportionment
law. Mr. Simon proffered three cases as examples of where the courts allegedly “got it
wrong.”

In the view of many of the companies supporting the Coalition Text, including
Johnson & Johnson, two of the cases mentioned are instead examples of courts “getting it
exactly right” by awarding damages that were consistent with the law and that
appropriately compensated the inventors for their creative technological contributions. The
third case appears to be one in which the infringer failed to challenge either the plaintiff’s
theory on damages or the plaintiff’s evidence regarding the royalty base figure.

Damages in patent cases are governed by 35 U.S.C. §284, which provides in
relevant part that:

Upon finding for the claimant the court shall award the claimant damages
adequate to compensate for the infringement, but in no event less than a
reasonable royalty for the use made of the invention by the infringer,
together with interest and costs as fixed by the court.

The statute requires adequate compensation for use of the invention, and sets a base
or minimum compensation amount equal to a reasonable royalty. This reasonable royalty
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may take the form of a lump sum or running payments, but in either case is often calculated
on a “base” of sales of a particular infringing product or uses of a particular infringing
process. That base is not always the same as the claimed invention, a fact that results both
from the market for the product or process and the way patent claims are drafted. The
market affects the royalty base because some inventions lend significant value to more
complex products or processes, while others have little impact on the demand for such
products or processes. The form of patent claim affects the royalty base because the patent
drafter may draft the claim narrowly to the particular component of the product or step of
the process, or may draft the claim broadly to the product or process itself. Patent law
addresses the effect of these factors on the royalty base in two ways.

The first is the “entire market value rule,” which recognizes that the economic value
added to a product or process by a patented feature may be greater than the value of the
feature alone. In Rite-Hite, the Federal Circuit reviewed the background and rationale of
the entire market value rule, and confirmed that it is appropriate to base damages on the
full value of the infringing apparatus in those instances where the patented feature was the
basis for customer demand for the entire apparatus:

We have held that the entire market value rule permits recovery of damages
based on the value of a patentee’s entire apparatus containing several
features when the patent-related feature is the “basis for customer demand.”
Rite-Hite Corp. v. Kelley Co., Inc, 56 F.3d 1538, 1549 (Fed. Cir.) (en banc),
cert. denied, 116 S. Ct. 184 (1995).

This expansion of the royalty base beyond the patented invention has posed little in
the way of problems because in order to use it the patentee must establish that the patented
feature is the basis for the customer demand for the entire apparatus. Placement of the
burden of proof on the patentee has led to relatively few instances in which the entire
market value rule has been used to expand the royalty base.

The second way in which patent damages law addresses the effect of the market and
patent claim scope on the royalty base is by contraction of the royalty base by a method
known as “apportionment.” The seminal analysis of reasonable-royalty damages,
Georgia-Pacific Corp. v. United States Phywood Corp., 318 F. Supp. 1116 (SDN.Y.
1970), identified a list of factors that may be relevant to determining a reasonable royalty
for patent infringement damages. Factor thirteen is often cited for the proposition that
courts should consider “[t]he portion of the realizable profit that should be credited to the
invention as distinguished from non-patented elements, the manufacturing process,
business risks, or significant features or improvements added by the infringer” when
apportioning damages. /d. a/ 1120. In other words, even though the claimed invention is
drawn to an entire product or process, portions of the value or profit associated with that
product or process can be subtracted because they are attributable to the infringer, not the
patentee. In this instance, the burden is on the accused infringer to establish that damages
should be apportioned.

The guidance proposed to be codified in the Coalition Print, supported by some 35
major companies, the IPO, and AIPLA, provides adequate protection from misapplication
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of the apportionment rule. This is not to say, however, that the Coalition members accept
that there is a need for this protection. Contrary to the testimony heard last week, the
courts have had little difficulty applying the current law on apportionment to reach just and
reasonable findings on assessment of damages. The cases cited as examples by BSA’s Mr.
Simon lend no support to the argument that the law on apportionment is broken.

One of the cases cited by Mr. Simon as an example of unwarranted exercise of the
entire market value rule was IFonar Corp. v. General Flectric Co., 107 F.3d 1543 (Fed. Cir.
1997). In Fonar, the patented invention was directed to a unique patented imaging feature
incorporated into an MRI machine that enabled the machine to produce multiple oblique
image slices of a patient in a single scan. This feature reduced the required imaging time,
resulting in less patient discomfort and increased machine utilization. Other MRI machines
available in the market lacked this feature and, contrary to Mr. Simon’s testimony that
“only a very small element of it was infringing,” the infringer actually used this patented
feature as a marketing tool to distinguish the infringing machine from others in the market.
On this basis, the Court found that it was not unreasonable to conclude that the inclusion of
this feature created the customer demand for the entire infringing machine, stating that:

Under the entire market value rule, it was not improper for the jury to base a
reasonable royalty on the value of the entire accused MRT machines. That
rule "allows for the recovery of damages based on the value of an entire
apparatus containing several features, even though only one feature is
patented." Paper Converting Mach. Co. v. Magna-Graphics Corp., 745 F.2d
11, 22, 223 U.SP.Q. (BNA) 591, 599 (Fed. Cir. 1984). This is permitted
when the patented feature is the basis for customer demand for the entire
machine. Rite-Hite Corp. v. Kelley Co., 56 F.3d 1538, 1549, 35 USP.Q.2D
(BNA) 1065, 1073 (Fed. Cir.) (en banc), cert. denied, 133 L. Ed. 2d 122,
116 S. Ct. 184 (1995).

Rather than a misapplication of the law, this case presented a straightforward and
correct application of the entire market value rule to the facts found by the jury.

Mr. Simon also mentioned a case where “Bose was being sued by JBL Speaker
Manufacturers™ and characterized the issue as “an input into the speaker, how the analog
information came in.” We assume that the case referred to was Bose Corp. v. JBL, Inc., 274
F.3d 1354 (Fed. Cir. 2001), a case in which Bose sued JBL for infringement of its patented
loudspeaker enclosure having a port tube that radiated acoustic energy to a region outside
the enclosure. JBL asserted that the royalty determination should be based only on the
value of the port tube. The district court found that the port tube was an integral
functioning element of the speaker system that resulted in improved performance that
drove customer demand, and that it was this improved performance that JBL sought to
achieve by incorporating the patented invention into their speaker systems. Accordingly,
the district court calculated damages based on the value of the entire speaker systems. In
confirming the judgment, the Federal Circuit said:

The district court found that the invention of the 721 patent inextricably
worked with other components of loudspeakers as a single functioning unit
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to provide the desired audible performance. The court also found that the
invention of the 721 patent improved the performance of the loudspeakers
and contributed substantially to the increased demand for the products in
which it was incorporated. Bose presented unrebutted evidence that the
invention of the 721 patent was integral to the overall performance of its
loudspeakers by way of the elliptical port tube, which eliminated port noise
and reproduced improved bass tones. JBL's marketing executive also
acknowledged that improved bass performance was a prerequisite for JBL's
decision to go forward with manufacturing and selling certain loudspeakers.
Bose presented evidence detailing its efforts to market the benefits of its
loudspeakers using the invention of the 721 patent and provided testimony
on its increase in sales in the year following the introduction of its speakers
containing the invention. All of this was substantial evidence to support an
award of a reasonable royalty based upon the entire value of the
loudspeakers. Bose Corp. v. JBL, Inc., 274 F.3d 1354 (Fed. Cir. 2001).

Thus, even though the claim specifically related to the overall enclosure within
which the inventive port operated, the court neither limited the royalty base to the
enclosure, nor apportioned the base to the port alone. Instead, the court considered the
effect of the port on the consumer demand for a speaker system having the qualities
provided by this combination, found that the port was the basis for the value of the overall
speaker system assembly, and determined that it was appropriate to award damages
accordingly. In other words, the court correctly applied the law to the facts it found.

Finally, Mr. Simon cited a case that I understood to be “Procom v. Symbol” and
said that it involved “wireless technology which we now all use, the 80211 standard.” T am
not aware of and have been unable to locate a case bearing this exact name, but I did find
Symbol Technologies, Inc. v. Proxim, Inc., DC Del, 2004, Civ. No. 01-801-SLR, which I
assume to be the referenced case. However, this is a district court case where damages
were awarded by a jury as a percentage royalty calculated against sales reported by the
infringer, a sales base that was not challenged or disputed. Neither apportionment nor the
entire market value rule were at issue in this case, and it would be quite a stretch to argue
that it exemplifies erroneous application of either apportionment or the entire market value
rule when the infringer disputed only the royalty rate, not the base against which it should
be applied. Once again, there is nothing to indicate that the Court “got it wrong” in this
case, only that the infringer, who ultimately settled and did not appeal the damage award,
was unhappy with the result.

Patent infringement damages apportionment and the entire market value rule are the
culmination of the court’s long and careful efforts to adhere to the statutory requirement to
provide damages adecuate to compensate for the infringement of an inventor’s patent.
Apportionment recognizes the reality that consumer demand for an infringing product or
process may in part spring from contributions from the infringer, and that to reward the
inventor for those contributions is inappropriate. On the other hand, the entire market
value rule recognizes the reality that even complex assemblies may owe their marketability
to a patented feature—a feature that drives consumer demand for the overall assembly. In
those cases, it is entirely appropriate to reward the inventor according to the worth of the
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invention. To do otherwise would only encourage those who trespass and discourage
inventors from making their intellectual efforts available to the public. The cases, including
those cited by Mr. Simon, confirm that the courts can be and are flexible in assessing each
case on its merits and that they can reliably determine the correct royalty base and rate that
will award “damages adequate to compensate for the infringement.”

I would be happy to discuss these issues with you in greater depth and to answer
any questions you might have.

Sincerely,

Philip S. Johnson
Chief Patent Counsel
Johnson & Johnson

Attachments:
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RITE-HITE  CORPORATION, ACME DOCK SPECIALISTS, INC., ALLIED
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MID-SOUTH DOCK SYSTEMS, INC.. HARRY MONOHAN, NIEHAUS
INDUSTRIAL SALES, INC., NORTHWAY MATERIAL HANDLING CO..,

INC., PEMCO MATERIAL HANDLING, INC.. R.B. CURLIN, INC.., RICE
EQUIPMENT COMPANY, STOKES EQUIPMENT COMPANY. INC.. ROBERT
SOPER LIMITED, TIMBERS & ASSOCIATES, INC., TODD EQUIPMENT

CORPORATION. THAYER SYSTEMS. INC.. and W. E. CARLSON

CORPORATION, Plaintiffs/Cross-Appellants, v. KELLEY COMPANY,

INC.. Defendant-Appellant.

92-1206,-1260
UNITED STATES COURT OF APPEALS FOR THE FEDERAL CIRCUIT
56 F.3d 1538; 1995 U.S. App. LEXIS 14681; 35 U.S.P.Q.2D
(BNA) 1065
June 15, 1995, Decided
SUBSEQUENT HISTORY: [**1] As Amended June 23, 1995.

PRIOR HISTORY: Appealed from: U.S. District Court for the Eastern District of
Wisconsin Judge Reynolds.

DISPOSITION: AFFIRMED-IN-PART, VACATED-IN-PART, and REMANDED
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RICH, MICHEL. PLAGER, CLEVENGER. and SCHALL joins Chief Judge ARCHER. Senior
Circuit Judge SMITH. and Circuit Judges NIES and MAYER join as to part AIII; and
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RADER, concurring in part as to part AIV and dissenting as to parts AII and
AIIL.

OPINION: [*15421 LOURIE. Circuit Judge.

Kelley Company appeals from a decision of the United States District Court
for the Eastern District of Wisconsin, awarding damages(**31 for the

infringement of U.S. Patent 4.%73.847, owned by Rite-Hite Corporation.
Rira-pite. Lorp.. Ve Kelley Co.. 778 Fo SupD, 1516 20 LS. PR 20 (BEAY

1801 (£.0. Wis. 1891). The district court determined, inter alia, that

kite-Hite was entitled to lost profits for lost sales of its devices that were
in direct competition with the infringing devices, but which themselves were not
covered by the patent in suit. The appeal has been taken in banc to determine
whether such damages are legally compensable under 35 1L.8.L, 2 28:, We
affirm in part, vacate in part. and remand.

BACKGROUND

On March 22, 1983, #&ite-Hite sued Kelley, alleging that Kelley's "Truk
Stop" vehicle restraint infringed Xite-Hite’s U.S. Patent 4.373.847

("the 1847 patent™). n2 The 1847 patent, issued February 15, 1983,

is directed to a device for securing o vehicle to a loading dock to prevent the
vehicle from separating from the dock during loading or unloading. Any such
separation would create a gap between the vehicle and dock and create a danger
for a forklift operator,

n2 Claim 1 of the patent reads:

A releasable locking device for securing a parked vehicle to an adjacent
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relatively stationary upright structure, said device comprising a first means
mountable on an exposed surface of the structure. a second means mounted on said
first means for substantially vertical movement relative thereto between
operative and inoperative modes. the location of said second means when in an
inoperative mode being a predetermined distance beneath the location of said
second means when in an operative mode and in non-contacting relation with the
vehicle, and third means for releasably retaining said second means in an
operative mode; said second means including a first section projecting outwardly
a predetermined distance from said first means and the exposed surface of the
structure, one end of said first section being mounted on said first means for
selective independent movement relative thereto along a predetermined
substantially vertical path, and @ second section extending angularly upwardly
from said first section and being spaced outwardly a substantially fixed
distance from said fTirst means and the exposed surface of the structure, said
second means. when in an operative mode. being adapted to interlockingly engage
a portion of the parked vehicle disposed intermediate the second section and
said first means; said second means. when in an inoperative mode. being adapted
to be in a lowered nonlocking relation with the parked vehicle.

e distributed all its products through its wholly-owned and
operated sales organizations and through independent sales organizations (IS0s).
During the period of infringement, the Riis sales organizations accounted
for approximately 30 percent of the retail dollar sales of & ite products,
and the ISOs accounted for the remaining 70 percent, #it & sued for its
lost profits at the wholesale level and for the lost retail profits of its own
sales organizations. Shortly after this action was filed. several ISOs moved to
intervene. contending that they were "exclusive licensees" of the '847

patent by virtue of "Sales Representative Agreements" and "Dok-Lok Supplement"
agreements between themselves and & The court determined that the
IS0s were exclusive licensees and accordingly, on August 31, 1984, permitted
them to intervene. n3 The ISOs sued for their lost retail profits.

.

n3 On February 15, 1989, seven IS0s that had not vet intervened brought a
separate action, Block-Dickson, Inc. v. Kelley Co., Case No., 89-C-0190 (E.D.
Wis. Feb. 15, 1989). which was consolidated with # action by
stipulation of the parties

[**5]

[*1543] The district court bifurcated the liability and damage phases of the
trial and. on March 5. 1986. held the 847 patent to be not invalid and to
be infringed by the manufacture. use. and sale of Kelley's Truk Stop device. The
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court enjoined further infringement. 2i Lorp, v. Kelley Co., 629
o Sipp. 1047, 231 LSRG, (RHAY 361 (4 ag6).. The judgment of
ligbility was affirmed by this court. ihe _Coco. v Kelley €0 14

.24 1120, 2 JL3.P.QL2T (RNAY 1915 (Fed., Cir. 1987).

On remand, the damage issues were tried to the court,  Rife.Hitz . 774
£ SUDD. gr 3518 1.U.S.P, 8,20 (BHA) qr 1801, Rite-Hite sought damages
calculated as lost profits for two types of vehicle restraints that it made and
sold: the "Manual Dok-Lok" model 55 (MDL-55), which incorporated the invention
covered by the '847 patent, and the "Automatic Dok-Lok" model 100
(ADL-100). which was not covered by the patent in suit. The ADL-100 was the
first vehicle restraint 2 put on the market and it was covered by one
or more patents other than the patent in suit. The Kelley Truk Stop restraint
was designed to compete primarily with &ite-ifiye’s ADL-100., Both emploved an
electric motor and functioned aqutomatically. and[**6] each sold for $ 1,000-%
1,500 at the wholesale level, in contrast to the MDL-55, which sold for
one-third to one-half the price of the motorized devices. &ite-Hiiz does not
assert that Kelley's Truk Stop restraint infringed the patents covering the
ADL-100.

Of the 3,825 infringing Truk Stop devices sold Dy Kelley, the district court
found that, "but for™ Kelley's infringement, #ite-4ite would have made 80 more
sales of its MDL-55; 3,243 more sales of its ADL-100; and 1,692 more sales of
dock levelers. a bridging platform sold with the restraints and used to bridge
the edges of a vehicle and dock. The court awarded t2 as a manufacturer
the wholesale profits that it lost on lost sales of the ADL 100 restraints.,
MDL-55 restraints. and restraint-leveler packages. It also awarded to

Rite~Hite as o retailer and to the ISOs reasonable royalty damages on lost
ADL-100, MDL-55, and restraint-leveler sales caused by Kelley's infringing
sales. Finally. prejudgment interest., calculated without compounding, was
awarded. Kelley's infringement was found to be not willful.

On appeal, Kelley contends that the district court erred as a matter of law
in its determination of damages. Kelley does[**7]1 not contest the award of
damages for lost sales of the MDL-55 restroints, however, Kelley argues that (1)
the patent statute does not provide for damages based on H lost
profits on ADL-100 restraints because the ADL-100s are not covered by the patent
in suit; (2) lost profits on unpatented dock levelers are not attributable to
demand for the '847 invention and, therefore, are not recoverable 10sses;

(3) the ISOs have no standing to sue for patent infringement domagess and (4)
the court erred in calculating a reasonable royalty based as a percentage of
ADL-100 and dock leveler profits. Rite-dile and the ISOs challenge the
district court's refusal to award lost retcil profits and its award of
prejudgment interest at a simple, rather than a compound, rate.

We affirm the damage award with respect to ®ite-Hite's lost profits as a
manufacturer on its ADL-100 restraint sales. affirm the court's computation of a
reasonable royalty rate, vacate the domage award based on the dock levelers, and
vacate the damage award with respect to the IS0s because they lack standing. We
remand for dismissal of the ISOs' claims and for a redetermination of damages
consistent with this opinion. The[**8] issues ruoised by &i
unpersuasive.
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DISCUSSION

Because the technology, the ‘847 patent, and the history of the parties
and their litigation are fully described in the opinions of the district court
and that of the earlier panel of our court that affirmed the liability juddment.,
we will discuss the facts only to the extent necessary to discuss the issues
raised in this appeal

[HN11 In order to prevail on appeal on an issue of damages. an
appellant must convince us that the determination was based on an erroneous
conclusion of law. clearly erroneous factual findings, or a clear error of

judgment amounting to an abuse of discretion. Amster Gorp. v, Enviroetech
Corp,. 823 F,2d 1538, 1542, 1*1544) 3 U.8.P.Q.20 (BHA) 1412, 1415 {Fed. Cir
9871, see also Smithiline Higanostics. Inc. v, Helena fab. fotp.. 976

F.2d 1181, 1163-65 & n.2, 17 U.S.P.QL.Z0 (BNA)Y 1922, 1924-25 & n.2 (Fed. Cir,
19912

A.
Kelley's Appeal
1. Lost Profits on the ADL-100 Restraints

The district court's decision to award lost profits damages pursuant to
25 1.8.0. @ 284 turned primarily upon the quality of &ite-Hite’'s proof of
actual lost profits. The court found that. "but for" Kelley's infringing Truk
Stop competition, 2 [**9] would have sold 3,243 additional ADL-100
restraints and 80 additional MDL-55 restraints, The court reasoned that awarding
lost profits fulfilled the patent statute's goal of affording complete
compensation for infringement and compensated Ki iita  for the ADL-100 sales
that Kelley "anticipated taking from fitg-Hite when it marketed the Truk Stop
against the ADL-100." FHite-Hite . 774 F. Supp. ot 1540, 21 4.8,P.8.2D
(BNAY gt 1871, The court stated. "the rule applied here therefore does not
extend ®&ite ‘s patent rights excessively, because Kelley could reasonably
have foreseen that its infringement of the 847 patent would make it
liable for lost ADL-100 sales in addition to lost MDL-55 sales." Id. The court
further reasoned that its decision would avoid what it referred to as the
"whip-saw" problem. whereby an infringer could avoid paving lost profits damages
altogether by developing a device using a Tirst patented technology to compete
with a device that uses a second patented technology and developing a device
using the second patented technology to compete with a device that uses the
first patented technology.

Kelley maintains that Rite-#ite’s lost sales of the ADL-100 restraints
[**101do not constitute an injury that is legally compensable by means of 1ost
profits. It has uniformly been the law, Kelley argues. that to recover damages
in the form of lost profits a patentee must prove that, “"but for" the
infringement, it would have sold a product covered by the patent in suit to the
customers who bought from the infringer. Under the circumstances of this case.,
in Kelley's view. the patent statute provides only for damages calculated as a
reasonable royalty. &if2-Hite. on the other hand. argues that the only
restriction on an award of actual lost profits damages for patent infringement
is proof of causation-in-fact. A patentee, in its view, is entitled to all the
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profits it would have made on any of its products "but for" the infringement.
Each party argues that o judgment in favor of the other would Trustrate the
purposes of the patent statute. Whether the lost profits at issue are legally
compensable is o question of law. which we review de novo.

Our analysis of this question necessarily begins with the patent statute. See
Geperal Motors Corn, vo Devex Lorg.. 861 LS. fu8, 653-54, 76 1, Ed, 29
211, 30% S (1. 2058 (1883, Implementing the constitutional power under
Article I. section 8, tol**11] secure to inventors the exclusive right to their
discoveries, Congress has provided in 35 #.5.C. & 28: as follows:

[HN21 Upon finding for the claimant the court shall award the claimant
damages adequate to compensate for the infringement, but in no event less than a
reasonable royalty for the use made of the invention by the infringer, together
with interest and costs as Tixed by the court.

35 1L8.0. 8 284 (1988). The statute thus mandates that a claimant receive
damages "adequate" to compensate for infringement. Section 284 further instructs
that a damage award shall be "in no event less than a reasonable royalty"; the
purpose of this alternative is not to direct the form of compensation. but to
set @ floor below which damage awards may not fall. el Mor Avionics. Inc.

v, fuinton Instrument Co., 836 F.2d 31320, 1326, % [LS.P.A.20 (BHA) 1255. 1240
{Fed. Cir, 3987y, Thus. the language of the statute is expansive rather than
limiting, It affirmatively states that damoges must be adequate. while providing
only a lower limit and no other limitation.

The Supreme Court spoke to the question of patent damages in General Motors.,
stating that, in enacting @ 284, Congress sought tol[**12] "ensure that the
patent owner would in fact receive full compensation for 'any damages' [*1545
[the patenteel suffered as a result of the infringement." General Motors,

461 1.8, .07 654 see also H.R. Rep. No, 1587, 79th Cond.., 2d Sess., 1 (1946)
(the Bill was intended to allow recovery of "any damages the complainant can
prove"); S. Rep. No. 1503, 79th Cong., 2d Sess.. 2 (1946) (same). Thus.

[HN3] while the statutory text states tersely that the patentee receive
"adequate" damages. the Supreme Court has interpreted this to mean that
"gdequate" damages should approximate those damages that will fully compensate
the patentee for infringement. Further, the Court has cautioned against imposing
limitations on patent infringement damages. stating: "When Congress wished to
limit an element of recovery in a patent infringement action., it said so
explicitly." Geperal Motors. 451 iS5, gt 653 (refusing to impose

limitation on court's authority to award interest).

In Ao Mfg v, Comvertible Top Reolgcement €o.. 377 U.S. 476, 141
UeSaPaQe (BHAY 681, 32 Lo Fdo 2d 457, 84 S CL. 1526 (318964), the Court
discussed the statutory standard for measuring patent infringement damages.
explaining:

[HN41 The question to be asked in determining[**13] damages is “"how
much had the Patent Holder and Licensee suffered by the infringement. And that
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question [is] primarily: had the Infringer not infringed, what would the
Patentee Holder-Licensee have made?"

307 S, 0 507, 181 H.S. PG, (BNAY at 694 (plurality opinion) (citations
omitted). This surely states a "but for" test. In accordance with the Court's
guidance, we have held that [HNS] the general rule for determining

actual damages to a patentee that is itself producing the patented item is to
determine the sales and profits lost to the patentee because of the
infringement. Del Wor. &% F.2d ot 1326, 5 1.8, P.0.20 (BNAY ol 1760: see

Stoite Indus.. Inc. v, Mor-Flo Indus., Inc.. 883 F 24 3573, 1577, 12

ILS.P.Q.7D (BNAY 1076, 1078 (Fed, Cir, 1989), cert. denied, 493 iLS. 122
{1550) (award of damages may be split between lost profits as actual damages to
the extent they are proven and a reasonable royalty for the remainder). To
recover lost profits damages, the patentee must show @ reasonable probability
that, "put for" the infringement. it would have made the sales that were made by
the infringer. Id.; King Instrument Corp. v. 0racl Lorp.. 767 F.2d 853.

864, 226 1LS.P.0L (BHAY 402, 409 (Fed. Cir, 1989).0**14] cert. denied, 475

1.8, 1006, &a Lo Bd. 20 312, 306 8. 1. 1197 (1486)..

Popdudin. Coro, v, Stehlin Bros. Fibre Works. Inc... 575 E.2d 1152, 197
U,5,P.Q. (BNAY 726 (6th Cir. 1978), articulated a four-factor test that has
since been accepted as a useful, but non-exclusive., way for a patentee to prove
entitlement to lost profits damages. State Indus.. 883 F.2d ot 1577, 1
ILS.P.0.20 (BNAY o 1028 [HN6] The Panduit test requires that a
patentee establish: (1) demand for the patented product: (2) absence of
acceptable non-infringing substitutes; (3) manufacturing and marketing
capability to exploit the demand: and (4) the amount of the profit it would have
made. Panduit. 57% E.2d gr 1156, 197 4.5, P. Q. (BNAY a1 730
[HN7] A showing under Panduit permits a court to reasonably infer that the lost
profits claimed were in fact caused by the infringing sales, thus establishing a
patentee's prima facie case with respect to "but for" causation. kaufman
Lo, e lantechs InG., 826 F.24 1136, 33181, 17 1.3, 2,0,20 (BNA)Y 1828. 1831
LEed. Cir, 19913, A patentee need not negate every possibility that the
purchaser might not have purchased a product other than its own, absent the
infringement. Id. The patentee need only show that there was a reasonable
probability[**15]1 that the sales would have been made "but for" the
infringement. Id. When the patentee establishes the reasonableness of this
inference, e.d.., by satisfying the Panduit test, it has sustained the burden of
proving entitlement to lost profits due to the infringing sales. Id. gt
1141, 17 U.8.0.0.20 {BHAY gt 1837, The burden then shifts to the infringer to
show that the inference is unreasonable for some or all of the lost sales. Id.

Applying Panduit, the district court found that #i i1t had established
"but for" causation. In the court's view, this was sufficient to prove
entitlement to lost profits damages on the ADL-100. Kelley does not challenge
that * 2 meets the Panduit test and therefore has proven “but for"
causation; rather, Kelley argues that damages for the ADL-100, even if in fact
caused by the infringement. [*15461 are not legally compensable because the
ADL-100 is not covered by the patent in suit.

Preliminarily. we wish to affirm that [HN8] the "test" for
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compensability of damages under a 284 is not solelv a "but for™ test in the
sense that an infringer must compensate a patentee for any and all damages that
proceed from the act of patent infringement. Notwithstanding[**16]1 the broad
language of @ 284, judicial relief cannot redress every conceivable harm that
can be traced to an alleged wrongdoing. See Assaciated General CONLIGCIOrs

Inee v Lolifuornio State Council of Corpsniers. A59 4.8, 519, 538, 74 1. Fd..2d
773,303 S, L1, 897 (1982}, n4 For example, remote consequences, such as a

heart attack of the inventor or loss in value of shares of common stock of a
patentee corporation caused indirectly by infringement are not compensable.
Thus, along with establishing that a particular injury suffered by a patentee is
a "but for" consequence of infringement, there may also be a background question
whether the asserted injury is of the type for which the patentee may be
compensated.,

n4 As succinctly summarized by Keeton et al.:

In a philosophical sense. the consequences of an act go forward to eternity, and
the causes of an event go back to the dawn of human events, and beyond. But

any attempt to impose responsibility upon such a basis would result in infinite
liability for all wrongful acts. and would "set society on edge and fill the
courts with endless litigation." As a practical matter, legal responsibility
must be limited to those causes which are so closely connected with the result
and of such significance that the law is justified in imposing liability. Some
boundary must be set to liability for the consequences of any act, upon the
basis of some social idea of justice or policy.

W. Page Keeton et al.. Prosser & Keeton on the Law of Torts & 41, at 264 (5th
ed. 1984) (citation and footnote omitted).

[**17]

Judicial limitations on damages, either for certain classes of plaintiffs or
for certain types of injuries have been imposed in terms of "proximate cause" or
"foreseeability." See (onsolidaied Reil Corp. v, Goitsholl. 3129 0. Fd. 24
427, 134 S, Lr, ZEA6. 2406 (199%). Such labels have been judicial tools used to
limit legal responsibility for the consequences of one's conduct that are too
remote to Justify compensation. See Holmes ¥, Sgclriliies Investor
Brotectico Corp.. 503 4.8, 258, 147 L. Fd. 2d 532, 1128, (i, 1311 (19923, The
general principles expressed in the common law tell us that the question of
legal compensability is one "to be determined on the facts of each case upon
mixed considerations of logic, common sense. justice., policy and precedent." See
1 Street, Foundations of Legal Liability 110 (1906) (quoted in W. Page Keeton et
al., Prosser & Keeton on the Law of Torts a 42, at 279 (5th ed., 1984)). n5

n5 After an explication of established patent law principles. the partial
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dissent of Judge Nies ultimately agrees that there are judicial limitations on
damages; the dissent simply disagrees that the damages sought here fall within
those limitations, concluding instead that the damages are too “"remote." The
dissent's disagreement thus centers not on whether lines are drawn regarding the
compensability of damages, but only on where those lines are to be drawn.

[**18]

We believe that [HNS] under @ 284 of the patent statute. the balance
between full compensation. which is the meaning that the Supreme Court has
attributed to the statute. and the reasonable limits of liability encompassed by
general principles of law can best be viewed in terms of reasonable, objective
foreseeability, IT a particular injury was or should have been reasonably
foreseeable by an infringing competitor in the relevant market. broadly defined.
that injury is generally compensable absent a persuasive reason to the contrary.
Here, the court determined that Fite 3 lost sales of the ADL-100, a
product that directly competed with the infringing product., were reasonably
foreseeable, We agree with that conclusion, [HN10]1 Being responsible
for lost sales of a competitive product is surely foreseeable; such losses
constitute the full compensation set forth by Congress, as interpreted by the
Supreme Court., while staying well within the traditional meaning of proximate
cause. Such lost sales should therefore clearly be compensable.

Recovery for lost sales of a device not covered by the patent in suit is not
of course expressly provided for by the patent statute. [*15471 Express language
is not[**19] required. however. Statutes speak in general terms rather than
specifically expressing every detail. Under the patent statute. damages should
be awarded "where necessary to afford the plaintiff full compensation for the
infringement." feneral Motors. 461 U.5. gl 854, Thus, to refuse to award
reasonably foreseeable damages necessary to make Rite-Hiie whole would be
inconsistent with the meaning of @ 284,

Kelley asserts that to allow recovery for the ADL-100 would contravene the
policy reason for which patents are granted: "To promote the progress of
the useful arts." U.S, Const.. art. I, @ 8 cl. 8. Because an inventor is only
entitled to exclusivity to the extent he or she has invented and disclosed a
novel. nonobvious, and useful device, Kelley argues. a patent may never be used
to restrict competition in the sale of products not covered by the patent in
suit. In support, Kelley cites antitrust case law condemning the use of a patent
as @ means to obtain a "monopoly" on unpatented material. See, e.g., Etil
oasoline Corn, v, United States, 309 UL,45, 436. 459, 84 L. Fd, 252, &0 (1. 618
(19403 ("The patent monopoly of one invention may no more be enlarged for the
exploitation of a monopoly[**20] of another than for the exploitation of an
unpatented article. or for the exploitation or promotion of @ business not
embraced within the patent."), Leitch Mfa. Cq. v, Borber €o.. 302 U.8. 458
463, 82 Ed, 371, 58 5. C1, 288 (1538) (“Every use of a patent as a means of
obtaining a limited monopoly on unpatented material is prohibited . . . whatever
the nature of the device by which the owner of the patent seeks to effect
unauthorized extension of the monopoly.").

These cases are inapposite to the issue raised here. The present case does
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not involve expanding the limits of the patent grant in violation of the
antitrust laws; it simply asks, once infringement of a valid patent is found,
what compensable injuries result from that infringement, i.e., how may the
patentee be made whole. fife-#if= Is not attempting to exclude its competitors
from making, using, or selling a product not within the scope of its patent. The
Truk Stop restraint was found to infringe the ‘©47 patent, and e

is simply seeking adequate compensation for that infringement; this is not an
antitrust issue., Allowing compensation for such damage will "promote the
Progress of . . . the useful Arts" by providing a stimulus to the[**21]
development of new products and industries. See 1 Ernest B. Lipscomb III. Walker
on Patents 65 (3d ed. 1984) (quoting Simonds, Summary of the Law of Patents 9
(1883)) ("The patent laws promote the progress in different ways. prominent
among which are by protecting the investment of capital in the development and
working of a new invention from ruinous competition till the investment becomes
remunerative.", n6

n6 The partial dissent of Judge Nies appears to confuse exclusion under a
patent of a product that comes within the scope of the claims with the
determination of damages to redress injury caused by patent infringement once
infringement has been found.

Kelley further asserts that, as a policy matter, inventors should be
encouraged by the law to practice their inventions. This is not a meaningful or
persuasive argument, at least in this context. [HN11] A patent is
granted in exchange for a patentee's disclosure of an invention. not for the
patentee's use of the invention. There is no requirement in(**22] this country
that a patentee make. use, or sell its patented invention. See Continental

Paper Bag Lo, v, Fostern Paper Bag Co.. 210 U 8. 405, 824-3C. 52 1, Fd. 1177, 28
S Ch. 7h8 (190&) (irrespective of a patentee's own use of its patented
invention. it may enforce its rights under the patent). [HN12] If a

patentee's failure to practice a patented invention frustrates an important
public need for the invention. a court need not enjoin infringement of the
patent. See 3% .S & 28% (1988) (courts may grant injunctions in

accordance with the principles of equity). Accordingly, courts have in rare
instances exercised their discretion to deny injunctive relief in order to
protect the public interest. See, e.g., Hybritech. Ing. v, Abbett fab.. &
1.8.P.0,2D (RHA) 1001 (C.D. Col. 1887) (public interest required that

injunction not stop supply of medical test kits that the patentee itself was not
marketing), [*1548] aff'd, 849 F.2d 1445, 7 U .8.P.Q.20 (RHAY 1191 (Fed.

Cire 3988, yitomin fechnoloelsts, Tnc. v, Wisconsin Atumni Reseqroh

Found.. 64 U8, P, (RNAY 285 (9ih Cir. 194%) (public interest warranted

refusal of injunction on irradiation of oleomargarine); City of Milwaukee V.
Activated Sludge, Inc., 21 U.S.P.Q. (BNA) 69 (7th Cir. 1934) [**23] (injunction
refused against city operation of sewcge disposal plant because of public health
danger). [HN131 Whether a patentee sells its patented invention is not
crucial in determining lost profits damages. [HN14] Normally. if the
patentee is not selling a product, by definition there can be no lost profits.
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However, in this case, Rite-

> did sell its own patented products. the
MDL-55 and the ADL-100 restraints.

Kelley next argues that to award lost profits damages on
ADL-100s would be contrary to precedent. Citing Panduit, Kelley argues tnot case
law regarding lost profits uniformly requires that "the intrinsic value of the
patent in suit is the only proper basis for a lost profits award." Kelley argues
that each prong of the Panduit test focuses on the patented inventions thus,
Kelley asserts. »cannot obtain damages consisting of lost profits on
a product that is not the patented invention., n7

n7 The partial dissent of Judge Nies agrees with Kelley, citing several
Supreme Court decisions. However. the Supreme Court has provided no definitive
ruling on the proper scope of damages to redress lost sales of diverted products
such as those in this case. The dissent also relies on dicta in older district
court cases; however, the issue directly before us is one of first impression
in this court. Moreover, the more recent (post-1946) cases cited by the dissent
do not hold that a patentee may receive damages in the form of lost profits only
for diverted sales of devices covered by the patent in suit. Rather, the cases
relied upon either relate to recovery Tor lost sales of items sold with devices
covered by the patent in suit under the entire market value rule, or they stand
Tor the unremarkable proposition that the patentee must be in the business of
selling a device in order to recover damages for alleged lost sales of such a
device,

[**24]

[HN151 Generally. the Panduit test has been applied when a patentee
is seeking lost profits for a device covered by the patent in suit. However,
Panduit is not the sine qua non for proving "pbut for" causation. IT there are
other ways to show that the infringement in fact caused the patentee's lost
profits. there is no reason why another test should not be acceptable. Moreover.
other fact situations may require different means of evaluation. and failure to
meet the Panduit test does not ipso facto disqualify a loss from being
compensable.,

In any event, the only Panduit factor that arguably was not met in the
present fact situation is the second one. absence of acceptable non-infringing
substitutes, [HN16] Establishment of this factor tends to prove that
the patentee would not have lost the sales to a non-infringing third party
rather than to the infringer. That, however. goes only to the question of proof,
Here. the only substitute for the patented device was the ADL-100, another of
the patentee's devices., Such a substitute was not an "acceptable. non-infringing
substltute“ within the meaning of Panduit because, being patented by
£, 1t was not available to customers[**25] except from Hits
Stafe Indus.. 883 F.2d b 3578, 12 1.8 P20 (BNAY at 1030-3]

Fite-#its  therefore would not have lost the sales to a third party. The second
Panduit factor thus has been met. If. on the other hand. the ADL-100 had not

t
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been patented and was found to be an acceptable substitute, that would have been
a different story., and #ite would have had to prove that its customers
would not have obtained the ADL-100 from a third party in order to prove the
second factor of Panduit,

Kelley's conclusion that the lost sales must be of the patented invention
thus is not supported. Kelley's concern that lost profits must relate to the
"intrinsic value of the patent" is subsumed in the "but for" analysis; if the
patent infringement had nothing to do with the lost sales, "but for" causation
would not have been proven., However, "but for" causation is conceded here. The
motive, or motivation., for the infringement is irrelevant if it is proved that
the infringement in fact caused the loss. We see no basis for Kelley's
conclusion that the lost sales must be of products covered by the infringed
patent.

Kelley has thus not provided, nor do we Tind, any justification in thel[**26]
statute, precedent, policy. or logic to limit the compensability [*1549] of lost
sales of a patentee's device that directly competes with the infringing device
if it is proven that those lost sales were caused in fact by the infringement.
Such lost sales are reasonably foreseeable and the award of damages is necessary
to provide adequate compensation for infringement under 35 1LS.C. A 284,

Thus, &i te's ADL-100 lost sales are legally compensable and we affirm the

award of lost profits on the 3,283 sales lost to R wholesale

business in ADL-100 restraints. n8

—————————————————— Footnotes- - - = = = - = = - - - - - - - - -
ng The partial dissent of Judge Nies mukes much of the fact that ®jte-Hite

could not mark its ADL-100 restraints with notice of the ‘847 patent.
cautioning, "to hold that a patentee may recover damades respecting injury to
its business in products that do not embody the invention which are unmarked or
marked with a different patent number would treat a patentee that does not
practice its invention more favorably than a patentee that does. The marking
statute generates absurd results when applied to damages tied to products not
made under the patent in suit." We disagree. The marking statute provides that
if a product is not marked. no damages shall be recovered by the patentee except
on proof that the infringer was notified of the infringement. See 35 4.8.(

4 287(a) (1988), That a patentee cannot recover damages in the absence of
actual notice when it has not marked remains the law, but that law does not
preclude assessing damages for lost sales of diverted products after actual
notice of infringement has been given.

[**27]
I1. Damages on the Dock Levelers

Based on the “"entire market value rule," the district court awarded lost
profits on 1,692 dock levelers that it found Rite 2 would have sold with
the ADL-100 and MDL-55 restraints. Kelley argues that this award must be set
aside because tz  failed to establish that the dock levelers were
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eligible to be included in the damage computation under the entire market value
rule. We agree.

[HN171 When a patentee seeks damages on unpatented components sold
with a patented apparatus. courts have applied a formulation known as the
“entire market value rule" to determine whether such components should be
included in the damage computation, whether for reasonable royalty purposes, n9

see Leesona Lorn. v nited Stayes, 220 01, Ol 734, 599 F.2d 958, 974, 202
U8B0, (RNAY 424, 439 (Ct. Cl.), cert, denied, 444 M.5. 891, 62 (., Ed

24 470, 3100 8. (1, 572 (1972, or for lost profits purposes. see Paper
Copverting Mochine Co. v, Maona-Graghics Corp.. 745 F.24 11, 23, 223 1.5.P.Q
{RBAY 561, 589 (F e, nasey. Early cases invoking the entire market value

rule required that for a patentee owning an "improvement patent" to recover
damages calculated on sales of a larger machine incorporating that improvement.
the patenteel**28] was required to show that the entire value of the whole
machine, as a marketable article, was “properly and legally attributable™ to the
patented feature. See Garretson. v. Clark. 313 W8, 120,323, 28 1. Fd. 270,
4 8. {1 791 (1884 WesTinchouse Flec, & Mg, Co.. v, Wogner Flec. & Wig
L0, 225 U8, 608, 615, 58 1. Fd, 3222, 32 5, (1. 891 {1912y (same).
Subsequently, our predecessor court held that damages for component parts used
with a patented apparatus were recoverable under the entire market value rule if
the patented apparatus "was of such paramount importance that it substantially
created the value of the component parts." Morconi ¥ireless Telearash (0.
v, lnited States. 808 v, £1. 3. 53 U.8.P.0. (RHAY 246, 250 (01, €I, 1942}
aff'd in part and vacated in part, 324 4.5, 1 (19433, We have held that

[HN18] the entire market value rule permits recovery of damages based on
the value of a patentee's entire apparatus containing several features when the
patent-related feature is the "basis for customer demand." Stofe Indus..
883 E.20 all 1580, 17 LS P.E.Z0 (BNAY o 3031 DM Mo, Co. . ura
LOrD.. 788 F.2d 895, Q00:-07. 229 H.S.P.GL (RNAY 525, 528 (Fed. Cir.)., cert
denied, 478 1.8 ke 200107 10

n9 This issue of rovalty base is not to be confused with the relevance of
anticipated collateral sales to the determination of a reasonable royalty rate.
See Desre & Co. v International lacvester Co.. 710 F.24 3551, 1559, 218
LS. PLt, (BNAY 481, 87 (Fed. Cir. 198%3; Irons-dWorld Mig. Corp. v, Al
Hvmon & Sons. InC.. 750 F.2d 1552, 1568, 224 U.5.P.¢ BHAY 258, 209-70 (EgC
Clr, 1984,

[**29]

[HN191 The entire market value rule has typically been applied to
include in the compensation base unpatented components of a device when the
unpatented and patented components are physically part of the same machine. Sees

e.9.., Western k1 Lo, v, Stewsri-Warner{*15501  Corp,. 631 F.2d 3335, 20
U.5.p.8 18% (arh Cir. 19380). cert., denied, 450 .8, 971, 671 d
20 622, 101 3, (1. 1492 (14813, The rule hos been extended to allow inclusion
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of physically separate unpatented components normally sold with the patented
components. See, e.q., Pupet fopverfing, 745 £.2¢ i 23, 7273 U.S.P. 8. (BHA
@r._599. However, in such cases. the unpatented and patented components together
were considered to be components of a single assembly or parts of a complete
machine, or they together constituted a functional unit. See, e.g.,

Yelo-Rind, Inc Minnesoto Mining & Mg, Co.. 647 F.o2d 965, 201 1.8.P.Q. (BHA)
926 (9th Cir.), cert, denied, 454 Y.S. 1063, 70 L. £d, 2d 831, 102 &, (1,

658 (19833,

In Paper Converting, this court articulated the entire market value rule in
terms of the objectively reasonable probability that a patentee would have made
the relevant sales, See 745 F.2d af 23, 223 {,5.P.0, (BHA: ot 298-600
Furthermore. we may have appeared to expand thel**30]1 rule when we emphasized
the Tinancial and marketing dependence of the unpatented component on the
patented component. See id. In Paper Converting, however. the rule was applied
to allow recovery of profits on the unpatented components only because all the
components together were considered to be parts of a single assembly. The
references to "financial and marketing dependence" and "reasonable probability"
were made in the context of the facts of the case and did not separate the rule
from its traditional moorings.

Specifically, recovery was sought for the lost profits on sales of an entire
machine for the high speed manufacture of paper rolls comprising several
physically separate components, only one of which incorporated the invention.
The machine was comprised of the patented "rewinder" component and several
auxiliary components, including an “unwind stand" that supported a large roll of
supply paper to the rewinder, a "core loader" that supplied paperboard cores to
the rewinder. an "embosser" that embossed the paper and provided a special
textured surface, and a "tail sealer" that sealed the paper's trailing end to
the finished roll. Although we noted that the auxiliary[**31] components had
"separate usage" in that they each separately performed a part of an entire
rewinding operation. the components together constituted one functional unit,
including the patented component, to produce rolls of paper. The auxiliary
components derived their market value from the patented rewinder because they
had no useful purpose independent of the patented rewinder.

Similarly, our subsequent cases have applied the entire market value rule
only in situations in which the patented and unpatented components were
analogous to a single functioning unit. See, e.g.. Kalman v, Berlyn Corp..
iy F.2d 1473, 1485, 18 U.5.P.Q.20 (BNA) 1093, 1102 (Fed. Cir, 1990) (affirming
award of damages for filter screens used with a patented filtering device),

ThMe 789 F.2d ot 907, 729 1L,S8.2.8. (BNAY of 578 (affirming award of

damages for unpatented wheels and axles sold with patented vehicle suspension
system); Kori Corp, v, Wilce Mersh Bucgies 2 Draglines. Inc.. 761 F.2¢ 649,
856,225 18,00, (INAY 985, 983 (Fed., Cir.) (affirming an award of damages for
unpatented uppers of an improved amphibious vehicle having a patented pontoon

structure), cert. denied, 474 U.S. Q07. 88 i Fd. 2d 229, 106 5. Ci. 730
{3985),
Thus, the facts of[**32] past cases clearly imply [HN201 a

limitation on damages. when recovery is sought on sales of unpatented components
sold with patented components, to the effect that the unpatented components must
function together with the patented component in some manner so as to produce a
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desired end product or result. All the components together must be analogous to
components of a single assembly or be parts of a complete machine. or they

must constitute a functional unit. Our precedent has not extended liability to
include items that have essentially no functional relationship to the patented
invention and that may have been sold with an infringing device only as a matter
of convenience or business advantage. We are not persuaded that we should extend
that liability. Damages on such items would constitute more than what is
"adequate to compensate for the infringement,"

The facts of this case do not meet this requirement. The dock levelers
operated to bridge the gap between a loading dock [*1551) and a truck. The
patented vehicle restraint operated to secure the rear of the truck to the
loading dock. Although the two devices may have been used together, they did not
function together to achieve one result and[**33] each could effectively have
been used independently of each other. The parties had established positions in
marketing dock levelers long prior to developing the vehicle restraints.
and Kelley were pioneers in that incustry and for many years were primary
competitors. Although following iite's introduction of its restraints
onto the market. customers frequently solicited package bids for the
simultaneous installation of restraints and dock levelers, they did so because
sucn DldS facilitated contracting and construction scheduling, and because both

2 and Kelley encouraged this linkage by offering combination
discounts. The dock levelers were thus sold by Kelley with the restraints only
Tor marketing reasons, not because they essentially functioned together. We
distinguish our conclusion to permit damages based on lost sales of the
unpatented (not covered by the patent in suit) ADL-100 devices. but not on lost
sales of the unpatented dock levelers. by emphasizing that the Kelley Truk Stops
were devices competitive with the ADL-100s. whereas the dock levelers were
merely items sold together with the restraints for convenience and business
advantage. It is a clear(**34] purpose of the patent law to redress competitive
damages resulting from infringement of the patent. but there is no basis for
extending that recovery to include dumages for items that are neither
competitive with nor function with the patented invention. Promotion of the
useful arts., see U.S, Const., art. I, @ 8, cl. 8 requires one. but not the
other. These facts do not establish the functional relationship necessary to
justify recovery under the entire market value rule., Therefore. the district
court erred as a matter of law in including them within the compensation base.
Accordingly, we vacate the court's award of damages based on the dock leveler
sales.

Hite

IIT1. Standing of the IS0s

The IS0s asserted claims Tor patent infringement under :
as co-plaintiffs with Rite-iite and were awarded damages calculated on the
basis of a reasonable royalty at the retail level on both restraints and dock
levelers, based on the number of sales each asserted it lost to Kelley. Kelley
challenges any award of damages to the ISOs on the ground that the ISOs had no
standing to seek recovery for patent infringement. The ISOs argue that the
exclusivity of their sales territories gave[**351 them standing as “exclusive
licensees." The question of standing to sue is @ jurisdictional one.

Imperiel Yobhacco. tId. v, PRilip Morrise Ing.. 899 F.2d 157%. 1580 n.7. 14
1.S.P.Q.20 (RHAY 1390, 1393 n.7 {(Fed. €ir, 19803, which we review de novo.
Iransamericg Ios. Loin United Sigies, G735 F.20 1577 (Fed, Cir. 1997
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We agree with Kelley that the ISOs must be dismissed for lack of standing.

[HN21] The right of a patentee to a remedy for patent infringement

is created by the statute, Arachaid. Inc. Y. Meriy Indus.. Inc.. 939 E.2d
1574, 1578, 19 08P 020 (ENAY 1513, 1516-17 (Fed, Cir. 19813, which provides

that @ "patentee" shall have remedy by civil action for infringement of his or
her patent, 35 4.3.C. 8 281 (1988). The term "patentee" includes "not only

the patentee to whom the patent was issued but also the successors in title to
the patentee," 35 U.3.0. & 100(d) (1988).

[HN22] Generally, one seeking money damages for patent infringement
must have held legal title to the patent at the time of the infringement.
Crown Die & Tool oo v, Hye Tool & Hachine Work 201 4.8, 28, 80-87, 67 L. Fd
516, 43 3 254 (1973 [HN231 A conveyance of legal title by the
patentee can be made only of the entire patent. an undivided part[**36] or share
of the entire patent, or all rights under the patent in a specified geographical
region of the United States. Waterman v. Mockanzlie, 138 U.S. 252, 255, 34
Lo Fd. 82%, 11 6. (L. 334 (18913, A transfer of any of these is an assignment
and vests the assignee with title in the patent, and a right to sue infringers.
n10 Id. A transfer [*1552] of less than one of these three interests is a
license, not an assignment of legal title, and it gives the licensee no right to
sue for infringement at low in the licensee's own name. Id.

n10 In the first and third cases., the assignee may sue in its name alone; in
the second case, it may sue jointly with the assignor. HWaierman v
HMockenzie, 138 LS. 252, 255, 34 1. Fd. 923, 11§ Lo 334 {1351)

[HN24]1 Under certain circumstances, a licensee may possess

sufficient interest in the patent to have standing to sue as a co-plaintiff with
the patentee. See id. (if necessary to protect the rights of all parties. the
licensee may be joined as co-plaintiff); Indensndent Wireless Tel. o
Rudio Corp. of Americg. 769 (LS. 658, (75371 468, 70 (. Fd. 357, 4b S, (L, 166
119761 (if the patentee refuses or is unable to join an exclusive licensee as
co-plaintiff, the licensee may make him a party defendant). Such a licensee is
usually an "exclusive licensee." To be an exclusive licensee for standing
purposes., a party must have received. not only the right to practice the
invention within a given territory. but also the patentee's express or implied
promise that others shall be excluded from practicing the invention within that
territory as well, See Independent Wireless, 269 1L8, 0f 468-69. IT the
party has not received an express or implied promise of exclusivity under the
patent, i.e.., the right to exclude others from making., using, or selling the
patented invention, the party has a "bare license." and has received only the
patentee's promise that that party will not be sued for infringement. See
Western Elec. 0. Y. Pocent Reproducer Corp.. 82 F.24 116, 1128, 5 U.S.B.4. (BHA

5,306 (2d Cir)s cert, denied, 282 L8, £73, 75 L. Ed. 771 51 8. (4
78 (1930),
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The ISOs maintain that they are allowed to join as co-plaintiffs because each
claims it has a virtually exclusive license to sell products made by 2 e
to particular customers in an exclusive sales territory. [**38] To determine
whether the ISOs have standing to be co-plaintiffs, we look to their contracts
with Bit

The typical original ISO contract provided in pertinent part:

Representative's right to solicit sales of the Company's products in the
Territory shall be exclusive in that the Company will not appoint any other
sales representative in the territory so long as. in Company's good faith
judgment, Representative is doing an adequate job in the entire Territory for
all listed products, [IT not.] Company shall have the right to reduce the
Territory, If it gives Representative notice of the change. Company shall in no
event be liable Tor any violation or infringement of Representative's
territorial rights hereunder except such as are committed directly by Company.
Company also reserves the non-exclusive right to make sales of its products
within the Territory directly to the motor freight industry, governmental
agencies, government contractors, and any other purchasers which, in Company's
judgement, can be served best by direct sales.

The subject products are "All & Mechanical and Hydraulic Dock Levelers
and Related Equipment." The word "patent" appears nowhere[**391 in this
document, although, just prior to their intervention as plaintiffs, many of the
IS0s executed supplements to their contracts which specified that the

"products" of the Sales Representative Agreement include "products manufactured
und sold by [ & 1" that embody "any of the claims set forth in

te patents relating to 'Dok-Lok' dev1ces, including (but not by any way
of limitationm U.S. Putent NO. L.373,8u47 Limetilie . 2701

SUpp,. At 1523, 21 P8.2D (REAY 6T 1g37 (alteration in original) (first
emphasis supplied). The agreement also provided that each ISO had. in addition
to tne right to solicit sales for ®Rite-Hite. the right to sell products made
by te reserved the right to sell its products to the motor
freight industry. nil

nll The court found that this industry was an insignificant market for &ite
s products. including its vehicle restraints.,

In the original agreement, Rite-Hite itself expressly retained substantial
rights to sell within the assigned territories[**40] to specific classes of
purchases and to “any other purchasers which. in Company's judgement, can be
served best by direct sales.," The last minute modifications on the eve of
litigation included for the first time products covered [*15531 by the patent in
the definition of the range of products covered by the agreement, and reduced
the retained rights of Rite-#ite to sell within the assigned territories.
Neither the original agreements nor the modifications granted the ISOs any right
to exclude others under the patent.
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We agree with Kelley that the district court's conclusion that these
contracts conveyed a “"sufficient, legally recognized interest in the rights
secured by the [!847] patent" to confer standing on the ISOs was
erroneous as a matter of law. .. 774 F. Supp. 0r 31525, 21 1.S.P.8.20
(RHAY 01 1808 (alteration in original). The contracts in this case were not
exclusive patent licenses. As noted, they did not mention the word “patent"
until the eve of this lawsuit. The IS0 contracts Dermltted the ISOs only to
solicit and make sales of products made by &i ve: in a particular
"exclusive" sales territory. While the agreements conveyed the right to sell
restraints covered by the patent, [**41] any “exclusivity" related only to sales
territories, not to patent rights. Even this sales exclusivity was conditional
on  Rite-Hite's  judgment that the IS0s were doing an “adequate job."

Most particularly, the ISOs had no right under the agreements to exclude
anyone from making. using, or selling the claimed invention. The ISOs could not
exclude from their respective territories other 1S0s. third parties, or even
; 2 itself. Any remedy an ISO might have nad for violation of its rights
would lie in a breach of contract action against Ritg-#ile. 1T the agreement
was breached, not in a patent infringement action agulnst infringers.

fite-H had no obligation to file infringement suits at the request of an
IS0 and the IS0s had no right to share in any recovery from litigation.
Moreover, appellees have not contended that such obligations and rights are to
be implied. Nor do appellees even argue that the ISOs had the right under their
contracts to bring suit for infringement against another IS0 or a third party,
making Rive-Bite an involuntary plaintiff. To the contrary. under their
agreement, if an ISO sold in another's territory, the profits were shared
according to * 5 [**42] "split commission" rules. While the patentee
and the ISOs have cooperated in this litigotion. that fact alone does not
establish their right to sue.

weinar v, Rollform, 7hit F.2d 787, 223 U,5.P.Q. (BNA) 369 (Fed. Cir.

19842, cert. denied, 470_. 1084, 85 L Ed. 2d 143, 105 Ci. 1844
(19353, which is cited by : in support of the ISOs' position, is not
to the contrary. In that case. a damage award was upheld to a licensee with the
exclusive right to sell in the entire United States, Ii. ai 807, 223

S.P.0. (BHA) ar 374. However. the exclusive licensee in Weinar was found to
have received more than a "bare" license from the patentee. Id. The exclusive
licensee and the patentee "shared the property rights represented by a patent."
Id. That is not the case here. The ISOs were not licensees under the patent,
except perhaps as non-exclusive licensees by implication. They were not granted
any right to exclude others under the patent. They do not accordingly “"share"
with the patentee the property rights represented by the patent so as to have
standing to sue as a co-plaintiff with the patentee.

These agreements were simply sales contracts between te-Hite and its
independent distributors. They did not transfer(**43]1 any proprietary interest
in the 847 patent and they did not give the ISOs the right to sue. If
the 1S0s lack a remedy in this case. it is because their agreements with Rite-

#ite failed to moke provisions for the contingency that the granted sales
exclusivity would not be maintained. The ISOs could have required fits-Hlts to
sue infringers and arrangements could have been agreed upon concerning splitting
any damage award. Apparently, this was not done.
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[HN25]1 The grant of a bare license to sell an invention in a
specified territory, even if it is the only license granted by the patentee,
does not provide standing without the grant of a right to exclude others. The
IS0s are legally no different from the individual salespersons whom the district
court earlier refused to allow to join the suit, e Z70 o
Supp._ b 1536, 210 UL SL P02 (3HAY i 1818 (holding that sales persons emploved
by the sales organizations are not entitled to recover damages as agents of the
exclusive licensee-sales organizations). They are not proper [*1554] parties to
this suit, and their claims must be dismissed. nl2

n12 Appellees contend that the issue of the I1S0s' standing to recover damages
is law of the case because of Kelley's failure to appeal during the liability
phase of the trial the district court's order permitting intervention, for which
reconsideration was denied in August 1984, We disagree. At the time of
intervention, other unfair competition claims were asserted. now abandoned.
Further, in the damage phase of the case, now appealed., the district court heard
evidence and made detailed findings of fact and conclusions of law regarding the
background of the IS0s. the exclusivity of their licenses, and their entitlement
to damages. Rite-Hite Corp. v, Kelley Co.. 774 . Supp. 1514, 1522-25.
1536, 23 0,20 (BHAY 1800, 18G6-08. 1818 (E.J, Wig, 1981), In so doing.
the court addressed arguments and evidence that were not before it in its
summary August 1984 ruling., Id. gt 1524, 21 U.S.P.0.20 (BNA) ot
The issue presented here, the ISOs' right to recover damages, was not finally
resolved by the district court until the domage phase of trial. Indeed. the
court expressly stated in the =Rite-itz damage opinion that the ISOs' right to
patent damages was at issue.

[**44]
IV, Computation of Reasonable Royalty

The district court found that &iig-Hits as a manufacturer was entitled to
an award of a reasonable royalty on 502 infringing restraint or
restraint-leveler sales for which it had not proved that it contacted the Kelley
customer prior to the infringing Kelley sale. ilp . 778 F. Supp.
at 1534, 21 #.5.B. 8,20 (BNA) gt 1816, The court awarded ¢ royalty equal to
approximately fifty percent of Rite-Hite's estimated lost profits per unit
sold to retailers, Id, ot 1535, 23 4.S,P.0.200 (BNA) 0t 1817. Further,
the court found that o-#ite as o retailer was entitled to a reasonable
royalty amounting to approximately one-third its estimated lost distribution
income per infringing sale.

8!

Kelley challenges the amount of the royalty as grossly excessive and legally
in error.

[HN26]1 A patentee is entitled to no less than a reasonable royalty
on an infringer's sales Tor which the patentee has not established entitlement
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to lost profits. 35 U.8.0. @ 284 (1988); Hunson v. Aldine vailey

Ski Are NCe JI8 E.20. 3075 1078, 219 U S PR (BHAY 679 B8I-87 (Fed. [ir
18¢3) ("If actual damages cannot be ascertained. then a reasonable rovalty must
be determined."). The royalty may be[**45] based upon an established royalty, if
there is one, or if not. upon the supposed result of hypothetical negotiations
between the plaintiff and defendant, Id. ot 1078, 219 11.8.P.0, (BNA) gt

682, n13 The hypothetical negotiation requires the court to envision the terms
of a licensing agreement reached as the result of a supposed meeting between the
patentee and the infringer at the time infringement began. Id.

[HN27]1 "One challenging only the court's finding as to amount of damages awarded
under the 'reasonable royalty' provision of & 284, therefore, must show that the
avward is, in view of all the evidence, either so outrageously high or so
outrageously low as to be unsupportable as an estimation of a reasonably
royalty." [ingdemonn Maschineniobrik GmbH v, American Hoist & Derrick Lo

895 F.2d 1403, 1406, 13 U.S.P.Q.20 (BMAY 1871, 1874 (Fed, Cir, 1980)

n13 The hypothetical negotiation is often referred to as a "willing licensor/
willing licensee" negotiation. However, this is an inaccurate. and even absurd.
characterization when, as here. the patentee does not wish to grant a license.
See Hanson v, Alpine Voiiey Ski arec. Inc.. 718 F.2d 1075, 1081, 214
1.S.P.8, (BNAY 674, 884 (The willing licensee/licensor concept is “emploved by
the court as a means of arriving at reasonable compensation and its validity
does not depend on the actual willingness of the parties to the lawsuit to
engage in such negotiations[; tlhere Is, of course, no actual willingness on
either side."); IWM #ig. £o. v, Durg Cor 789 k.24 890, 900, 729
L8P0, (BHAY 525, 528 (Fed. Cir.) ("The willing licensee/licensor approach
must be flexibly applied as @ 'device in the aid of justice.'") (citation
omitted), cert. denied, 479 1.8 852, 93 1. F¢ 7. 307 8, O, 183
(19861,

[**46]

The district court here conducted the hypothetical negotiation analysis. It
determined that : 2 would have been willing to grant a competitor a
license to use the '847 invention only if it recelved a rovalty of no
less than one-halfT of the per unit profits that it was foregoing. In so
determining, the court considered that the ‘847 patent was a "pioneer"
patent with manifest commercial success; that Ki iz had consistently
followed a policy of exploiting its own patents. rather than licensing to
competitors; and that Ritr-Hile would have had to forego a large profit by
granting a license to Kelley because Kelley was a strong competitor and
i anticipated being able to sell a large number of restraints and
related products. [*1555] See Decre £ Co. . Infernotiongl Harvester
£0.. 710 F.24 1551, 1559, 218 U.S.B. 8. (BHAY 681, 487 (Fed, Cir. 198331 (court
may consider impact of anticipated collateral sales); feorgio-Pocific
Corp, ¥, nited Stares Plvwood Corn.. 28 £, Supp. 1116, 1956 H.5.P. 4, (BNAY 235

(S.D.N.Y. 1970y (wide range of factors relevant to hypothetical negotiation).,
modified and aff'd, 446 F.2d 295, 170 U.S.P.Q, (BHA) 369 (2d Cir.), cert.
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denied, 404 1.5, 870, 20 1. Fd, 2d 334, 97 8, (1, 105 {19712, It was

[**471thus not unreasonable for the district court to find that an unwilling
patentee would only license for one-half its expected lost profits and that such
an amount was a reasonable royalty. The fact that the award was not based on the
infringer's profits did not make it an unreasonable award. See SLuie

Indus.. 883 F.2d at 1580. 12 U.S.P..20 (BNAY al 1031 ("The determination of a
reasonable royalty . . . is based not on the infringer's profit marginl; tlhere
is no rule that o royalty be no higher than the infringer's net profit
margin.™); Stickie y. Heudlein. Inc.. 718 F.2d 1550, 1563, 219 1.8.P.8

(BNAY 377, 387 (Fed, Cir, 1983) (royalty need not be less than price of
infringing unit). Furthermore. the fact that the award was based on and was a
significant portion of the patentee's profits also does not make the award
unreasonable. The languuge of the statute requires "damages gdequate to
compensate," which does not include a rovalty that a patentee who does not wish
to license its patent would Tind unregsonable, See Del_Mar. 836 ¥.24 gl

1328, 5 ULS.PL0L20 (BNAY af 1263 [HNZ28] ("[The]l imposition on a patent
owner who would not have licensed his invention for [a certainl royalty is a
form of compulsory([**48] license. against the will and interest of the person

wronged, in favor of the wrongdoer."). Moreover. [HN29]1 what an
infringer would prefer to pay is not the test for damages. See TWM. 789
ELZ0 0L 800, 228 WLS.P.G. (RNA) Gl 528 (that the parties might have agreed to a

lesser rovalty is of little relevance. for to look only at that question would
be to pretend that the infringement never happened; it would also make an
election to infringe a handy means for competitors to impose a compulsory
license policy upon every patent owner)

We conclude that the district court made no legal error and was not clearly
erroneous in determining the reasonable royalty rate. Accordingly, we affirm the
trial court's calculation of a reasonable royalty rate. However. because we
vacate the court's decision to include dock levelers in the royalty base, we
remand for a redetermination of damages based only on the sale of the infringing
restraints and not on the restraint-leveler packages.

tefn Cross Appeal

2ita-Hite ond the IS0s sought damages based on lost profits at the retail
level for ADL-100 and MDL-55 restraints and dock levelers. The district court
denied the award on the basis that both & Hite [**49] and the ISOs failed to
meet their evidentiary burden of proving lost profits. #ite-Hite has not
persuaded us that the court's decision was erroneous. As for the ISOs, this
issue is mooted by the above rulings.

#ite also argues that the district court erred in awarding interest at
a simple rather than a compound rate because., as a matter of law. prejudgment
interest must be compounded. We disagree. It has been recognized that

[HN301 "an award of compound rather then simple interest assures that the patent
owner is fully compensated." Eromson.v. Western (itho Plole & Supply Co

1989 1,5, Dist, 1EXIS 14593, 13 U.S,.P.0.20 (BNAY 1856, 1867 (E.D. #o, 1989
aff'd mem., 90% F.7d 1495 (Fed. C1r. 1980, However, the determination

whether to award simple or compound interest is a matter largely within the
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discretion of the district court. &yromot fard. V. £hompion Spark Plug

(0. 755 E20 549, 557, 222 U.S. P8 (BHAY 4, 10 (Fed, ir, 1984 (declining to
rule that prejudgment interest must be compounded as a matter of law).
fite-Hite has not persuaded us that the court abused its discretion in

awarding interest at a simple rate.

CONCLUSION

On Kelley's appeal. we affirm the district court's decision that Rite-Hite
is entitled to[**501 an award of lost profit damages based on its lost business
in ADL-100 restraints. We affirm the court's determination of the reasonable
[*15561royalty rate. We vacate the awards to the ISOs and vacate the damage
avard based on the dock levelers. We remand for the court to dismiss the ISOs as
plaintiffs and recalculate damages to o1 K i1e's  cross-appedl,
we affirm.

AFFIRMED-IN-PART, VACATED-IN-PART, and REMANDED

DISSENTBY: NIES; NEWMAN (In Part)

DISSENT: NIES, Circuit Judge, with whom ARCHER. Chief Judge, SMITH. Senior
Circuit Judge, and MAYER., Circuit Judge join, dissenting-in-part.

SUMMARY

The majority uses the provision in 35 U.3.0, 4 284 for "damages" as a
tool to expand the property rights granted by a patent. I dissent.

No one disputes that &its-#ite 1s entitled to "full compensation for any
damages suffered as a result of the infringement." General Motors Corp. V.
Devex Corp,, 481 U.S, 648, 65%-54, 76 L, Ed, 2d 211, 103 5, CL. 2058 (1983,
“Damages." however, is a word of art. "Damcges in a legal sense means the
compensation which the law will award for an injury done." Recovery in Patent
Infringement Suits: Hearings on H.R. 5231 [later H.R. 53111 Before the Committee
[**51]1 on Patents. 79th Cong., 2nd Sess. 9 (1946) (statement of Conder C.
Henry, Asst, Comm'r of Patents) (hereinafter “House Hearings"). Thus. the
question is, "What are the injuries for which full compensation must be paid?".

The majority divorces "actual damages" from injury to patent rights. nl The
majority holds that a patentee is entitled to recover its lost profits caused by
the infringer's competition with the patentee's business in ADL restraints,
products not incorporating the invention of the patent in suit but assertedly
protected by other unlitigated patents. Indeed. the majority states a broader
rule for the award of lost profits on any goods of the patentee with which the
infringing device competes, even products in the public domain,

nl The term "octual damages" is used to distinguish from an award based on a
hypothetical reasonable royalty. In the mojority view. this dissent “confuses"
the patent right to exclude with the separate determination of actual damages
for patent infringement. Contrary to the majority, both determinations depend on
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injury to patent rights. The patent defines the metes and bounds of legal
injury. As the Supreme Court stated in Loentinaninl Poper Bog Co. ¥

Fastern Papet Bon Co.. 210 U.S. 405, 430, 52 1. Fd, 1122, 28 5. (T, 748 (1908)
"From the character of the right of the patentee we may judge of his remedies."
The majority and the dissent do not merely quibble over "line- drawing" by
reason of "remoteness" of an injury but rather fundamentally disagree over the
legal scope of the market protected by a potent.

[**52]

1 would hold that the diversion of ADL-100 sales is not an injury to
patentee's property rights granted by the ‘%47 patent. To constitute
legal injury for which lost profits may be awarded, the infringer must interfere
with the patentee's property right to an exclusive market in goods embodying the
invention of the patent in suit. The patentee's property rights do not extend to
its market in other goods unprotected by the litigated patent. e was
compensated for the lost profits for 80 sales associated with the MDL-55. the
only product it sells embodying the ‘847 invention. That is the totality
of any possible entitlement to lost profits. Under 35 iLS.L. & 284,
therefore, Rits-Hite 1s entitled to “damoges" calculated as a reasonable
royalty on the remainder of Kelley's infringing restraints.

1 also disagree that the calculations of a reasonable royalty may be based on
a percentage of Rita-Hiis's lost profits. Under 35 U.3.L. 8 284, a
regsonable royalty must be attributed to Kelley's "use of the invention.™ A
royalty must be based on the value of the patented hook, not on other features
in the infringing device. e.d., the motors. which form no part of the patented
invention[**53] used by Kelley. Further, the trial court discounted or excluded
significant evidence and otherwise improperly calculated a reasonable royalty
rate.

[*15571 Accordingly. for the reasons more fully presented below, I dissent
from the majority on these issues. I concur in the result of part AII and join
part AIII. I take no position on the cross-appeal regarding interest (part B)
which is irrelevant to this dissent.

11,

LOST PROFITS

As a matter of legal analysis, the majority treats the issue of "damages" for
a patentee's lost trade in competitive goods not embodying the invention of the
patent in suit as one of first impression. It is not. The following outline sets
out the established law:

(1) Patent "dumages" are limited to legal injury to property rights created
by the patent, not merely causation in fact.

(2) Under precedent in 1946, a patentee was entitled to recover, either at
law or in equity. only the profits attributable to the invention. A patentee's
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property rights were limited to its exclusivity in the market for the patented
goods in suit. "Damages" were awardable only for injury to that trade, and only
to the extent of the contribution of the invention to profits. [**54]
Apportionment of profits and the entire market value rule reflect these
principles. Injury to the patentee's trade in other competitive products was
deemed an indirect loss and not compensable. “"Foreseeability" was not the test
for legal injury for patent infringement.

(3) In 1946, Congress eliminated the remedy of an equitable accounting for a
defendant's profits and reenacted the provision for "damages" in 1946 and 1952,
Congress made no change in the precedential law of "damages" except for
prejudgment interest.

(4) Since 1946, the Supreme Court has not overturned its precedent on
“damages." Under the entire market value rule applicable to lost profits awards.
a patentee must prove the invention in suit created consumer demand for the
patented and infringing products.

(5) The majority's decision creates a conflict with the law of patent
"damages" in all other circuits.

(8) The majority decision cannot be reconciled with other provisions of the
patent statute or with public policies.

A. The Insufficiency of "But-For" as the Sole Test

As a preliminary matter. I wish to state my reasons for rejecting the
arguments made by appellee Rite-#ite [**55]1 in support of the district court's
judgment. The district court held, and & #ite argues on appeal. supparted
by the amici, that the only restriction on the award of “actual damages" for
patent infringement is proof of causation in fact. that is, satisfaction of a
"but-for" test. n2 Under that test. it would Tollow that Rite-Hite is entitled
to any profits it lost due to the infringer's competition, whether it lost sales
of restraints embodying the invention in suit, or those protected by other
patents, or even products in the public domain., i.e., never patented or the
subject of expired patents. The district court applied a "but-for" standard to
award lost profits on dock levelers as well

N2 Bite-Hile Corp. ¥. Kellev (0., 774 F. Suop, 1514 1537, 71
I1,8,P.0.20_(BNAY 1801, 1819 (E.D, Wis. 1991

In order to recover lost profits damages, "o patentee must show a reasonable
probability that. but for the infringement. it would have made the sales that
were made by the infringer." Id.; see also Pandilf fiorn Stehlin Bros

Eibre Works. 575 F.2d 1152, 197 #.S.P.Q. 726 {oth_Cir. 1978 . The issue of
whether a court should award lost profits dumages or a reasonable royalty under
a 284 thus turns primarily upon the quality of plaintiffs' proof of lost
profits. Neither & 284 nor controlling case law restricts the recovery of lost
profits damages any further.
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[**56]

In support of the district court's ruling, fite-ii relies on the
statement in Arp_ Ffg...Co_v. Convertible Top Replocemeni Co.. 377 1.5
478, 12 Pd..2d 457, 84 5. Cr, 1526 (14964, that a patentee's damages under
the statute must be measured by "the difference between his pecuniary condition
after the infringement. and what his condition would have been if the
infringement had not occurred." 377 L5, gt 507 (plurality opinion)

(quoting Yale Lock MTg. [*1558] fo. v. Sareent. 117 U.S. 5%G. %52, 78

Ed. 954, § C1.9%1 (1835)). However, one of the most common sources of error
occurs from quotations taken from opinions out of context. One might just as
well try to play music merely by reading the lyrics. In Aro, the quoted
statement was made in connection with limiting the amount of damages which could
be recovered. As further explained respecting damages for contributory
infringement:

After a patentee has collected from or on behalf of a direct infringer damages
sufficient to put him in the position he would have occupied had there been no
infringement, he connot thereafter collect actual damages from a person liable
only for contributing to the same infringement

Arp, 377 4.8, 4L %312, The quotation from[**571 Aro on which &1
relies simply precludes double recovery. Aro does not mandate that a "but for"
test is the only restriction on recovery of patent infringement damages. Nor
does Aro endorse the expansive view of damcges adopted by the majority. In
rejecting the patentee's damages theory. the opinion stated., "It would enable
the patentee to derive a profit not merely on unpatented rather than patented
goods--an achievement proscribed by the Motinn Picture Patents (243 4.8

SO2. 61 1, Ed. &71. 37 &, LU, 4351 and Hercoid {320 1.8, 661, 88 1. fd

376, 64 8, (L. 2681 cases--but on unpatented and patented goods." Z77Z
U.8. ar 518 (plurality) (emphasis in original).

te-#ita's principal authority from this court for its "but-for" theory is
Lome Iog. v. Johos-Mapville forp.. 718 F.2¢ 1056, 219 1,5.P.8. (BNAY 570
{Feq. Cir. 198%). The Lam rule, according to #ite similarly requires
only that the court answer the question: "Had the Infrlnger not infringed, what
would Patent Holder . . . have made?'" lam. 718 E.2d of 1064, 219 (L3.2.0

(RNAY o1 677 (quoting Aro. 377 1.8, ot 507). However, lost profits in

Lam were awarded Tor interference with the patentee's sales of lamps which were
"the embodiment of[**58] the claimed invention." Lam.. 718 F.2d ni 1059,

219 H.5.P.0. (BRAY gL BZ1. In Lam, indeed, in all of our previous decisions on
"lost profits," we were addressing the factual issue of whether the patentee was
entitled to its lost profits by reason of the infringer's diversion of the
patentee's sales of products embodying the invention of the infringed patent. n3
The issue of recovery for losses related to the marketing of a patentee's
competitive product protected. if at all, under a different patent, was not
involved.
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n3 The majority also finds support for its decision here in decisions of this
court which applied a but-for test to determine liability for lost profits in
connection with the patentee's business in goods embodying the patented
invention in suit, namely, State Indu ey, Mor-Fio Indus.. nc.. 883
Eozd 1873, 1577, 12 U.8.P. Q.20 (BHA) 1028. 1078 (Fed. fir. 1989). cert. denied,
492 U.8, 1022 (19903 el Mor Avionics. Inc Quinton Instrupent
Co,, 836 F.2d 1320, 1326, 5 U.S,P.Q.2D (BNA) 1255, 1260 (Fed. Cir. 1987);
gina Instrument Corp. v, 0tard Lorg.. 767 5.2d 853, 883, 226 1.5.P.§
(BHAY 402, 409 (Fed. (ir. 18853, cert. denied, 475 Y.5, 1006, 83 1. Ed
200312, 106 5. L1, 11497 (1986, There was no question in those cases that the
injury to a patentee's business in patented goods was compensable. The question
was sufficiency of proof that the patentee would have made the sales but for the
infringement.

[**59]

Over centuries of judge-made law, the term "damages" has become a word of art
in the common law carrying both factual and legal limitations. The legal
limitations (frequently called "proximate cause," an unfortunate expression
because of its confusing similarity to a but-for test) must be determined as a
matter of law by the judge. W. Page Keeton. et al., Prosser and Keeton on the
Law of Torts @ 41 (5th ed. 1984). Causation in fact of an injury (i.e., the
but-for test) is applied after the legal determination is made that the asserted
injury is a type which is legally compensable for the wrong. The but-for
determination is a factual matter for the jury (or the judge in a bench trial).
Thus, the common law term “damages" does not encompass any and all economic
injury that one may suffer in fact from a wrong., Also, contrary to the district
court's view, "proximate" or "legal" causation of patent damages is not merely a
more closely scrutinized causation in fact test determined by “the quality of
plaintiffs* proof," 774 F. Supp, gi 1537, 21 1L.S.0.0. (RHAY ol 1819, In
connection with a tort [*1559] created by a federal statute, the public purpose
of the statute and the likely intent of Congress[**60] are the overriding
considerations respecting the types of injuries for which damages may legally be

awarded. Holmes v. Securiifes Invesior Protection Corn,. 503 U.S. 258
274, 337 L. Ed. 2o 82, 13208, LU0 2313 (1992Y: Associgted Gen
Controctors. Jooc v, felifornia State Council of forpenters. 459 4.5, 519

53800, 74 Ed. 20 773, 103 8. €. 897 (19831 see also Rrupswick Lopp

Puebio Bowl-D-Mat, Ing.. 428 U.S, 877, 48, 50 . Bd. 2d 701, 97 8. (L, 690
{1877) ("[Plaintiff under section 7 of the Clayton Act] must prove more than
injury causally linked to an illegal presence in the market. Plaintiffs must
prove antitrust injury, which is to say injury of the type the antitrust laws
were intended to prevent.") Courts must be careful to discern and not exceed the
purpose which the legislature intended. Cf., Keeton, et al.., supra. @ 36.

The term "damages® in the patent statute must be interpreted in light of the
familiar common law principles of legal or proximate cause associated generally
with that term. In rejecting a "but-for" standard for determining “damages" in
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the Clayton Act, n4 the Supreme Court observed:

ni4 Section 4 of the Clavton Act, 15 L.5.C. & 15 (1988) provides
(emphasis added):

Any person who shall be injured in his business or property by reason of
anything forbidden in the antitrust lows may sue therefore in any district court
of the United States in the district in which the defendant resides or is found
or has an agent, without respect to the amount in controversy, and shall recover
threefold the damages by him sustained. and the cost of suit, including a
reasonable attorney's fee.

[A]l number of judge-made rules circumscribed the availability of damages
recoveries in both tort and contract litigation - doctrines such as
Toreseeability and proximate cause, directness of injury. certainty of damages.
and privity of contract., Although particular common-law limitations were not
debated in Congress, the fTrequent references to common-law principles imply
that Congress simply assumed that antitrust damages litigation would be subject
to constraints comparable to well-accepted common-law rules applied in
comparable litigation

Asscclated Gen. Contructors. 459 .S, at 532-3% (citations omitted).

The Supreme Court has recently applied o similar analysis of the civil action
damages provision of RICO. n5 Holmes v. Securities Investor Protecticn
Lorp.. BO3 U.8. 258, 112 8. €1 rre2] 1311, 1316-19, 117 L. Fd. 2d 537 (1997
As stated in Holmes respecting the overriding necessity for "proximate cause"
for an injury to be compensable under a statute awarding "damages":

n5 RICO's civil action provision, i U.3.C. & 1964(c) (1988). reads
(emphasis added):

Any person injured in his business or property by reason of a violation of
section 1962 of this chapter may sue therefore in any appropriate United States
district court and shall recover threefold the damages he sustains and the cost
of the suit, including a reasonable attorney's fee.
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[Al showing [must be madel not only that the defendant's violation [of RICOI was
a 'but for' cause of [the plaintiff's] injury, but was the proximate cause as
well. [As further explainedl proximate cause [is used] to label generically the
judicial tools used to limit a person's responsibility for the consequences of
that person's own acts.

112 . {t. ot 1%16-18 (emphasis added). né

n6 These principles were stated in the context of a party's standing to sue.
However, the Court drew upon principles respecting the limitation of “proximate
cause" on recoverable damages. See Assncigted Gan. fontraciors. 459 4
at %36 ("It is common ground [respecting damages and standingl that the
judicial remedy cannot encompass every conceivable harm that can be traced to
alleged wrongdoing,")

Under this Supreme Court[**63] precedent. the law is clear that proximate
cause is applied as a legal limitation on “"damages" in connection with the
statutory torts which the Court has considered. A "but-for" test tells us
nothing about whether the Injury is legally one which is compensable. As above
stated. the lack of proximate causation will preclude recovery for certain
losses even though a [*15601 "but-for" standard of injury in fact is satisfied.
See also Blue Suield of Vo, v, Molready, 857 U8, 465, 4i6-77, 73 1. B
20 149, 102 8, 01, 2540 (1882) (Clayton Act)s Davia v, AYLO Fin, Servs
[ncos 739 Fo20 1057, 1067 (8th Cir. 1984). cert. denied, 470 U.S, 100S.
g4 L. Ed, 2d 381, 105 &, Cr. 1259 (1985) ("but-for" test may not be equated
with "proximate cause"); Keeton, et al.. supra, at 42,

2.

Rite-#ite and the majority treat lost profits as the legal injury. However,
lost profits is a way to measure compensation for a legal injury. Lost profits
is not itself the legal injury. No rational basis is suggested by &
the amici for applying a different interpretation to the statutory term
"damages" in connection with the tort of patent infringement. No legislative
history even hints that patentees are so favored that a special or more
expansive meaning was[**64] intended for patent "damages." A "but-for" test for
“damages." which would mandate that all types of economic injury to a patentee's
business traceable to the infringement are compensable, is as legally deficient
a standard for patent infringement “domages" as for "damages" under the Clayton
Act or RICO. Causation in fact is not the sole test for determining compensable
"damages" under 25 UL, 8 784,

or

That said, however. merely brings us to the issue of what are the legal
limits on "damages" for patent infringement.

As will be shown, precedent before 1946 unequivocally established that
compensable lost profits were restricted to those the patentee would have made
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from commercializing the invention. Further, Congress reenacted the provision
for “"damages" with that understanding.

B.
Statutory Provisions

The question raised in this appeal is one of statutory construction, but it
is of constitutional dimension. Article I, section 8 of the Constitution
provides for a patent system which will "promote the Progress . . . of the
useful Arts, by securing for limited Times to . . . Inventors the exclusive
Right to their Discoveries." Congress has provided in 35 ¥.6.0. [*%651 &

284 (1988):

Upon finding for the claimant the court shall award the claimant damages
adequate to compensate Tor the infringement. but in no event less than a
reasonable royalty for the use made of the invention by the infringer, together
with interest and costs as fixed by the court.

When the damages are not found by a jury. the court shall assess them. In either
event the court may increase the damages up to three times the amount found or
assessed.

The court may receive expert testimony as on ald to the determination of damages
or of what royalty would be reasonable under the circumstances.

What stimulus. what financial rewards did Congress intend by the term “damages"
to effect the purpose of promoting progress in the useful Arts?

The majority concludes that Congress enacted expansive language in & 284,
providing "only a lower limit and no other limitation." Slip op. at 8. n7 The
majority finds support for its interpretation in the statement in Devex
Lorp.. 461 4 ai 653-54, that Congress sought to "ensure that the patent
owner would, in fact, receive full compensation for 'any damages' [the
patenteel suffered as a result of[**66] infringement" (quotation marks in
original). The majority also states that the Devex Court cautioned against
imposing limitations on patent infringement damages that were not explicit.
Id. gr 653, While true, that “caution" was only part of the Court's
analysis. In Devex. the question was the interpretation of the provision for
"interest" added in 1946, later codified in @ 284, with respect to which the
Court explained:

n7 The majority construes "adequate" as an expansive term. If anything the
term "adequate" suggests moderation. the standard definition of the term being
"reasonably sufficient." Webster's Ninth New Collegiate Dictionary, 56 (9th ed.
1983), or even "barely sufficient." The American Heritage Dictionary 15 (10th
ed. 1981).
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This is not a case in which Congress has reenacted statutory language that the
courts had interpreted in a particular way. [*15611 In such @ situation, it may
well be appropriate to infer that Congress intended to adopt the established
judicial interpretation.

[**671
Id.

The provision for "damages" in & 284, unlike that for “interest." was
reenacted language. While the statutory remedies have been modified over the
years in other ways. a patentee has been entitled to recover actual damages at
law since the beginning of the nineteenth century. See Sevinour ¥
feormicke 7 LS. {15 How 480, 488-89, T4 4, Fd. 1024 (1854), for a review
of the 1836 Act and earlier statutory provisions. See also Irah H. Donner, BIC
Leisure v, Windsurfing, 4 Fed. Circuit Bar J. 167 (1994),

Immediately prior to 1946, the patent statute provided for recovery of the
"damages" the patentee sustained. a remedy at law, which could. in appropriate
cases, be the amount of a patentee's lost profits by diversion of its sales of
patented goods. the amount of an established royalty or a reasonably royalty. n8
In addition, a patentee was entitled to an equitable accounting for profits made
by the infringer from the invention. To simplify proceedings. both remedies were
made available by statute in an equity court where infringement suits were
generally brought in order to obtain injunctive relief. Patent Act of 1870, ch.
230, 16 Stat. 206-7 (1870). The provision(**68] for "damages" and for an
accounting for profits did not, however, allow double recovery. Common law
"damages" were recovered to the extent the amount exceeded a defendant's
profits. n9

n8 Other types of actual damages, e.g.. price erosion on the patentee's
patented goods, are not involved here.

n9 See Gearaig-Pacific Lorp, v. United Stgies Plywood Corp.. 243 F
Supp. 500, 516-46. 145 LS. B0, (BNAY 298, 202-54 (S DL.H.Y. 1965}, for an
extended analysis of statutory remedies in successive patent statutes.

"By the 1946 amendments., [citation omitted] the statute was changed to its
present form. whereby only 'damages' are recoverable." Aro Mg, Co.. 377
U8, ¢t 505, This was effected by eliminating an accounting for an infringer's
profits. A specific provision for "damages" measured as o reasonably royalty was
added. as well as o provision for prejudgment interest. Act or Aug. 1, 1946, ch.
726, @ 1. 60 Stat., 778 (codified as amended at %% 4.3 283-286.
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290 (1988)). The 1952 codification of[**69] the patent statute did not change
the substance of allowable “"damages."™ Its stated purpose was merely
“reorganization in language to clarify the statement of the statutes."

Arg, 377 LS. ol 505 n.2Q (quoting H.R. Rep. No., 1923, 82d Cong.. 2d Sess. at
10, 29 (1952)). Thus, again "damages" is reenacted language and it would be
reasonable to infer that Congress intended to adopt the established judicial
interpretation. Id.

One need not rely on mere inference respecting the meaning Congress intended
for the term "damages." As explained to Congress in hearings on the 1946 statute
by officials of the Patent Office and other witnesses endorsing the bill.
"Damages in a legal sense means the compensation which the law will award for an
injury done." House Hearings at 9 (Henry statement). Respecting the restriction
of profits to those created by the invention. all agreed "those [arel the only
profits to which the patentee is entitled." Id., at 3 (Fish letter introduced by
Hon. Robert K. Henry. Member of Congress). Those statements correctly reflect
the pre-1946 meaning of “"damages" in the patent statute.

C. Property Rights Granted by Patent

An examination of pre-1946(**701 Supreme Court precedent discloses that the
legal scope of actual damages for patent infringement was limited to the extent
of the defendant's interference with the patentee's market in goods embodying
the invention of the patent in suit. This limitation reflects the underlying
public policy of the patent statute to promote commerce in new products for the
public's benefit. More importantly. it protects the only property rights of a
patentee which are protectable, namely those granted by the patent. The patentee
obtained as its property an exclusive market in the patented goods.
"Infringement was a tortious taking of a part of that property." [*1562]
Dowogiac Mig. Lo v, Minnesefo Moline Plow Qo 235 U 8. 6ul. B48, 59 1. Id
308, 35 5, L1, 221 (19153, In theory the infringer was a trustee of profits it
made of f the invention and/or was liable for lost profits the patentee would
have made from its own sales of the patented goods.

In Coptinental Poper Bag Co. v. Fastern Poner Bad L0.. 210 U.S. 405
430, 52 L. Bd. 1192, 28 8, €. 763 (1908, the Supreme Court advised: “From the
character of the right of the patentee we may judge of his remedies." Until the
Act of 1952, the right granted to @ patentee was stated in terms of the
exclusivel**71] right to make and use and vend the protected invention. nl0 This
language tracks the English Statute of Monopolies (1624) under which the Crown
did give a monopoly to an inventor to make and work certain new manufactures
within the realm for a limited period. nll The term "invention" itself meant the
establishment of a new trade or industry. Thus. under the Statute of Monopolies.
an "inventor" was anyone who developed an industry previously unknown in
England. The period of exclusivity was given for the inventor to reap his reward
in the marketplace without competition while thereby training others to make and
use his invention at the end of the patent term. nl12 Indeed. failure to
exploit in England was a basis for cancellation of the grant.

nlo See, €.9., Acts of 1790, 1793, and 1870.
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nll The Statute of Monopolies remained the only statute on patents in England
well into the 19th Century.

nl2 See Edward C, Walterscheid., The Early Evolution of the United States
Patent Law: Antecedents (Part 2), 76 J. Pat. & Trademark Off. Soc'y. 849, 870-71
(1994). The original period of exclusivity was 14 years, Why that term was
provided is unknown. It may have some relationship to the terms of successive
apprenticeships. Id.

[**721

In contrast. in the United States. the grant of a patent did not convey to
the inventor a right to make, use and vend his invention despite the statutory
language originally to that effect. In interpreting a patentee's rights in
Crown Die o0l €0, ¥, Nve Tool & Maching Works. 2631 (.S, 24, 26, 57 L
Bile 516,43 S, Gl 254 (1922), the Supreme Court explained that an inventor has
a natural right to make, use and sell his invention, and that a patent augments
an inventor's position by making that natural right exclusive for a limited
time. The statutory language was interpreted to give a right to preclude others
from interfering with the patentee's exclusivity in providing the patented goods
to the public. ld. of 24, nl3

n13 The current statute provides expressly in 35 L84, & 154

Every patent shall contain . . . @ grant to the patentee . . . of the right to
exclude others from making., using, or selling the invention throughout the
United States.

An inventor is entitled to a patent by meeting thel[**73] statutory
requirements respecting disclosure of the invention. Prior commercialization of
the invention has never been a requirement in our law to obtain a patent. An
inventor is merely required to teach others his invention in his patent
application. Thus. when faced with the question of whether a patentee was
entitled to enjoin an infringer despite the patentee's failure to use its
invention, the Supreme Court held for the patentee. Lontinenial Poger Pag.
210 1.5, at 424-430. Congress provided a right to exclusive use and to deny
that privilege would destroy that right., Id,_al 430, An injunction
preserves the patentee's exclusive right to market embodiments of the patented
invention.

These clearly established principles, however. do not lead to the conclusion
that the patentee's Tailure to commercialize plays no role in determining
damages. That the guid pro quo for obtaining a patent is disclosure of the
invention does not dictate the answer to the question of the legal scope of
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damages. The patent system was not designed merely to build up a library of
information by disclosure, valuable though that is, but to get new products into
the marketplace during thel**74] period of exclusivity so that the public
receives full benefits from the grant. The Congress of the fledgling country did
not act so quickly in enacting the Patent Act of 1790 merely to further
intellectual pursuits, As explained in an early text., "The patent laws [*1563
promote the progress in different ways, prominent among which are [inter alia

by protecting the investment of capital in the development and working of a new
invention from ruinous competition till the investment becomes remunerative."
Simonds, Summary of the Law of Patents 9 (1883), Better or cheaper products in
the marketplace which promote competition is the goal.

In Bement v. National Harrow Co., the Supreme Court recognized that the
patent system was designed to stimulate the patentee to put new products into
the market where the public would benefit from them:

"IT [the patenteel see Tit. he may reserve to himself the exclusive use of his
invention or discovery. IT he will neither use his device nor permit others to
use it, he has but suppressed his own. That the grant is made upon the
reasonable expectation that he will either put his invention to practical use or
permit others to avail [**75] themselves of it upon reasonable terms, 1s
doubtless true. This expectation is based alone upon the supposition that the
patentee's interest will induce him to use, or let others use. his invention.
The public has retained no other security to enforce such expectations."

186 0. 4B 1. i 1058, 22 S, LT, 747 (1907 (quoting
Hearon-Peninsular Co. v, Eureke Speciclty £0.. 77 . 288. 294, 47 U.S. App

146, 160 (6th Cir. 1896)) (emphasis added). Other statements of the Court are of
like import. In Woodbridge v, United Stotes. 263 1.8, 50. 55.56. 68 L, Fd.

159, 44§, Ct, 45 (1923), the Court opined: "Congress relies for the public
benefit to be derived from the invention during the monopoly [i.e., the term of
a patentee's exclusive market] on the natural motive for gain in the patentee to
exploit his invention and to make, use and vend it or its products or to permit
others to do so, for profit." The grant of a period in which a patentee has
exclusivity in commercialization of its patented product without competition
from infringing products of others is provided in order to attract the necessary
capital to start up d new business. Exclusivity in commercialization enables a
patentee to recoup its[**76] investment in research, production. and marketing a
new product. The merits of the invention will determine the patentee's just
reward from the public.

Thus, a patentee may withhold from the public the benefit of use of its
invention during the patent term. and the public has no way to withdraw the
grant for nonuse. Like the owner of a farm. a patentee may let his property lay
fallow. In doing so. "he has but suppressed his own." femeni. 188 U.2. at
490. But it is anomalous to hold that Congress, by providing an incentive for
the patentee to enter the market., intended the patentee to be rewarded the same
for letting his property lay fallow during the term of the patent as for making
the investment necessary to commercializing a new product or licensing others to
do so. in order that the public benefits from the invention. The status quo may
serve the patentee's interest, but that is not the only consideration. The
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patent grant "was never designed for [an inventor'sl exclusive profit or
advantage, " Ker Ly, Winsor, 62 .S, (21 How.) %27, 328, .18 L, Fd. 18
JRLN

D.

Injury to a Patentee's Market in Unprotected Goods is not a Patent Infringement
Injury

The questionl**77] of recovery of lost profits to compensate a patentee for
injury to its business in competitive products not protected by the patent in
suit (hereinafter "unprotected goods") is not a new theory of damages. Over a
hundred vears ago, the Supreme Court expressed its view that damages in the form
of lost profits must be based upon injury to the patentee's trade in products
embodying the patented invention. As stated in Lrosby Steom Goge & valve
to. v Consalidated Sofety volve Co.. 143 U5, 441, 432-5%, 35 (., Fd, 209, 12 %
CL..48 (1891) (emphasis added):

If there had been an award of damages. and the loss of trade by the plaintiff,
in consequence of the competition by the defendant. had been an element entering
into those damages, it would have been a material fact to be shown by the
plaintiff that it was putting on the market goods embodying the [patented]
invention.

[*1564] Faced with that statement by the Supreme Court, few patentees have had
the temerity to seek damages for loss of trade in competitive unprotected
devices and none have been successful in any other circuit.

Since Sevmour v, MeCormick. 57 4.8, (16 How,) 487, 14 1, Ed. 1074
(1854). it had been an accepted tenet that actuall**78] "damages" depended on
the infringer's interference with the patentee's commercial use of its invention
either by exploiting the monopoly himself (that is, satisfying demand with his
own patented goods) or by licensing the patent. Yale Lock Mfg. Co. v. Sargent.,
another frequently cited damages case. rests on the tenet that the infringement
interfered with the patentee's marketing of the patented goods:

As the plaintiff. at the time of the infringement, availed himself of his
exclusive right by keeping his patent a monopoly. and granting no licenses. the
difference between his pecuniary condition after the infringement. and what his
condition would have been if the infringement had not occurred. is to be
measured, so far as his own sales of locks are concerned, by the difference
between the money he would have realized from such sales if the infringement had
not interfered with such monopoly, and the money he did realize from such sales.

112 3.5, 00 552253 (emphasis added). Absent a patentee's use of its

invention or proof of an established license fTee. infringement of a patent
resulted in nominal damages. Rude v. ¥estcobl. 130 U8, 152, 165-67, 32

L. EQ. 888, 9 CL. OE31**791 {18893; 3 William C. Robinson, The Law of
Patents @ 1052 (1890). See 1 T. Sedwick. Measure of Damages 80 (1880) (general
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principle of nominal damages applied to patent infringement).

Commercialization of a patented invention can be accomplished by the patentee
either (1) itself making. using or selling an embodiment of the invention or (2)
licensing others to do so. Sevioir. 57 U5, (16 How.) g1 483-90.

Calculation of actual "damages" depended upon which of those two modes the
patentee chose to secure the financial benefits from its invention. See
MeCormick v. Seymour. 3 Blotehf, 209, 15 F, Cos, 1329, 1335 (Ho. 8727)
(0L 18543 (on remand). "Hence the first point on which proof should
be offered in reference to actual damoges is the use made of his patent
privilege by the plaintiff, the second is the effect produced upon the value of
such use by the wrongful acts of the defendant." 3 Robinson @ 1054 at 324,
Evidence was not admissible of losses over the amount the patentee would have
cleared by working or licensing the invention. Id. & 1061 at 339, (arfer

Baker. 4 Fish. Pol, fos, 404, 5 F. Gos. 195, 201-020.f.0. Col. 18710 (No.
2,472) . As stated in 3 Robinson @ 898[**80]1 at 56, respecting damage awards:

The interest of the patentee is represented by the emoluments which he does or
might receive from the practice of the invention by himself or others. Hence
acts of infringement must attack the right of the patentee to those emoluments.

An attempt to recover actual damages Tor lost sales of a competitive
unprotected product was made in Meiallic Bubber Tire Co. v, Horifond
Rubber $orks £0.. 275 B %15, 3273-24 (2d Cir.), cert. denied, 257 1.S.
650, 66 L. Fd. 416, 42 8, Cf, 57 {1921), The Second Circuit held there could be
no award of lost profits where the patentee., a maker of competitive tires, never
manufactured and sold a tire containing the invention of the patent in suit.
Similarly, in foarter. 5 F. Cos. of 201-02. the court instructed the jury
that a patentee's 1oss by reason of its inability to sell plows other than
those embodying the patent infringed were "remote consequential damages" and not
recoverable, As further explained in Carzer. 5 £0s..at. 202, the award
of lost profits must be the "direct and legitimate fruits of that patent. They
may have sustained damages from [loss of sales of a competing unprotected
devicel, but they are tool(**81] remote." In Stgndard Moiling Machines Co.

Postoae Meter Co.. 31 F.7d 459 (B, Moss. 19293, the court limited the
patentee to a reasonable royalty award because the patentee, although marketing
a competitive product. was not "in the market during the infringing period.
prepared to sell machines embodying the patented invention." Id. gt 462.

In #oComb v, Brodies 5 Fish. Pet. Cas. 384, 15 F, Cos, 1290, 1285(C.C.D.

Lo, 18723 (No. 8,708) , the court [*1565] instructed the jury to award lost
profits only if the patentee was ready to supply the market with patented goods
and the infringer diverted those sales. See also foodvenr ¥, Bishop. 10 F

Cas, 602 (LG8 0LH. 0 1867 (No. 5,559) (jury charge); Ruerk v.

Imboeusar, 4 Rlatehf, 19, 4 F, Cos, 594, 59500, 0.8 LY 5} (No. 2,107)
(equity court); Spauiding v, Page, 22 F, Cos. 8872, 89% (0.0.0, Cot 1871)

(No. 13,219).

Additionally, the commentary over the years supports this position. The
current statement in 8 Ernest Bainbridge Lipscomb, Walker on Patents @ 27:22
(1989) has been essentially unchanged since at least the 1940's, before the
present statute was enacted:
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Indirect consequential damage cannot be recovered in[**821 a patent infringement
action. [Footnote omitted. See, e.qg.. ¥elo-Rimd. log. v, Minuesoio Mining

A MEa, L0, 647 F.20 965 973, 211 ULS.P. 0. (BNA) 926, 934 (91 Cir. 1941)

The instances in which such damages have been claimed are few, but it is
advisable to mention such injuries as might probably be held to fall within such
a category.

Pecuniary injury may result to a patentee from a particular infringement, in
that it caused him to suffer competition and consequent 1oss in business outside
of the patent infringed; or in that it so unexpectedly reduced the business in
the patented article as to make it necessary for him to sell unpatented property
at less than its real value, or to borrow money at more than a proper rate of
interest in order to meet his pecuniary engagements; or in that it encouraged
other persons to infringe from whom, by reason of insolvency or other obstacle,
no recovery can be obtaineds; or in that such infringement caused the patentee
S0 much trouble and anxiety that he incurred loss from inability to attend to
other business. But pecuniary injury of any of these kinds would be such an
indirect consequential matter as not to furnish any [**83]1 part of a proper
basis for recoverable damages in an infringement suit. [Emphasis added.]

There is no dispute that parts of a patentee's business not directed to
commercializing the patented invention may indirectly benefit from the
patentee's ownership of that patent. An extant patent of which a patentee makes
little or no commercial use may serve to impede competition in the field so that
a patentee is able to maintain its market position for the patentee's already
established line of unprotected goods. However, where infringement of the patent
interferes with that indirect benefit from the patent, the injury has heretofore
been held to be an indirect consequential loss and not recoverable.

Precedent Respecting the Apportionment of Profits and the Entire Market Value
Rule

The limitation of a patentee's monetary recovery to profits created by the
invention is also reflected in the extensive pre-1946 caselaw on apportionment
of profits and the correlative entire market value rule. While patentees who
commercialized the invention of the patent in suit might recover some amount of
profits, the entire amount of profits would not be awarded where[**84] the
invention was not of an entirely new device but amounted only to an improvement.,
unless the invention was the basis for demand for the entire device. Similarly,
in equity a patentee was limited to an accounting for the defendants' profits
attributable to the invention. See lobson ¥. fornon. 138 4.8, 1. 30
Ed. 83, 6 8. CL, 986 (1886 (involving both patentee's lost profits and
accounting for defendant's profits; apportionment required); fohson v,

Hartford. Carpel (o, 124 U, 8. 439, 4hb-u6, 29 1. Ed. 1 5.5 845 (1885
(involving apportionment of the patentee's lost profits; patentee must show
"that the profits and damages are to be calculated on the whole machine for the
reason that the entire value of the whole machine, as a marketable article, is
properly and legally attributable to the potented feature . . . . To attribute,
in law. the entire profit to the [invention] to the exclusion of the other
merits, unless it is shown. by evidence, as d fact. that the profit ought to be
so attributed. not only violates the statutory rules of 'actual damages' and of
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‘profits to be accounted for.' but confounds all distinctions between cause
and [*1566]1 effect."), fLorrefson v. Llark. 111 LS. 120, 28 £d, 371,48
S..LL. 291 (1884) (Patentee must[**85] apportion profits between patented and
unpatented features or prove "damages are to be calculated on the whole machine
for the reason that the entire value of the whole machine, as a marketable
article, is properly and legally attributable to the patented feature.").,
Sevimour, 57 1,8, (16 How.} GU 490 (same damage rule does not apply whether
invention covers an entire machine or an improvement); Keystone M{g. Co.

v, Adoms. 51 LS. 139, J47-48. 338 L Ed, 14 8. O, 265 {1894y (serious
difficulties arise in determining measure of damages where "patented invention
is but one feature in a machine embracing other devices that contribute to the
profits made by the defendant."). The Supreme Court has long rejected the view
that damages are recoupable for the profit attributable to other patents
embodied in @ competitive device of the patentee. Biake V. Roberison. 94

.S, 778, 733, 734, 20 P 285 (1877, O, Ymle lock fo., 117 4 a

553 (patentee's price-erosion award reduced where third party's patented
invention incorporated into infringing device).

Apportionment of profits so as to reflect the "fruits" of the patent was the
problem that prompted the 1946 amendments of the statute. The legislative[**86]
history repeatedly indicates that apportionment required protracted expensive
litigation for both parties and. because it was virtually impossible to
apportion profits with any exactitude, freguently produced unfair results. Yet
the profits due to the invention are the only profits to which the patentee was
entitled unless the patentee could prove that the entirety of the profits were
due to the invention under the entire market value rule. 4esiinghause
Elec, & Mfg. Co, v, Wogner Biec. & Mfg. f0...225.4 604, 635, 56 L, Ed. 1222

2 8..L1. 691 (18122, In Westinghouse. the Supreme Court went on to hold that
if the patentee did all it could to attempt to apportion the defendant's
profits, the burden on apportionment shifted to the defendant in equitable
accountings. Congress was told that, under the Westinghouse doctrine. the
patentee "gets in very many cases enormously more than that to which he is
really entitled." The elimination of equitable accountings, the most commonly
used remedy, was urged for that reason. House Hearings at 3 (Fish letter).
Congress was persuaded and deleted the remedy of equitable accountings for the
defendant's profits from the statute. Agrg. 377 1.8, ol 505, [**87]

Respecting "damages" at law, in Dowgeiog Mfg. Co.. Suprg. the Supreme
Court endorsed the theory of a hypothetical reasonable royalty as “damages"
where the patentee could not prove actual damages. This relief had been
developed in several lower courts becguse of the unfairness to the patentee who.,
despite infringement, received only nominal damages, 235 1L.S. gl 548-50.
Where actual damages in the form of recoupment of a patentee's "lost profits" or
the amount of an established royalty could not be proved, the Dowagiac Court
held that the patentee "was entitled to prove what would have been a reasonable
royalty." Dowogiac. 235 U. 8. gl 630, Thus, to receive more than nominal
damages. proof of actual losses was no longer required. Congress gave its
specific approval to a reasonable royalty os statutory "damages" by enactment of
the provision., "general damages . . . not less than a reasonable royalty." nl4

nl4 Although the Patent Act of 1922, 42 Stat. 392 (1922). contained no
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specific provision for a reasonable royalty, it was interpreted to allow this
form of damages. See Gepraio-Pacific forp. v, lnlled States Pilywood. 243
[ Siupp. g1 519-20.

[**88]

The 1946 amendments provide no basis for the majority's expansive view that
Congress intended a patentee to recoup all losses from infringement with “only a
lower limit and no other limitation." Slip op. at 8. Indeed, Congress eliminated
equitable accounting which. under Westinghouse. had favored patentees. Monetary
relief was expanded to provide for the recovery of prejudgment interest,
Respecting other forms of “damages." Congress left the law intact.

Faulkper v. Gihbs, 199 F 24 835, 638 (9rh {ir, 19523, A patentee remained
entitled to recover its own lost profits only to the extent that they were
directly created by the invention of the potent [*1567] in suit and, thus., were
the fruit of the invention. The scope of legal injury. that is. a patentee's
property right to an exclusive market in patented goods, was not enlarged.

F. Post-1946 Precedent

The previously discussed decisions in Aro, which limited damages, and General
Motors, which dealt with prejudgment interest. provide the only direct guidance
from the Supreme Court on "damages" under the current statute. Neither
overturns the established precedent that a patentee is entitled to its own lost
profits only[**89] for diversion of sules which the patentee would have made
from its goods using the invention of the litigated patent. Nor do they overturn
the entire market value rule that the entirety of a patentee's lost profits may
be recovered as "damages" only where the potentee proves that use of the
invention in suit in the patentee's and infringer's goods creates consumer
demand for the entire product.

Between 1946 and 1982, every other circuit which addressed the issue adhered
to the basic tenet that a patent protects a patentee's market for its own goods
embodying the invention and no other market. Moreover, lost profits on an entire
product were recoverable only where the patented invention created the demand
for that product. The following cases are illustrative:

Second Circuit:

flectric Pine Uine. Inc Fludd Sysiems. Inc.. 250 F.20 697, 699, 1186

U8, .0, (BNAY 25, 27 (Znd Cir, 1957) (Lost profits appropriate since patentee
and infringer "were the only suppliers of this unique patented fuel storage and
transportation system . . . [and] but for [defendant's] infringement.

[patenteel would have made all these installations.™.

Third Circuit:

[**901
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American Securii Co. v, Shorterproof Gloss Con 208 120769, 777, 122
U.S.P.G. (BNAY 167, 174 (3d Cir.), cert. denied, 361 1.5, 802, 4 t. Ed.

20 157, 80 8.8 1038593 (“"Each patent gives its owner a monopoly in
respect to its disclosures, so much and no more, It is a grant of the exclusive
right to manufacture, use and sell the invention which is disclosed. That
invention is what the patent grant protects by the monopoly, not that invention
plus some embellishment., improvement, or alternate product or process, which
also happens to be patented.™);

Devex Corp. v. Benergl Motors forp.. 667 F.2d 347, 381, 232 U.S.P.Q. (BNAY

443, 655 (3rd, Gir, 1921y aff'd 261 .5, 648, 76 L Ed, 2d 211, 103 &

CL. 2058 (188% ("Where a plaintiff itself uses the patented process in
manufacturing, damages for infringement may take the form of lost profits., and
the burden is on the plaintiff to show their amount. Where., as here, the party
alleging infringement does not itself manufacture or use the patented process.
compensation may take the form of a reasonable royalty for licensing the use of
the patent.") (Citations omitted.) (The majority cites Supreme Court decision as
support for a more expansive view.)

Fourth Circuit:

[**911

Harvel Specialiv. o ell Hosiery Mills. Inc.. 386 F.2d 287, 155

LS. PO, (RNAY 5U% (4fh Cir. 1967) cert, denied 390 LS. 1050, 20 1. ¥
2d.286. 88 5,01, 1409 _(1958) (Patentee manufacturer could recover only
established royalty for patented goods. not other established royalty for
patented goods plus improvements not covered by patent).

Fifth Circuit:

Boumstimler v, Ronkin, $77 F.2d 1061, 1072, 215 U.S.F.Q. {(BiAY 575, 584
{5th. Cir. 1982 ("Since [patenteel did not manufacture, sell or use the
patented invention . . . [patenteel technically had no lost profits");

Livesay Window Co, v, [ivesov Indus.. Inc.. 251 F.2¢ 469, 470. 136
.8, P.0, (BNAY 16 1A8-89 (5th Cir. 1953) (Lost profits determined based on
sales of patented invention by exclusive licensee),

Sixth Circuit:

Papduit forp. v. Stanlin Bros, Fibre Works. Inc.. 7% F.2d 1192, 1158, ]
U.S.P.G. (BNAY 726, 730 (Bth Cir. 1%78) (Potentee manufacturer must prove lost
profits by showing: "1) demand for the patented product. 2) absence of
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acceptable noninfringing substitutes, 3) his manufacturing [*1568]1 and marketing
capability to exploit the demand [for the patented productl. and 4) the amount
of profits[**92] he would have made."). nl5

n15 The majority misstates the record and grossly distorts the Panduit test.

First, contrary to the majority's statement that "Kelley does not challenge that
fite-tite meets the Panduit test," slip op. at 11, Kelley's supplemental brief
at 11 states: "IT the trial court's decision is good law. then Panduit is not,

. Affirming v. Kelley will mean effectively overruling Panduit."
See also Kelley's opening brief at 14, Second. the Panduit factors were not met.
There is no proof anyone bought either the &itg-Rite or Kelley restraints
because of the patented hook technology and the ADL-100 itself is an acceptable
substitute not within the patent claims. i.e.. @ noninfringing acceptable
substitute,

Seventh Circuit:

Union Corpide Lorm. v. Grover Tonk & M¥a. £o.. 282 £.2¢ £53. 685-68, 177

U.S. PG, (BNAY 3. 12-14 (7th Lir, 1960, cert. denied, %65 1.5, 812

£19581) (Upholding special master's conclusion of law which stated "Plaintiff
[**931. . . has failed to prove . . . the amount of its damage from loss of
profits it would have made on such additional sales of the patented
composition").

See also In re Universal Research Lab,. Inc. 205 U.S.F.Q. (BHR) 987, 989
EIPUITNN S A Vi) I

Ninth Circuit:

Velo-Bind. inc. v, Minnesota Mining & MYg. Co.. B47 F.2d 965, 973, 211

U.5.B.0, (BNAY 926, 933-94 (9th Cir.). cert, denied, 454 U.S. 1093, 70 1.

Ed. 2d 631, 102 8. Cr, 558 (1981) (patentee manufacturer of invention denied
lost profits on unpatented supplies: "where the patent creates only part of the
profits, damages are limited to that part of the profits. which must be
apportioned as between those created by the patent and those not so created.
[citation omitted] The damages sustained by [patenteel are easily apportioned
between patented and unpatented lost sales.");

Faulkper v, Gibbhs. 198 F.20 635, 6%8 0.7, 95 LS. PO, (BNAY 400, 402 1.7

i9th Cir. 1952) (“Where. however, the patentee has himself engaged in the
manufacture, use or sale of his patented article, he may be awarded damages for
his loss of profits resulting from the infringement."). nl6
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nl6 See also Note, Remedies Against Patent Infringement, 72 Harv. L. Rev.
328, 344-45 (1958) ("If a patentee who sells his invention discovers . . . that
an infringer seller has diverted some of his potential sales." such a patentee
may recover lost profits.); Note, Recovery in Patent Suits., 60 Colum. L. Rev.
840, 8u46-48 (1960) ("When a patentee has exploited his grant by manufacturing
and selling the patented article rather than licensing others to do so, profits
lost by the patentee as a direct result of an infringer's competing sales may be
the measure of his damages.").

[**94]

Until this decision, the precedent of this court was consistent with other
circuits. Lost profits have not been awarded except where the patentee lost
sales of products in which the patentee used the claimed invention found to be
infringed. See Monville faies Corp. ¥, PULGmOUNT SVS.. Inc,. 917 F.24
Gigh, SuG-51, 16 U.S.P.G. 70 (BNAY 1587, 159192 (Fed. Cir. 1990): Kalman
Vo Rer i Corfe. Q14 F20 1875, u75-76, 16 LS. FL0.20 (BHAY 1003, 1084 (Fed
Cir, 1980y Siote Indus.. 883 ©.2d of 1580, 12 U.S.P.Q.20 (BHAY or 1031

) e, Y. AG-Bog Corp.. 857 F.20 1418, 14727, 8 1S P.0.20 (BEAY 1373,

1328 (Fod. Cir. 1988); Horgpess Int’l. Inc. v. Simplimeti q £0.. 819
£.200. 3100, 3106, 2 LS.P.A.20 (BNAY 1826, 1829 (Fed. {ir ) QOtard
767 F.2d 07 853..226 LS Champion

S, (BMA} gT 407: Gyramol Lorp
Spork Plug (0. 73 540, SELe 222 U.8.P.Q. A M § (Fed. Cir, 1984)
Lam. 0o 718 E.20 1058, 239 §,5.0.0, (BRA} 673, Indeed, we have

specifically endorsed the requirement of commercial use by the patentee of the
invention in suit for an award of lost profits. In Irell v, Marlee

tlectronics forp.s 912 F.20 1843, 14455 16 U.S.P.R.20 (BR/ 59, 1061 (Fed.
£ir. 19902, this court stated, "because Trell did(**95] not sell its invention
in the United States, he could not seek damages on the basis of lost profits."
To the same effect is the statement in iindemann Maschinenfabrik Gmbi v,
Americon Hoist & Derel C0.. 895 F.2d 1403, 1406 n.2. 13 U,8.2.8.7D (BHAY 187
1874 n.2 (Fed. Glr. 19800 (emphasis added):

Because Lindemann did not compete in the sale of its invention in the United
States, it did not, as it could not, seek damages on the basis of lost profits.

[*1569] Similarly. the need for the patentee to compete with a product using
the patented invention to obtain lost profits underlies the statement in
ficro Motdlone Inc. v, Kene Steel Co.. 834 F.2d 1318, 1%22. 13 W.S.P.Q.20 (PNAY
1696, 1698 (Fed. Clr. 1980). "where the patentee produces or sells a product
(or service) covered by the patent claims. the patentee may seek to recover
damages based on a theory of lost profits . . ."; and in Del Hor Aviopics.
836 .20 af 1326, 5 LS. P20 (ENA) T 1260. “the general rule of determining
the actual damages to a patentee that is itself producing the patented item is
to determine the sales and profits lost to the patentee because of the
infringement" (emphasis added).
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Moreover, under[**96]1 our precedent, lost profit awards have been dependent.,
inter alia, on proof that consumer demand for the patentee's goods is created by
the advantages of the patented invention. &limfold Wfa. Co. v. Kinkead
Todus.. Ince. 532 F,2d 1453, 1458, 18 U.8.P. Q.20 (BNA) 1847, 1845 (Fed. (ir,
19913 ("[Patentee]l failed to show that buyvers of bi-fold metal doors
specifically want a door having the advantages of the Ford patent"). See also
State Indus.. 883 F.2d g 2576-80. 12 U,S.P. Q.20 (BNAY a1 1078-31
(consumer demand went to patented method)s Ryio. 857 F.2d gl 1427-28,

V.S, P20 (BNAY gf 1330-31 (patentee owner can meet demand for products
covered by patent); Gyvromat, 735 F.2d ot 552, 222 U4.S8.P.Q. (BHA) ot &
(same) .

The patentee's willingness and ability to supply the patented invention
during the period of infringement is the thread that runs through all precedent
of this court respecting "lost profits" awards. See kori forp. v Wiico
Marsh Buagies & Dragiin Inc.. 761 F.2d 649, ¢ 225 U.5.B.6, (BHAY 98%, 987
(Fed. Cir.), cert. denied, f74 U.S. 9002, 88 1. Fd. 20 228, 106 8. 1. 239
{19851 (Patentee "is entitled to be compensated [for its lost profits] on the
basis of its ability to exploit the patent™) (emphasis(**97] added). While the
majority does not specifically overturn any of our precedent, the basic premises
expressed therein are eviscerated. nl7

nl7 If the mojority would limit the entire market value rule precedent to
"convoyed" sales, slip op. at 17, note 7, this is clearly unwarranted. See,
e.9., Kord. 761 F.2d gt 655-56, 225 U.3.P.Q. (BNA} gl 933 (profits on
entire device awarded because patented Teature created demand for patentee's
entire device). The entire market value rule originated and continues to apply
to a damage claim for lost profits on a patentee's device incorporating a
patented improvement. Indeed. it may be noted that the Supreme Court has never
approved extension of this rule to convoyed sales.

G. "Foreseeability" is not the Test for Patent Damages

The majority agrees that the types of compensable injury for patent
infringement are not unlimited. The mojority draws the line against recovery for
an inventor's heart attack or for the decrease in the value of stock of a
corporate patentee, [**98] Its opinion holds:

We believe that under a 284 of the patent statute, the balance between full
compensation, which is the meaning that the Supreme Court [in General Motors
has attributed to the statute, and the reasonable limits of liability
encompassed by general principles of law con best be viewed in terms of
reasonable, objective foreseeability, I a particular injury was or should have
been reasonably foreseeable by an infringing competitor in the relevant market,
broadly defined, that injury is generally compensable. . . . Being responsible
for lost sales of a competitive product is surely foreseeable; such losses
constitute the full compensation set forth by Congress, as interpreted by the
Supreme Court., while staying well within the traditional meaning of proximate
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cause.

Slip op. at 13 (emphasis added).

In the majority's view, the consideration of patent rights ends upon a
finding of infringement. The separate question of damages under its test does
not depend on patent rights but only on foreseeable competitive injury. nl8 This
position cannot be squared with the premise that compensation is due only for
injury to patent rights. Thus, the[**99] majority's foreseeability standard
contains a false premise, namely, that the "relevant [*1570]1 market" can be
"broadly defined" to include all competitive truck restraints made by the
patentee. The relevant market for determining damages is confined to the market
for the invention in which the patentee holds exclusive property rights.
Ulvesoy Window. 251 £.2d4 ot 474 (cited with approval in Devex) ("The market
under scrutiny then is confined to those products only which are patented or
infringed."), To paraphrase Brunswick Corp. 429 11,8, at 489
"[Plaintiffs] must prove more than injury causally linked to any illegal
presence in the market [i.e., the infringing goodsl. Plaintiffs must prove
[patent infringementl injury, which is to say injury of the type the [patent
laws were intended to prevent." The injury. thus, must be to the protected
market in goods made in accordance with the patent. not unprotected truck
restraints, In sum. patent rights determine not only infringement but also
damages.

nl8 The majority cites no Supreme Court or other precedent for its
proposition that “foreseeability" alone is the key to legal causation of patent
damages and there is none.

[**100]

The majority does not give a passing nod to long-standing precedent
restricting a patentee's legal injury to diversion of sales it would have made
of products containing the patented invention. much less does it explain why the
precedent should be abandoned. It simply declares ipse dixit: "Whether a
patentee sells its patented invention is not crucial in determining lost profits
damages." S1ip op. at 16. While proximate cause limitations are acknowledged.
the majority sees no problem here because the infringing devices were designed
to compete with the ADL-100 devices and the "clear purpose of the patent law
[is] to redress competitive damages resulting from infringement of the patent."
S1ip op. at 24. This reasoning awards patent infringement damages as if for a
kind of unfair competition with the patentee's business. However. infringement
of a patent is not o species of common law unfair competition; it is a distinct
and independent federal statutory claim, HMars Inc. . Kebushiki-Kaishg
fippon Copluxe. 24 F.3d 1368, 1373 (Fed. Cir. 184943, Moreover. the clear purpose
of the patent system is to stimulate ¢ patentee to put new products into the
marketplace during the patent[**1011 term. not to compensate the patentee
"fully" while the public benefit from the invention is delayed until the
invention falls into the public domain. Compensation in the form of lost profits
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for injury to the exclusive market in patented goods has provided the incentive
to achieve that objective.

Reiterating that objective, the Supreme Court stated in Kewanee 011 Lo,
Bicron CorRe. 816 U8, 470, 480, 40 L. Fd. 2d 31%..94 5, CL. 1879 (1974)

The productive effort thereby fostered [by the patent lawsl will have a positive
effect on society through the introduction of new products and processes of
manufacturer into the economy, and the emanations by way of increased employment
and better lives for our citizens.

Ignoring this objective, this decision expands the property rights afforded by a
patent by broadening a patentee's protected market and. as a consequence.
provides a disincentive to a patentee's commerce in the patented products.

Nothing in the statute supports the majority's "foreseeability" rule as the
sole basis for patent damages. To the contrary. no-fault liability is imposed on
"innocent" infringers, those who have no knowledge of the existence of a patent
until suit is filed, [**102] Damages are recoverable for up to six years of
unknowing infringement before suit. 25 iL.38.C. 8 286 (1988).

"Foreseeability" is a wholly anomalous concept to interject as the basis for
determining legal injury Tor patent infringement. While unknowing infringers
cannot "foresee" any injury to the patentee. they are subject to liability for
damages. including lost profits. for competition with the patentee's patented
goods. Now they will be liable for diverting sales of the patentee's unprotected
competitive products as well.

The "foreseeability" standard also cannot be reconciled with the statutory
requirement for a patentee to mark its patented goods with the patent number to
prevent innocent infringement. n19 The patent by itself does not [*15711 give
notice that the patentee's goods are protected, Wipg Ry, Adplignce .
Enterprise Ry. Fauip a7 1.8, 237, 363, 80 L. Ed. 736, 56 8. CL. 528 (14936)
Failure to provide such notice cuts off a patentee's recovery of damages until
actual notice of infringement is given even from deliberate infringers who
clearly can "foresee" legal injury. As stated In Bonito Bogls. Ing, .

Thunder Croff Poots, oo, #89 .S, 43, 162, 103 [ fd. 20 118, 109 8. (L, 877
(1989 (alterations in original):

n19 3% U.8.0. 2 287(0):

Patentees, and persons making or selling any patented article for or under them,
may give notice to the public that the same is patented, either by fixing
thereon the word "patent™ or the abbreviation “pat.". together with the number
of the patent, or when, from the character of the article, this can not be done,
by fixing to it. or to the package wherein one or more of them is contained, a
label containing a like notice. In the event of failure so to mark, no damages
shall be recovered by the patentee in any action for infringement. except on
proof that the infringer was notified of the infringement and continued to
infringe thereafter. in which event damages may be recovered only for
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infringement occurring after such notice. Filing of an action for infringement
shall constitute such notice.

[**103]

The availability of damages in an infringement action is made contingent upon
affixing a notice of patent to the protected article. 35 U.8.0. & 287.

The notice requirement is designed “for the information of the public,"

wine Railwoy Annlignee Co. v, Enterorise Roilwoy Equipment £o.. 297 1.8, 387,
397, 50 Fd. 736, 5B S, Lf. 578 (19361, and provides a ready means of
discerning the status of the intellectual property embodied in an article of
manufacture or design. The public may rely upon the lack of notice in exploiting
shapes and designs accessible to all. See Devices for Medicine. Inc

Ropfil. $27 F.201062. 1068 (CA Fed, 1987) ("Having sold the product unmarked,
[the patenteel could hardly maintain entitlement to damages for its use by @
purchaser uninformed that such use would violate [thel patent").

Hite-itite could not mark its ADL-100 restraints with notice of the ‘8s7
patent. Such "notice" would constitute false marking under 35 U.S.C. @ 292

(1988), To hold that a patentee may recover damages respecting injury to its
business in products that do not embody the invention which are unmarked or
marked with a different patent number would treat a patentee that does[**104]
not practice its invention more favorably than a patentee that does. The marking
statute generates absurd results when applied to damages tied to products not
made under the patent in suit.

The majority simply has the rule backwards. Heretofore, the first requirement
to establish a patentee's entitlement to actual damages in the form of lost
profits has been proof that the patentee exercised its market place monopoly for
its patented invention. Evidence of a patentee's business losses not due to an
infringer's interference with the patentee's marketing of the invention was
immaterial in assessing damages. The patent affords no property rights which can
be injured outside the market in goods protected by the asserted patent.

The majority goes on to find the award of domages for lost sales of ADL-100s
a foreseeable injury for infringement of the ! patent, This is a
remarkable finding, The Tacts are that ; began marketing its ADL-100
motorized restraint in 1980. Kelley put out 1ts Truk Stop restraint in June
1982, There is no dispute in this case n20 that Kelley "designed around" the
protection afforded by any patent related to the ADL-100 with which Kelley's
Truk[**105]1 Stop restraint was intended to compete. Two vears later, the
847 patent in suit issued on the later-developed alternative hook technology
used in the MDL-55. Kelley would have to have had prescient vision to foresee
that it would be held an infringer of the unknown claims of the subseguently
issued 847 patent and that its lawful competition with the ADL-100 would
be transformed into g compensable injury.
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n20 #dte-fite.  however. is not foreclosed by this litigation from suing
Kelley on the ADL-100 patents and asserting collateral estoppel respecting the
attribution of its ADL-100 losses to Kelley.

Kelley would also have had to foresee that. for the first time in over 200
vears of patent infringement suits, a court would extend protection to a part of
a patentee's business which is not dependent on the patentee's use of the
patented technology. Moreover. the Supreme Court and all sister circuits which
have spoken on the legal scope of damages [*15721 have, without exception.,
rejected the majority's expansive view[**106] that the only limitations on
patent infringement damages are (1) satisfaction of a "but-for" test applied to
“foreseeable" injuries, and (2) the amount must not be too 1ow.

Under the entire market value rule, if fitc-fite used the later improvement
of the 847 patent in the ADL-100 restraint. it would have been required
to prove that demand for those restraints was created by that invention to
receive lost proTits on the entire device. The majority recognizes the entire
market value rule, citing Stote Indus.. 883 F.2d ob 3580, 12 1.8 P Q.20
iBHAY oFf 1051 (recovery of damages based on the value of the entire apparatus
containing several features allowed where patented feature is basis for customer
demand). but sees no inconsistency in not opplying it here. This reasoning is
difficult to follow. The majority agrees that if a patented improvement is used
in a device of the patentee with which the infringer competes, to recover lost
profits on the entire device. the patentee must prove that the patented feature
is the basis for consumer demand for the entire product; but if the patentee
substitutes other unprotected technology for the patented improvement. then the
patentee is entitled to all(**107] of its lost profits. Surely this negates the
stimulus for a patentee to put out products with the improvement.

The basic flaw in the majority's ruling is its rejection of the premise that
recovery must be tied to profits from the invention itself. Here the patentee
would have made no profits from the patented invention by additional sales of
the unprotected ADL-100. There is no reason for the entire market value analysis
if a patentee is entitled to compensation for "competitive damages" to its
business generally. The ‘847 patent discloses and claims particular hook
technology for a truck restraint. No part of the invention relates to motors.
Indeed, the specification states that an advantage of the invention is that it
requires no motor., No doubt the motorized Teatures of the ADL-100 and the
Truk-Stop which added to their price, by the same token, contributed to their
profitability and salability as well. But because Rits-liite did not use the
‘847 invention in the ADL-100 restraint, it escaped having to prove
consumer demand for the motorized restraint was attributable to the 847
invention of an improved hook. It simply was awarded lost profits based on
unpatented features and[**108] features protected by other patents. None of the
lost profits on the ADL-100s are the fruit of the 87 invention. It
cannot be the law that they are recoverable,

It damages are awardable based on lost sales of a patentee's business in
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established products not protected by the patent in suit, the patentee not only
has an easier case as a matter of proof. but also would receive greater benefits
in the form of lost profits on its established products than if the patentee had
made the investment necessary to launch a new product. That lost profits on an
established line are likely to be greater than on a new device cannot be
gainsaid. See fontinental Poper Bag. 210 .S, b 429, This result is not

in accordance with the purpose of the patent statute. Actual damages are meant
to compensate a patentee for losing the reward of the marketplace which the
patentee's use of the invention would otherwise reap. Without such 1oss.
Congress has mandated compensation in the form of a reasonable royalty.

The old rule stimulated a patentee's commerce in patented goods. The new rule
makes 1t more profitable to the patentee to protect the status quo. The status
quo is not "progress[**1091 in the arts." Article I, sec. 8, I conclude the
majority's rule is a wrong interpretation of the statute. indeed. may exceed the
constitutional power to provide inventors with the exclusive right to their
discoveries.

H. The ADL-100 Patents

Not only is the majority's basic idea of legal injury unsound based on
"foreseeability" but also its specific test is equally flawed. For convenience.,
I have referred to the ADL-100 as "unprotected." meaning not covered by the
patent in suit. However. a key factor in the majority's decision awarding
damages for lost sales of the ADL-100 is that the "device" is “patented". The
majority does not, nor did the parties, discuss what inventions the one or more
patents on the [*1573] ADL-100 cover. Nevertheless, the majority declares the
ADL-100 provides the only alternative technology. While it is inappropriate for
an appellate court to make findings., the finding by the majority is erroneous if
one examines the record independently. There are other mechanisms for securing
trucks to loading docks. Indeed, the Patent Office considered Kelley's Truk-Stop
sufficiently different from the prior *8:7 patent to grant Kelley its own
patent. Unfortunately for Kelley, [**1101 this court earlier upheld the finding
that its different structure was sufficient similar to the ‘847 patent to
constitute infringement. 81§ F.2d 112G, 2 U.$.P.0.20 (BNA 1515 (Fed. Cir
1987y, But there were other alternatives which could be substituted. In any
event, the one or more patents on technology used in the ADL-100 were never
asserted against Kelley, and the validity of those patents is untested. IT those
patents are invalid, the majority's analysis collapses. As stated in Legr.

Inc Adking. 395 U8, 653, 968, 23 1. Fd. 24 610, 8% . L1, 1907 (1969

Federal law requires that all ideas in general circulation be dedicated to the
common good unless they are protected by a valid patent., [Emphasis added.]

Given that Kelley has had no legal basis for bringing a declaratory judgment
action challenging the unlitigated patents (never having been charged with their
infringement). the majority imposes liability and overlooks the unfairness in
its theory. If the unlitigated patents are significant to damages, Kelley
deserves an opportunity to defend against them. A clearer denial of due process
is rarely seen. The award of damages for competition with &I market
for ADL-100s is no more[**111] supportable than an injunction against
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infringement of the ADL-100 patents.

If nothing else, the patent term limit provision of 35 U.3.0. & 154 is
skewed by protecting the profits on goods made under one patent for infringement
of another. Under the majority's decision, the 17-vear terms of the ADL-100
patents are meaningless. e-ifite Is entitled to the add-on years provided by
the later '&47 patent after the terms of the ADL-100 patents expire.
Congress has provided the term and the basis for protection of ADL-100
restraints. An award of damages on ADL-100s based on infringement of the
'&47 patent expands the term of protection as well as the basis for protection.
Moreover, the majority would award damages for losses connected to the ADL-100
even if the patents on that device are invalid (albeit under a slight variation
of a "but-for" test). IT Rit had asserted infringement of the ADL-100
patents, it would receive no lost profits based on invalid ADL-100 patents but,
nevertheless. is held entitled to lost profits on ADL-100s based on the
847 patent. This construction of the statute seems patently absurd.

In short, ¢-Hite has obtained indirectly what it may or may not[**112]
be entitled to recover directly by suit on the ADL-100 patents. Moreover. this
was accomplished without putting the ADL-100 patents at risk to a challenge of
invalidity. The unasserted patents provide no basis for sweeping the losses
related to the ADL-100 into the scope of legal injury attributed to Kelley's use
of the 847 invention

The majority rejects what it called Kelley's "antitrust" arguments that the
avard of lost profits on the ADL-100 unduly expanded rights in the 847
patent on the rationdle that this case deals only with what injuries are
compensable for infringement, not with violation of antitrust laws. This
rationale cannot be squared with Ethyl Gasoline v. United States., in which the
Supreme Court held:

The patent monopoly of one invention may no more be enlarged for the
exploitation of a monopoly of another, than for the exploitation of an
unpatented article, or for the exploitation or promotion of d business not
embraced within the patent

209 .S, 436, 459, 6 §. Ct. 51& 84 L. Ed. 852 (1940) (citations
omitted). See Muiion Piciure Potenis Co. v. Univ iElim Mig. (o, 243
UeS. 507, Hii-1%. BL L. Ed. 871, 37 8. Cr. 416 (1917

No one argues that #i ite Is violating the antitrust(**113] laws.
However, an award of damages for infringement of one patent based on losses of
sales of a product not w1thin the protected market violates antitrust policies.,
Under those policies, is not entitled to tribute for infringement of
one [*15741 patent for losses in connection with a competitive product
protected, if at all, only by other patents. This court has no license to
elevate patent rights in the guise of damages over antitrust policies which
preclude enlargement of the exclusive market provided by the 1847 patent
to promote and exploit the business of a patentee in goods not embraced within
the patent.
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Reasonable Rovalty is a Proper Measure of "Adequate" Damages

Finally, &i argues that the highest possible damages should be
imposed to deter infringers and that the district court. therefore, correctly
assessed a higher lost profits award in lieu of a reasonable royalty.

Rite-il also argues that a reasonable royalty creates a compulsory license.
Both points are meritless. As indicated, a finding of infringement is not
dependent on a finding of negligence or culpable intent by the wrongdoer. An
infringement, like a trespass. may be committed[**114] unknowingly. In such
situations, the amount of damages manifestly can have no effect to deter an
unknowing infringer. Basic damages, which are at issue here, fall on the
innocent and the culpable to the same extent. See Infel Corp. v, United
States Ini') Troce Commin. S46 F.2d 821, 8%2, 20 1L.S.P.0.70 (BNAY 1181, 117
(Fed. £1r. 1981 Thurher forp, v, Fgirenild totor Corn,. 209 £.7d 841,

R4%5, 172 JLS.P.HL (BHA)Y 305, 308 (S5in Lir. 19541 see also Konsos Cily 8.

By Lo, v 813ica Prods,. fo.. 48 F,2d 503, 508 LSRR (BNAY 476. 481 (8th
cir.), cert. denied, 284 U.S. 626, 76 &, Fd. 553, 572 §. Gt 11 (193135
Thompson v, N1, Bushnell £o.. 96 £, 23R, 2083 (2d i, 12896, Cf

Sevmour v, Melormick. 57 .5, (36 How.r gt 488, The provision for trebling
damages is the deterrent against deliberate infringement.

s

The spectre of a compulsory patent license 1s raised. However. a damages
award calculated as a reasonable royalty gives no mandatory license. If it
did, relief by way of an injunction against future use makes no sense. n21 A
reasonable royalty is simply a measure of damages, not a license.

Dowogicc. 235 LS. 0f 849: Fromson v, Western [itho Pigfe & Supply (o

852 F.2d 1568, 1**115] 157476 {(Fed, Cir. 1988}, The remedy Congress itself
selected cannot be condemned on the ground it conflicts with Congress' views
reflecting compulsory licenses. Obviously, it does not. n22 A reasonable rovalty
is in fact a Congressional largesse for cases where a patentee might otherwise
receive only nominal damages. A patentee is now statutorily entitled to a
reasonable royalty even though it has not suffered or cannot prove a financial
loss to its market in patented goods.

n21 The analysis is confused with the situation where the patentee is a
licensing patentee who offers paid-up licenses to all who desire them. See 3
Robinson @ 1058 at 331 and cases cited therein

n22 Indeed, Congressman Lanham embraced the reasonable royalty provision as
the preferred remedy on the facts of this case, stating:

0f course, in a case of an innocent infringement, it is to be presumed that the

court would assess no more than a reasonable royalty for such time as the patent
was infringed by the innocent user.

92 Cong. Rec. 1857 (1946). See also House Hearings at 19-21.
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[**116]
J. Conclusion
The majority holds that it has balanced the interests of the patentee and the

infringer. I disagree., In Fogeriy v. Fonbosy. Inc.. 127 L. Ed. 2d 455, 114
S Lh 3023, 1050 (1994 the Supreme Court stated:

Because copyright law ultimately serves the purpose of enriching the general
public through access to creative works, it is peculiarly important that the
boundaries of copyright law be demarcated as clearly as possible. To that end,
defendants who seek to advance a variety of meritorious copyright defenses
should be encouraged to litigate them to the same extent that plaintiffs are
encouraged to litigate meritorious claims of infringement. . . . Thus @
successful defense of a copyright infringement action may further the policies
of the Copyright Act every bit as much as o successful prosecution of an
infringement claim by the holder of a copyright,

The same policy statement applies equally to patent law enacted under the
complementary [*1575]1 provision of Article I, section 8 of the Constitution.
Challengers who have meritorious defenses to a charge of patent infringement
should be encouraged to litigate them without fear of ruinous damage awards.
Kelley mounted al**1171 substantial and legitimate challenge to the validity and
its infringement of the 847 patent in suit. Kelley was held to be wrong

on both points, but its infringement was not willful. The district court stated
that "the Kelley people [acted] in the spirit of good competition®" and
“certainly did not intend to infringe." 829 F. Subp. 3042, 1045, 231

U.8.P.Q. (BHA) 160. 161, The consequence of expansion of legal injury in this
case is that the patentee's major competitor, an innocent infringer. has been
forced into bankruptcy by the lost profits award on unprotected goods. This
result does not further the policies of the patent statute. Patentees dre a
favored class but this decision goes too far in the scope of protection. It is
not the remedy Congress understood and intended to provide.

Commercialization of inventions in the fast changing world of today is at
least as viable o purpose of the patent statute as under the prior statutes. For
our patent system to fully serve its goal of promoting economic growth.
innovations must make it to market during the patent term. The period of
exclusivity, a monopoly in the market place. is granted to that end.

The Senate Report on the legislation that(**118] culminated in this court's
creation cites the following testimony of Harry F. Manbeck, Jr.. then General
Patent Counsel for the General Electric Company and later Commissioner of
Patents and Trademarks:

Patents. in my judgment, are a stimulus to the innovative process. which
includes not only investment in research and development but also a far greater
investment in facilities for producing and distributing goods. Certainly. it is
important to those who must make these investment decisions that we decrease
unnecessary uncertainties in the patent system
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The Federal Courts Improvement Act of 1981, S. Rep. No. 97-275, 97th Cong.. 1st
Sess., 6 (1981).

The Senate Report on the 1980 Reexumination statute cites the following
testimony of then Commissioner of Patents and Trademarks Sidney Diamond:

Indeed, the patent system was established to provide certain incentives for the
conduct of activities critical to our economic and technological prosperity -
the invention of new and improved technology, the disclosure of this technology
to the public, and the investment in its commercialization.

Patent Reexamination. S. Rep. No. 96-617. 96th Cong.. 2d Sess.., 9[**1191 (1980)
These are but two examples emphasizing the present day importance of patents das
an incentive for investment in marketing the products for which the exclusive
market is given. An exhaustive treatment would occupy a sizeable tome.

It cannot be disputed that Congress intended that the patent grant provide an
incentive to make investments in patented products during the patent term., If @
patentee is rewarded with lost profits on its established products, the
incentive is dulled if not destroyed. Why make the investment to produce and
market a new drug iT the patent on the new discovery not only protects the
status quo in the market but also provides lost profits for the old?

For the foregoing reasons, I would hold that an injury to the patentee's
marketing of products protected only by other patents--if at all--does not fall
within the grant of rights protected by the '847 patent in suit and is
not compensable. Thus, I would vacate the oward of lost profits on 3,283 sales
based on ki loss of business in ADL-100 restraints and remand for
damages to be assessed on the basis of a reasonable royalty for those
infringements.

I11.
LEVELER SALES

1 agree with the majority[**120]1 that under the entire market value rule.

R ite 1Is not entitled to lost profits on dock levelers, sold in
conjunction with patented or unpatented restraints. However, I disagree with the
majority's reasoning, The entire market value [*1576] rule is based on @
realistic evaluation of the commercial magnetism of the patented invention, not
on whether components in @ machine--or auxiliary goods--function together. I
will not lengthen this already lengthy opinion but merely note that the majority
proffers strained interpretations of the cited precedent, I would deny the award
because the sales of levelers were not attributable to consumer demand for the
invention of the !$47 patent.

1v.

CALCULATION OF A REASONABLE ROYALTY
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The district court awarded damages in the form of a reasonable rovalty for
502 infringing sales based on lost profits on Rite restraints and
restraint leveler packages. This "reasonable royalty," which totals $ 1,045.00
per infringing restraint, is more than the price of gite-4ife's patented
MDL-55, more than 75 percent of the average net sale price of Kelley's
Truk-Stop, and 33 times greater than Kelley's net profit on its entire machine,
If lost profits on[**121] ADL-100's were not recoverable as such, the court said
it would have raised the amount of the reasonable royalty to include all of

% anticipated profits on ADL-100 units and packages.
770 F, Supp. ot 1540 0,22, 21 U.S.P.G,2D (BNL)Y ot 1821 n.22.

In determining a reasonable royalty. the district court started with
basically wrong ideas even if ADL-100s and levelers were protected by the
1847 patent. The court erroneously believed Kelley had to pay a reasonable
royalty on ADL-100 sales if lost profits were not awarded. Id. This is a
fundamental misunderstanding., i1 is entitled to a reasonable royalty on
Kelley's sales of infringing devices. ' would be entitled to a
reasonable royalty on those sales even if it made no sales of @ competing
product. Further. where a patentee is not entitled to lost profit damages., lost
profits may not, in effect., be awarded by merely labelling the basis of the
award a reasonable royalty. See Smitnkling Diagnostics, ing, v, Heleng
LS. OrD.. 826 F.2d 1161, 1165 1168 17 LS. P.OL20 (BNAY 1922, 192%, 197§
{Epd. Cir. 19913 (rejecting SKD's proposed use of its lost profits figure as a
“reasonable royalty"),

A[**1221 “reasonable royalty" is a hypothetical rovalty for the use of the
patented technology by the infringer, calculated as if the parties negotiated at
arm's length as a willing licensor and a willing licensee on the date when the
infringement began. 3fore Indus.. 883 F.2d gt 1580, 12 U.S.P.0.2D (BHA)

Qb 10%1s Hopson v Alpine Velley Ski Ared. Inc.. 718 F.2d 1075, 1079, 219
U.8.E5.0. (BiAY_B79,. 682 {(Fed, Cir. 3982). While frequently spoken of as willing
negotiations, Beatrice Foods Co. v. New England Printing & Lithogruphing

€0, 923 F.2d 1576, 1580, 17 1.8, P, 0. 20 (BNAY 155%. 1585 (Fed. Cir, 19913: 5
Donald S. fhisum. Porents. & 20.0%04]1(b] (1992), the result has more of

the character of a forced settlement where neither party gets all it would wish.

The focus of a reasonable rovalty determination is on the value of the
invention in the marketplace. As the statute states, a reasonable royalty is an
award "for the use of the invention by the infringer." 3% 4.5.C, @ 284,

Hi ‘s lost profits on ADL-100s and levelers are not factors in
calculating that value for the same reasons lost profits are not awardable for
the goods. Neither is part of the exclusive market granted by the ‘847
[**1231patent. The 847 patent may not be used “for the exploitation or
promotion of a business not embraced within the patent." Eihyl fgsolicg,

309 1.8, 0L 458, A royalty based on unprotected goods unlawfully exploits the
patent. I would, therefore, remand with instructions to disregarded injury to
this part of ¢*s business in determining a reasonable royalty.

A reasonable royalty requires a balancing of the interests of the parties. It
would be proper, therefore. to consider & dite's policy of not licensing
direct competitors like Kelley, but this fToctor cannot justify the rate here.
See Panduli, 575 F.2d ot 1184, 197 U.3,P.6. (BNAY a1 735. In particular,

5 claim that Kelley needed a license of the ‘847 technology
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to make any restraint is clearly fallacious. The ADL-100 itself did not use that
technology and there were numerous non-infringing mechanical alternatives. That
they were not vet commercialized is irrelevant respecting a royalty. Kelley
would likely [*15771 have turned to the other technology to design around the
1847 invention if the royalty were too high,

It 13 apparent that the district court limited its assessment to
‘5 side of the hypothetical negotiating(**124] table rather than to

balance the interests of both parties. Kelley presented extensive evidence of
royalty rates prevalent in the industry. which is relevant to determining a
reasonable rovalty. fecraig-Pecitic Corn. ¥, Uniied Stgtes Plvwood COND..
318 Fo Supp. 1116 01 1120, 166 .8.P.6, (BNAY 735 gf 738 (factor 2: "The rates
paid by the licensee for the use of other patents comparable to the patent in
suit."). This evidence included a 0.9 percent rovalty paid by % #ite to
Kelley to settle a suit for infringement of Kelley's leveler patents. Although
licenses extracted under the penumbra of threatened litigation as to the
validity and/or infringement are. as the district court stated. “"not an accurate
gauge of a reasonable royalty," g-Hite o 776 F. Supp. af 1535. 21
ULSL20 (BiAY ot 18127, this rule does not apply where., as here, validity and
infringement appear to have been settled in the licensor's favor when the
license was entered. See &Snellmon v. Ricon Co.. 862 £.20 283, 289, 8

LS. P20 (BHA) 1986, 2000 (Fed. Lir. 19883 cert. denied, 491 1.8, 930,
105 B, 24 707, 1098, Cr. 3199 (192 The district court also dismissed
other testimony Tavorable to Kelley as being "of limited relevance, because it
is based upon[**125] royalties contained in settlement agreements." Yet two of
these 11censes (Abon/MHW and Metz/Serco) were not the product of litigation.

Rit ¢ current CEO (Mike White) took a license under the '847

patent when he bought & ite from his Tather. Although the district court
found this intra-family deal “too dissimilar™ from a true hypothetical
negotiation., White himself testified that the transaction was arms length and
that he paid a fair price for the license.

HiT

The evidence of record negates a finding that the dock equipment industry is
so0 lucrative that net profits in the 50-75 percent range could be anticipated.
pite-#ive's net profits during the period of infringement were in the 6-10
percent range and Kelley's only 2.3 percent., This evidence of actual
profitability forcefully negates the anticipation by either party of profits of
50-75 percent on their devices and was improperly disregarded in the district
court's determination of what rovalty Kelley would have agreed to pay.
{indemonn Moschinenfabrik, 895 F.2d ot 1408, 13 L.S.P.8.20 (BHA) qU 1875
(characterizing as "absurd" expert testimony that infringer "would agree to pay
a royalty in excess of what it expected to make in[**126] profit"); Huahes

fool Lo, v, Dre Lo B0 F.2d 1509, 15%h8, 2 U OLPLOLED (BNAY 1396, 14803-04 (fed
Gl 1987y, Trans-World Mfa. forp. v Al Nvinon & Sons. (uc.. 750 E.2d
1657, 1568, 220 U S PG (BNAY 258, 269 (Fed. Cir. 1984, Although this court

has sanctioned royalty awards that exceeded the infringer's actual net profits,
we have done so only when there was evidence that the infringer actually
anticipated greater net profits., Snellman. 862 F.2d 8.4.5.P.8.2D

SBNAY 19665 TWM NI, Lo, . Durg Corp.. 789 F.2d 895, 2259 LS. Pl (BNA).

525 (Fed. Cir.), cert. denied. 479 §.5. 352, 93 Ld,. 2d 317, 107 S, %

18% (19863, Kelley is not guaranteed o profit., of course. but anticipated
profit is a factor in hypothetical negotiations. Hansois 718 F.24 at

1081, 719 U.8.P.0. (RHAY ol 685 ("a reasonable royalty would leave an infringer
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with reasonable profit"); Pandiit. 575 £.2¢ df 11064, 197 U.S.P.0. {BEAY at

735 (court should determine “the customary profit allowed licensees in the
electrical duct industry"), see also Irans-wnrld Mfg, Corp. 750 F.Z2d af

1568, 224 0. S.P 8. (BNAY b 268. A royalty which on any reasonable projections
respecting the innocent infringer's business would be confiscatory violates that
balance. It is simply beyond reality[**127] to infer that the management for the
five hundred employee-owners of Kelley would have negotiated a royalty which, it
was evident at the time, would destroy their business and jobs. n23

n23 Here, the amount of damages for nonwillful infringement awarded or
proposed to be awarded as a rovalty is so gredt that it has forced Kelley to
file for bankruptcy. kKelley, an employee-owned business, would now likely be out
of business had we not granted its motion Tor stay of execution of the district
court's judagment., This case therefore illustrates the mischief and misery that
can accompany the over enforcement of patents rights.

Although the determination of a fair and reasonable rovalty is a difficult
judicial chore, seeming often to involve more the talents of [*1578] a conjurer
than those of a judge, Eromson. #53 F.2d 0f 31574, 7 H.5.P.0.20 (RuAY al
1612, the finding in this case of a reasoncble royalty in the amount of $ 1.045
per unit on a $ 1,345,79 item of which the patented ‘847 technology was
merely a replaceable feature should[**128] be vacated because of legal error in
the factors and evidence considered.

V.
CONCLUSION

This court was created to bring uniformity to the laws; but where uniform
precedent exists, it was given no mandate to ignore established law. It was not
given a blank legal slate on which to write greatly enlarged property rights for
patentees. In view of this court's exclusive jurisdiction, however, the majority
has effectively set new precedent for all awards of damages in future patent
cases. n2u

n24 Another case awarding damages on the patentee's unpatented goods is
already waiting in the wings.

The majority justifies its expansion of patent protection with the
explanation that the Supreme Court has provided no definitive ruling on the
proper scope of damages. I conclude the Supreme Court has repeatedly stressed
that actual damages for patent infringement must be based on interference with
the patentee's market for its own goods embodying the invention in suit. Thus. I
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must respectfully dissent.
NEWMAN, Circuit [**1291 Judge, with whom Circuit Judge RADER joins, concurring
in part and dissenting in part.

The court today takes an important step toward preserving damages as an
effective remedy for patent infringement. Patent infringement is a commercial
tort, and the remedy should compensate for the actual financial injury that was
caused by the tort, Thus I concur in the majority's result with respect to
entitlement to damages for lost sales of the ADL-100.

Yet the court draws a new bright line, adverse to patentees and the
businesses built on patents, declining to make the injured claimants whole. The
majority now restricts en banc the patentee's previously existing, already
limited right to prove damages for lost sales of collateral items -- the
so-called "convoyed" sales. Such remedy is now eliminated entirely unless the
convoyed item 1s "functionally" inseparable from the patented item. The court
thus propounds a legally ambivalent and economically unsound policy.,
authorizing damages for the lost sales of the ADL-100 but not those dock
levelers that were required to be bid and sold as a package with the MDL-55 and
the ADL-100.

The district court, in contrast, took a straightforward[**130]1 approach to
the damages determination. The district court awarded compensatory damages for
(1) Bite-nite’s  lost sales of the MDL-55 and the ADL-100 models of truck
restraint, recognizing the commercial and competitive relationships of these
models and the infringing device; (2) te-fite’s  lost sales of 1,692 dock
levelers that were bid and sold in packages with the truck restraints,
recognizing that the dock leveler business was a significant factor in Kelley's
infringing activity; and (3) the sales-level losses incurred by the independent
sales organizations (the IS0s)., recognizing their position as geographically
exclusive selling arms of the patentee.

The majority affirms only the first of these three areas of pecuniary injury.
reversing the district court's damages award in the other two areas. I know of
no law or policy served by eliminating recovery of actudal damages when patents
are involved. In holding that those injured by the infringement shall not be
made whole, the value of the patent property is diminished. The majority's
half-a-loaf award. wherein the patentee and the other plaintiffs are denied
recovery of a significant portion or all of their proven damages, is an[**131]
important policy decision. Thus, although I join Parts A-I and B of the majority
opinion, I must dissent from Parts A-II and A-III. With respect to Part A-IV. I
agree that the district court's determination of the royalty rate should not be
disturbed, but I do not [*1579] share the majority's view as to the royalty
base.

I. THE LOST PROFITS FOR THE ADL-100

I agree that lost profits on the lost sales of the MDL-55 and the ADL-100 are
the proper measure of compensatory damages for Kelley's infringement of
Rit *s @47 patent. The considerations with respect to the ADL-100
are those of general damages: directness. Toreseeability. duty.

Patent damages must be viewed with a practical eye in order to implement the
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policy of damages law. It is not the usual situation that an infringing device
takes sales from a patentee's line of more than one product. not all of which
were made under the patent that is infringed. However, this does not change

the application of 35 1,.8.C. & 284, It may be simply differences in
inventorship, or the timing of the discoveries. that places inventions in
different patents of the same patent owner. Such @ situation is not unusual. An
example may be the casel**132] at bar, wherein Rite-Hite disclosed and claimed
the infringed restraint in a later-filed patent having a different inventive
entity than the patent on the ADL-100. Examples abound in the chemical field.
where inventors may create related chemical compounds, obtain patents as the
research progresses, and conmercialize one of them. Should the infringer divert
sales from another member of this series, according to kKelley, the only damages
available would be a rovalty at a sufficiently low rate to provide a profit to
the infringer. The patent law is not prisoner of such irrational economics.

II. THE LOST CONVOYED SALES OF DOCK LEVELERS $A. Principles of Damagdes Law

The basic principle of damages law is that the injured party shall be made
whole. On the facts on which the district court awarded damages for certain lost
sales of dock levelers, the relationships were direct, causation was proved, the
scope of recovery was narrow, and the circumstances were unusual. Reversing the
district court, the majority holds that if the patented and convoyed items also
have a separate market, there can never be recovery for the lost sales of the
convoyed items. I do not believe that such[**133] a rule is necessary, or
correct, in patent cases.

The majority adopts the rule for patent cases that lost "convoyed" sales can
not be recompensed. whatever the directness of the injury and whatever the
weight of the proof., unless the thing convoyed is a "functional" part of the
thing patented. Heretofore. the question of recovery for lost sales of
collateral items was a matter of fact and proof. the court looking at the
closeness of the relationship between the items and the quality of the proof,
cognizant of the policy of setting reasonable limits to liability.

The district court awarded damages only for those lost dock leveler sales

that were bid and sold in a package with the truck restraint, and for which

RiT ¢ proved it had competed with Kelley for the same customers.
presenting transaction-by-transaction evidence. The district court's finding
that 2it & would have sold an additional 1.692 dock levelers, in
specifically proven restraint-leveler packages, is not disputed. It is not
disputed that there was a direct, causal, foreseeable relationship between
Kelley's infringement and these lost sales. This court's decision to withhold
compensation for these specifically(**134] proven lost sales is a decision of
policy, not law, for damages law supports compensation on these proofs. Refusing
a remedy for proven injury caused by wrongdoing is an unusual judicial policy.
It is not required by patent law, and it contravenes the rule that the injured
party shall be made whole, Thus my colleagues carve a patent-based exception
into the rule of general damages, refusing to award compensatory damages that
have been proved,

The purpose of tort damages is to place the wronged party. as closely as
possible, in the financial position that it would have occupied but for the
wrong. The patent statute requires that damages for infringement shall be
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adequate to compensate for the losses caused by the infringement:
3o 8.0, 0,284, Damages

Upon finding for the claimant the court shall award the claimant damages
adequate [*15801 to compensate for the infringement, but in no event less than a
reasonable royalty for the use made of the invention by the infringer. together
with interests and costs as fixed by the court

When the damages are not found by a jury. the court shall assess them. In
either event the court may increase the damages up to three[**135] times the
amount found or assessed.

The statute codifies the general rule of damages resulting from wrongful
economic behavior

And where a legal injury is of an economic character. "the general rule is, that
when a wrong has been done, and the low gives a remedy, the compensation shall
be equal to the injury. The latter is the standard by which the former is to be
measured. The injured party is to be placed, as near as may be, in the situation
he would have occupied if the wrong had not been committed."

Altenarie Paner (oo v, Moodyv. 422 L5, 405, #18-19. 4 Ed. 2d 280, 85
S. Lo, 2367 (1975 (quoting ®icker v, HODROCK LS, {6 Woll.,} 94, 99,

18 B 752 (38623). This rule is the “"cordinal principle" of damages law:

The cardinal principle of damages in Anglo-American law is that of compensation
for the injury caused to plaintiff by defendant's breach of duty.

. The primary notion is that of repairing the plaintiff's injury or of
making him whole as nearly as that may be done by an award of money. The “remedy
[should]l be commensurate to the injury sustained."

4 Fowler V. Harper et al.. The Law of Torts @ 25.1, 490, 493 (2d ed. 1986)
[**136] (quoting Rockwood v, Allen. 7 Mass. 254, 256G (1811} (Sedgwick,

J.)) (alteration in the original, footnotes omitted). See also Charles T.
McCormick, Handbook on the Law of Damages, & 44 (1985):

[The lawl will only seek. as near as may be, by awarding money compensation, to
place you in the same position as respects your pocketbook as you would have
occupied if no wrong had taken place.

The threshold condition is embodied in 32 U.S.0L R 284 and its requirement

that "the court shall award the claimont damages adequate to compensate." The
majority correctly applied this rule to Fite-H lost sales of the ADL-100
model of truck restraint. but inappropriately rejected the district court's
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recognition of the lost sales of the dock levelers.

The district court recognized that the purpose of the award of damages for

patent infringement is to compensate the claimant for the losses incurred.

35 4.8.0. @ 284, This is a question of fact, reviewable for clear error,

For convoyed sales there are issues of the directness of the injury and
associated policy implications, but there is no prohibition in legal principle
against recovery of the actual economic loss caused[**1371 by the infringement.
Indeed, this is the most fundamental of damages principles. See William M.
Landes and Richard A, Posner, The Economic Structure of Tort Law (1987).

The Supreme Court has well stated the requirement that losses due to patent
infringement shall be fully recompensed:

The question to be asked in determining damages is "how much had the Patent
Holder and Licensee suffered by the infringement. And that question [is]
primarily: had the Infringer not infringed. what would the Patent
Holder-Licensee have made?"

sro Mapufactucing Co. ¥, Lonveriibie Top Replocament (0. 377 H.8. 878,
SO7. 381 LS. PR, (BNAY 681, 684, 12 1 Fd. 2d 457, 84 S, G, 1526 (1864
(quoting {ivesoy Window Co. v, Ulvesay Industries, Tng.. 257 F.2d 45849, 471

195833, The Court recognized that damages in patent cases are generdl

foth iy
5th Cir,.

damages:

The present statutory rule is that only "domages" may be recovered. These have
been defined by this Court as "compensation for the pecuniary loss he has
suffered from the infringement. without regard to the question whether the
defendant has gained or lost by his unlawful acts." They have been said to
constitute "the difference between his pecuniary condition[**1381 after the
[*15811infringement. and what his condition would have been if the infringement
had not occurred."

Arp Monufocluring, 377 1.8, U 507, 141 0.5 P2, (BMAY of 604 (citations
omitted).

The Federal Circuit heretofore conscientiously recognized that the rules of
general damages applied to patent infringement cases. E.g., Laf. Inc. v.
Johns-faoyviile Corp.. 718 E.2d4 1056, 1060, 219 4.5.0.0. (BNAY 670, 7475 {Fed
(i, 1983 (quoting Aro Manufacturing):

[Damages adequate to compensate for the infringement constitutel "'the
difference between [the patent owner's] pecuniary condition after the
infringement, and what his condition would have been if the infringement had not
occurred, '

Erpmson v, Weslern Liiho Pigle & Supply G, 853 F,2d 1968, 1574, 7
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U.S.P,0.20 (BNAY 1000, 1612 (Fed, Cir, 1988):

The statute . . . mandates that damages shall be "adequate to compensate" the
patent owner for the infringement. That requirement parallels the criterion long
applicable in other Tields of law.

See also Pgper Converting HMochine Co. v. Moana-Grophics Cor s .20

11, 21, 222 4.3.P.Q, (BHAY 581, 598 (Fed, Clr, 1984); Weinar v, Rellform,

Ince. 788 F,2¢ 797, 847, [**130]1 223 U.S.P 0. {BNA) 369, 375 {fed. Cir, 1584,
cert. denied, 470G U.S. 1084, 85 ¢, Fd, 2d 143, 105 8, Cf. 1844 (1985,

el Mor Avionics. fnc._v. Guicton Insirument Un.. 836 F.24 1320, 1326, 5
U.5.P.0.20 (BNAY 125%. 1260 (Fed, Cir. 19873; Bio-Bad lobs.. Inc. v

Nicolet JTosiroment Corp.. 739 F.20 604, 616, 727 UL.S.E.0L {BNA) BS54, 663 (Fed.

Cir.), cert. denied, 4568 .S, 1038, 83 i . Ed. 2d 405, 105 8. (i, S16
(19840 Gyromol Corp, v, Chompion Spark Plug Go.. 735 E.24 544, 953, 227
U3 B0, (BNAY 4, 7 (Fed, Cir, 19843

A wrongdoer is. simply put, responsible for the direct, foreseeable
consequences of the wrong. Indeed, in fenergl Motors Corp. v, Bevex Lorp
apl .8, 848, BS%h, 217 1.S.P.Q, (BNAY 1185, 1 Al Fd. 20 210 303 8. LL
2058 (19833, the Court referred to "Congress' overriding purpose of affording
patent owners complete compensation.™ the Court observing that:

When Congress wished to limit an element of recovery in a patent infringement
action, it said so explicitly.

461 4.8..07. 653, 217 U.S.P. 8. {BNAY ot 1187, Thus the Court reiterated
that limitations to recovery for patent infringement are not to be inferred.

B. The "Package" Sales of Dock Levelers and Truck Restraints

The district court found that Kelley "developed its Truk Stop restraint both
to capture part of the newly-developed[**1401 restraint market and to avoid
losing leveler sales." Riie-dife  Corp. v, Xalley fo., 774 F, Supp. 1514
1527, 71 1.S.P.0.7D {BRA} 1801, 1806 {E.D. Wis. 1%91). The district court
discussed customers' requests for "package bids for the simultaneous
installation of vehicle restraints and dock levelers, especially for new dock
installations," Ig. gt 1530. 21 4.S.P.8.20 (BNAY ot 1812. The court found
that customers "almost invariably purchased both items from the same
manufacturer." Id, The court also referred to testimony that Kelley
representatives told some customers that Kelley would void its warranties on its
dock levelers if they were used with o #j te restraint, id., Kelley itself
linking sale of the dock levelers to the infringing restraints.

B

The district court ussessed the damages caused by Kelley's infringement after
meticulous review of an extensive body of evidence. The elements of causation
and foreseeability. although fully satisfied on the evidence. are scarcely at
issue. It is not disputed that these 1,692 dock levelers were sold, warranted,
installed, and used together with the truck restraints. Kelley's actual
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"package" sales of dock levelers and infringing restraints[**141] were the only
convoyed sales for which compensation was awarded.

These dock leveler sales were as direct a target of the infringement as were
the ADL-100 sales, and the quality of the proofs was equally high. The evidence
shows the same transaction-by-transaction losses of sales to Kelley for the dock
levelers as for the ADL-100 truck restraints, indeed in the same bid and sale
packages, Precedent previously recognized that compensation may be appropriate
when the items are sold together, [*1582] whether or not they also have separate
markets. See TwWM Mfg. Co. v. Durg forp., 789 F.2d 895, 229 4.5.P.Q, (BEAY
525 (Fed. fir, 19863 (damages awarded for lost sales of unpatented wheels and
axles that were sold with patented suspension systems); Degre & (0. v,
Internoiionol Horvester €O 10 F.20 1551, 218 LS. PG, (BHAY 481 ifed, (ir
1883 (rovalty damages assessed based on sales of unpatented combines and
patented corn heads).

Recovery of damages for lost "convoyed" sales has always required a high
standard of proof. lest remote and speculative claims be opportunistically
pressed. However., it is not correct to hold that recovery is never possible
unless the relationship of the patented and convoved products(**142] is such
that the only and necessary use is as @ "single functioning unit." Indeed, even
the majority's new requirement is met in this case. These specific dock levelers
were not sold separately because the customer or Kelley required that they be
sold together; and it is undisputed that they are used together

The correct guestion is not whether the infringing truck restraint was part
of a larger combination whereby the truck restraint could not function without
the dock leveler. or whether the truck restraint or the dock leveler also had an
independent market and use. The correct rule was stated in Leesonda £aorp.

V. United Biofes. 2720 CE. Ul 236, 599 F.2d 958, 974, 202 1L8.P. Q. (RNAY 424
439 (Ct. Cl.), cert. denied. éh4 i35, 991, 62 1, Ed. 20 420, 100 S, (1.
522 (1979, that

I

it is not the physical joinder or separation of the contested items that
determines their inclusion in or exclusion from the compensation base, so much
as their financial and marketing dependence on the patented item under standard
marketing procedures for the goods in question

The sales of dock levelers and truck restraints met this criterion.

As the Court reiterated in Aro Manufacturing and in General Motors v. Devex.
general damages[**143] in patent cases are whatever damages the plaintiff can
prove. The history of the 1946 enactment reports this legislative purpose:

The object of the bill is to make the basis of recovery in patent infringement
suits general damages. that is, any domages the complainant can prove, not less
than a reasonable royalty. together with interest from the time the infringement
occurred, rather than profits and damoges.

Report of the Senate Subcommittee on Patents. S. Rep. No. 1503, 79th Cong.. 2d
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Sess. 1, reprinted in 1946 U.S. Code Cong. Serv. 1386, 1387. The record shows
that Kelley foresaw the potential loss of dock leveler sales., and that this
contributed to Kelley's infringement of & truck restraint patent.

The record shows Kelley and Eite : noth bidding on the same
restraint/leveler packages. The evidence established that e's  10ss of
1,692 dock leveler sales was the direct, foreseeable. and 1ndeed intended result
of Kelley's infringement.

Kelley bore the risk that if it was found to infringe R restraint
patent, it would be liable for compensatory damages on the restralnt/leveler
packages. By eliminating recovery for this proven 1oss, [**144] this court
makes a policy decision contrary to the principles of compensatory damages.
Heretofore Federal Circuit precedent treated lost convoyed sales as a matter of
fact and proof., I discern no clear error or discretionary abuse in the district
court's award of actual damages for these specific lost sales of
restraint/leveler packages

I11. THE INJURY TO THE ISOs

Twenty-six of the plaintiffs are small businesses or individuals who were
directly injured by the infringement. Some of these plaintiffs had previously
brought a separate action against Kelley, the district court consolidating these
actions. The district court's award of damages to these plaintiffs has not been
shown to be clearly erroneous, and I would affirm it.

A. The Position of the ISOs

Adam Smith observed that people work most effectively when they have a
personal stake in the fruits of their labor. That is apparently how
structured its business. The ISOs were not “employees." but independent
entities. They were responsible for 70% of Rire-iite’s sales. They [*1583]
were not distributors., and most of them were not resellers. They were part of
the make/sell activity that was conducted before. not[**145] after, the first
sale. The issue of their entitlement to the damages that they proved requires
objective evaluation, not summary pigeonholing.

Indeed. the ISOs' portion of the injury caused by the infringement is
recoverable even on the majority's view of the position of the ISOs in the
"original IS0 contract." majority op. at 26, which granted the ISOs the right
"to solicit sales in the lexclusivel Territory." The majority states that this
commercial relationship was unchanged in any substantive way by the new
agreement whereby Ri # designated the ISOs as exclusive sales
"licensees." It is not necessary to decide the nuances of this contractual
relationship, for the losses experienced at the sales level are compensable., If
the ISOs were simply sales agents., as Kelley argues, then Rite + 1s the
seller of the goods. IT these plaintiffs do not have "standing." as the majority
states, because the lost sales were made by ites  not the IS0s, then

Rite-Hits is entitled to these damages. Thus., if compensation is not owed to
the 1S0s. it is owed to ®!

Witnesses at the damages trial explained that the profits from Rite-#i
manutacture and sale of truck restraints[**146]1 were calculated at both the
manufacturing level and the sales level. :-i1te made about 30% of its sales
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through its own sales organizations, and 70% of its sales through the IS0S.
which were assigned geographically exclusive territories. The district court
awarded damages in accordance with which plaintiffs bore the losses. at the
manufacturing and the sales levels. The majority apparently recognizes the
recovery by i for the sales it made through its own selling arms, but
not for those obtained by the 1S0s.

The majority may have misunderstood the commercial structure. for it
continues the loose reference to Rite-Hite's manufacturing-level price as a
"wholesale" price. although the lost sales to the customer -- the price at which
Kelley and Rite-Hite competed -- was not at this manufacturing level of %
1,000-1,500, but in the $ 2,500-3,000 range for the ADL-100. This price included
both the manufacturing-level costs and profit and the sales-level costs and
profit., Indeed, the district court drew this distinction, although not for the
purpose of excluding recovery of sales-level losses, but for the purpose of
distinguishing the profits lost at each level. Analyzing the evidence, [**147]
the district court limited the recovery at the sales level to one third of that
claimed, disallowing claims for individual salesmen's commissions.

The trial court has substantial discretion in determining damages. In
State Industries. fog. v —eio Todustriss. Inc.. 823 F.200 1573, 12 4.S.P.0.20
SBHAY 1026 (fed. Cir. 1989, cert. denied, 4835 1.8, 1022, 107 1, Fd, 24
Zug, 110 S0 L1, 725 (1890, this court recognized that

the only limit on [the district court's] discretion in selecting a remedy is
that it be adequate to compensate for the damages suffered as a result of the
infringement.

Id. 3577, 12 U.8.P.6.20 (BNA) 01 1029, This deference that the

judicial process accords to the trial court's assessment of damages recognizes
the fact-dependency of just compensation. In Perkins . Standard 0il Co.

295 .8, B2, 23 1 Fd. 24 599, 8% 8, L. 1871 (19692, the Court looked at the
chain of causation and observed that "Perkins was no mere innocent bystander; he
was the principal victim of the price discrimination," lg. gl §49-50,

S0 too were the IS0s a principal victim of the infringement, for they and ki
i sold the goods whose sales were lost due to the infringement.

The IS0s as Sales Agents

The purpose[**148] of legal remedy is the recovery of damages by those
injured by the tortious acts of another. provided of course that policy-based
criteria are met, See, e.g., iiiinois Brick Co. v, Tilinois. 431 U.8. 720,

52 L Bda 24,707, 87 8, L1, 2061 (1977} (indirect purchasers generally do not
have antitrust standing because of the risk of double recovery or the difficulty
in apportioning damages). The IS0s and i1 are not subject to similar
disabilities. Anclogously to the Seventh Circuit's explanation in Helsen

v, Monrge Regional Medical Center, 925 F.2¢ 1555, 1563 (7th Cir.), cert.
dismissed, [*1584] 502 §.8. 903% (1991}, that standing in antitrust cases
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follows the causation requirement of common law torts, standing in patent
infringement cases Tollows the same extensive jurisprudence.

Kelley arqued at trial, as it does here. that the ISOs can not recover
damages because they were not exclusive patent licensees. The district court
thoroughly explored the relationships between Rite and the ISOs. The IS0s
were sales agents with certain exclusive rights and exclusive territories, with
some exceptions for direct sales by -tite, Since they are not suing
independently of the patentee. there is no relevancel[**149] to those cases which
hold that a non-exclusive licensee can not sue in its own name. When the
patentee is joined as a party. as Ri i is here, and the licensee has an
exclusive right to make, use, or sell. the licensee has standing to recover for
its own injury. In Western £lec. Co. V. Pacent Rebroducer orb.. 42 £.2d
116, 138 5 4,8.2.0 (BHAY 105, 106 (2d Cir.), cert. denied, 282 U.&.

875 75 L Bl 771,50 8. DL 73 (1930 the court explained that a less than
fully exclusive licensee must join the patentee in any suit for infringement,
while a fully exclusive licensee, like an assignee, can sue in its own name
(citing Warerman v, Mackenzie. 138 U.S. 252, 256, 34 1. Fd, 973, 11 8. (T,

3%y (1841)). In this case the patentee is a party to the suit, thus removing
the risk of multiple suits., of which Kelley makes much. In Weinar v.

BOlYCorm, A0, . 74l F.20 797, 807, 275 WS 0.0, (BNAY 364, 374-75 (Feq. (ic
19843 this court stated that “two parties sharing the property rights
represented by a patent may have their respective property rights protected by
injunction and each, when properly joined in a suit, may be entitled to
damages." In Innis. Seeiden & Co. ¥, Food Mochinery Corp.. 2 F.R.D. 261

265 5% 48P0, (RNA) %30, 3%3 (D, Del. 19423 thel**1501 court explained that
when a licensee is granted an exclusive right to some part of the patent grant.
in that case the geographically exclusive right to sell the patented product in
Florida, the licensee must be permitted to exclude others from trespassing upon
his right, lest he "be in the position of one who has an exclusive easement
across Blackacre but could not enjoin trespassers who persisted in impairing his
easement." Id. at 264 n.2, 53 U.5.P.Q, (BNA) ot 33% n.2,

Thus if the ISOs are viewed as sales agents instead of licensees, either
their sales exclusivity suffices to permit them to join with ®ite in this
suit, or &ite-itlite as principal can recover on their behalf

C. General Damages Theory

The jurisprudence of tort damages illustrates myriad relationships between
the wrongdoer and the injured party, from which there have evolved general
criteria that apply damages law and policy. Precedent deals with the criteria of
directness of the injury. foreseeability, ond duty, derived from policy
considerations whereby the public interest in remedying wrong is balanced with
the public interest in placing reasoncble limits on liability. Applying these
rules, the ISOs werel[**151] a direct and foreseeable victim of the infringement,
Their recovery is not barred by statute or policy. Their entitlement is a
question of fact and proof. applying the law and policy of damages.

Much of the evidence at trial, of head-to-head competitive bids against
Kelley. was presented by the ISOs:

Each of plaintiffs' claim files contains several documents pertaining to a
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single transaction or series of transactions with a single customer. The files
include deposition testimony from a member of a -Hite  sales organization
regarding a sale that te claims to have lost on account of an
infringing Kelley sale. . . . According to plaintiffs' expert witness.,
accountant Ronald Beckman, every claim file regarding transactions in which
plaintiffs seek lost profit damages contains testimony that: (1) prior to the
Kelley sale, R ite salespersons had solicited the Kelley customer for

Gite-Hite vehicle restraints, and (2) vehicle restraints from other
manufacturers had not been bid or had been ruled out by the customer because of
perceived product problems. . . . PDTX-143 specifically itemizes 169 cases in
which plaintiffs' salespersons testified that they [*1585]1 had[**152]1 initially
convinced the customer to purchase a restraint before the customer ultimately
purchased from Kelley.

fite-tize v, Kellev, 774 F, Gupp, ai 1525-26, 21 U.5.P.Q.2D (BNA} qn

1409 (emphases added). The evidence was extensive and uncontradicted. that the
injury to the IS0 plaintiffs was directly and foreseeably caused by the
infringement. The legal insulation of a wrongdoer from responsibility for its
acts is rare in the law, requiring sound basis in public policy. In "The New
Property," 73 Yale L, J. 733 (1964), Professor Reich discusses the evolution of
protection of property rights as characteristic of a just society.

The provision of adequate remedy Tor patent infringement is fundamental to a
viable patent law, The district court's damages rulings are not in clear error,
and I would sustain them.
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OVERVIEW: Plaintiffs sued defendants, alleging infringement of plaintiffs'
patents. A jury returned a verdict finding that the asserted claims were not
invalid and were infringed and awarded damages. The trial court granted two of
defendants' motions for judgment as a matter of law, ruling that defendants did
not induce infringement of the patent and did not infringe the patent but denied
similar motions regarding defendants' assertions of a violation of the best mode
requirement and damages for direct infringement. On appeal. the court held that
the district court did not err in its judgment denying defendants' motions for
JMOL and sustaining the jury's verdict that the patent was not invalid for
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OUTCOME: The trial court's grant of judgment as a matter of law in favor of
defendants, finding non-infringement of one of plaintiffs' patents, was
reversed. The trial court's judgment offirmed in all other respects.
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whether at the time an applicant filed an application for a patent, he or she
had a best mode of practicing the invention; this is a subjective determination
Second. if the inventor had @ best mode of practicing the invention, the
fact-finder must determine whether the best mode was disclosed in sufficient
detail to allow one skilled in the art to practice it. which is an objective
determination.

c1.& Law lssues
uirement: General

Patent law: Ciolme % Specificotions: Best Mode: Generql Qverview
[HN31 As a general rule, where software constitutes part of a best mode

of carrying out an invention, description of such a best mode is satisfied by a
disclosure of the functions of the software.

Patent fow: Claims & Specificotions: Best Mode: Adequafe Disciosure

[HN4] It is well established that what is within the skill of the art
need not be disclosed to satisfy the best mode requirement as long as that mode
is described. Stating the functions of the best mode software satisfies that
description test. Thus. flow charts or source code listings are not a
requirement for adeguately disclosing the functions of software.

Patent Law: Infringement Acticns: Cloim inierpretofion: Scope
Patent Law: Infringement Actions: Burdens of Proof

[HNS] Determining whether a patent claim has been infringed requires a
two-step analysis: First. the claim must be properly construed to determine its
scope and meaning. Second. the claim as properly construed must be compared to
the accused device or process.

Patent Law: Remediss: Domoges: Begsonchia Bovaille
[HNG] See 35 U.S.L.S. & 284,




140

Palent tow: Subiech Motier: Prodgucts: Machines
parent Law: Remedies. Domages: General Overview

[HN7] Under the entire market value rule, it is not improper for the
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[HN8] In order to be entitled to lost profits, a patentee must show a
reasonable probability that it would have made the sales "but for" the
infringement. This may be done by means of a four-factor test requiring proof of
demand for the patented product, lack of acceptable noninfringing substitutes.
capacity by the patentee to meet the demand. and the amount of profit patentee
would have made. The burden then shifts to the infringer to show that the
inference is unreasonable for some or all of the lost sales.
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the patent during the lapse period. It does not immunize discreet products made.,
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damages. One is entitled to repair that which is sold free of liability for
infringement.
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under the doctrine is a question of fact, which the court reviews for
substantial evidence on appeal from a grant of @ motion for a judgment as a
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OPINIONBY: LOURIE

OPINION:
[*1546] LOURIE. Circuit Judge.

General Electric Company, and Drucker & Genuth, MDS, P.C.., d/b/a South Shore
Imaging Associates (collectively "GE") appeal from[**2] the judgment of the
United States District Court for the Eastern District of New York denying their
motion for judgment as a matter of law ("JMOL"™) and sustaining a jury's verdict
that (1) U.S. Patent 4.871.966 was not invalid and (2) GE infringed the
‘466 patent and was liable for lost profits and reasonable rovalty
damages. Eonor Lorn. v, General Fiec, (0., 902 F. Supo, 330 (E.DH.Y
19952, Fonar Corporation and Dr. Raymond V. Damadian (collectively “Fonar")
cross-appeal from the district court's judgment granting a motion for JMOL that
GE did not induce infringement of the 96 patent and did not infringe
U.S. Patent 3.789,8432, Id. Because the district court erred in its JMOL
that GE did not infringe the *'8%2 patent, but did not otherwise err. we
affirm-in-part and reverse-in-part.

BACKGROUND

The 1986 patent concerns a technique for using a magnetic resonance
imaging ("MRI") machine in order to obtain multiple image slices of a patient's
body at different angles in a single scan, referred to as multi-angle oblique
("MAO") imaging. Prior art machines were able to obtain multiple parallel images
along the same axis in a single scan, but they required multiple scans in order



142

[**3]1to obtain multiple images at varying angles. MAO resulted in shortened
imaging times and hence allowed for the imaging of more patients per day. Claim
1 of the ‘966 patent recites this feature ond reads in part:

1. A method for obtaining in the course of a single scan NMR [nuclear magnetic
resonancel image data for a plurality of differently oriented selected planes in
an object using nuclear magnetic resonance techniques, said method comprising
the steps of:

(@) positioning an object in a static homogeneous magnetic field:

(b) determining Tirst and second selected planes in said object for which NMR
image data is to be obtained . . .

(¢) subjecting said object to a plurality of repetitions of a first
repetition sequence composed of NMR excitation and magnetic gradient field
pulses, each of said repetitions of sgid first repetition sequence including the
steps of applying an excitation pulse and reading out of an NMR signal produced
by said excitation pulse . . . said plurality of repetitions of said first
repetition sequence being carried out in @ manner to encode spatial information
into a first collection of said NMR signals, said first collection of NMR
signals[**4] being representative of NMR image data for said first selected
plane; and

(d) subjecting said object to a plurality of repetitions of a second
repetition sequence composed of NMR excitation and magnetic field gradient
pulses. each of said repetitions of suid second repetition sequence including
the steps of applying an excitation pulse and reading out of an NMR signal
produced. by said excitation pulse . . . soid plurality of repetitions of said
second repetition sequence being carried out in a manner to encode spatial
information into a second collection of NMR signals, said second collection of
NMR signals being representative of NMR imcge data for said second selected
plane;

[*1547] said plurality of repetitions of said first and second repetition
sequences each being carried out during the course of a single scan of said
object and each being continued substantially throughout said single scan, the
repetition time interval for repeating each of said first and second repetition
sequences being substantially the same and said steps of applying an excitation
pulse and reading out of an NMR signal for each repetition of said second
repetition sequence being performed at a different timel[**5] during said
repetition time interval than each of said steps of applying an excitation pulse
and reading out of an NMR signal for said first repetition sequence.

The ‘852 patent concerns a technique for using NMR imaging to detect

cancer., MRI machines rely upon the principles of NMR to produce cross-sectional
images of body tissue. The inventor, Dr. Dumadian, recognized that two common
NMR measurements. T1 and T2, were often different in cancerous tissue compared
with normal tissue. Thus. the 2822 patent claims a method for detecting

cancer by measuring values of T1 and T2 in suspect tissue and comparing them to
standard T1 and T2 values for normal and cancerous tissue of the same type.
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Claim 1 of the *&32 patent recites this feature and reads:

1. A method for detecting cancer comprising:

a. measuring and establishing standard NMR spin-lattice relaxation times and
spin-spin relaxation times for both normal and cancerous tissue of the type
under analysis using as an indictor nuclei at least one nuclei which exhibits
deviant behavior in cancerous tissue:

b. measuring the NMR spin-lattice relaxation times and spin-spin relaxation
times for the suspected tissue[**6] to determine the extent of deviant behavior
of the indicator nuclei; and

c. comparing the values obtained in (b) against the standards obtained in (@),

Fonar sued GE for infringement of the two patents. asserting infringement of
claims 1, 2, 4, 5, and 12 of the 1968 patent and claims 1 and 2 of the
18432 patent. A jury returned a verdict finding that the asserted claims
were not invalid and were infringed. As compensation for infringement of the
1466 patent, the jury awarded Fonar $ 27,825,000 as lost profits on 75 of
the 600 MRI machines sold by GE and $ 34,125,000 as a reasonable royalty on
sales of the remaining 525 machines. The jury awarded Fonar $ 13,625,000 as
damages for GE's inducement to infringe the patent. It also awarded $ 35,000,000
in reasonable royalty damages for GE's infringement of the '&32 patent.

The court granted two of GE'S renewed motions for JMOL., ruling that GE did
not induce infringement of the !2¢6 patent and that it did not infringe
the 832 patent. Specifically. the court concluded that GE could not have
induced infringement because it had no notice of the patent. With respect to
infringement of the !832 patent., the court found that Fonar failed[**7] to
establish the existence of standard T1 and T2 values. which are limitations of
the asserted claims, and it thus concluded that GE did not infringe that patent.

The court denied GE's motions for JMOL relating to its assertion of a violation
of the best mode requirement and to damages for direct infringement of the

2966 patent. The court concluded that the testimony of Fonar's witnesses
provided substantial evidence to support the jury's finding that the patent
satisfied the best mode requirement, and the court found that substantial
evidence supported the jury's damages findings. The court summarily denied GE's
motions for JMOL relating to the other issues now on appeal. The court awarded
Fonar prejudgment interest and entered a final award against GE in the amount of
$ 68,421,726,

GE now appeals to this court, arguing that the district court erred in its
judgment concerning validity and infringement of the ‘466 patent and in
determining damages for infringement of that patent. Fonar cross-appeals.,
challenging the district court's judgment concerning inducement to infringe
[*1548] the 965 patent and infringement of the '§32 patent.

DISCUSSION
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[HN1T On appeal from a judgment denying al**8] motion for JMOL
following a jury trial, an appellant "must show that the jury's findings.
presumed or express. are not supported by substantial evidence or. if they were,
that the legal conclusion(s) implied from the jury's verdict cannot in law be
supported by those findings." ferkin-Elmer Cocp. v. fomputeryision forp
732 F.2d 888, £03, 221 ULS.P.0. (BNAY 669, 673 (Fed. Cir. 188 (citation
omitted),

A. Best Mode of the '866 Patent

GE argues that the patent fails to disclose two software routines. the LGRAD and
GETMAO programs. which the inventors testified were the best means they knew of
to accomplish MAO imaging. GE also argues that a critical aspect of the
invention, a gradient multiplier board ("GMB"). was not disclosed in sufficient
detail to satisfy the best mode requirement. Furthermore, GE argues that the
inventors failed to identify a new integrated circuit “"chip" for implementing
certain functions of the hardware.

Fonar responds that its disclosure was adequate to satisfy the best mode
requirement. that the specification adequately describes the functions of the
software, and that it is not necessary that the actual computer program be
disclosed. According tol[**9]1 Fonar. providing a description of the software's
functions is what is important for a best mode disclosure, rather than actual
source code, because the code was tailored to a specific hardware embodiment and
it thus would not necessarily have worked with other hardware. Fonar also argues
that the 1966 specification adequately disclosed the GMB and the functions
of the new "chip."

[HN2] The patent statute requires that a patent specification "shall
set forth the best mode contemplated by the inventor of carrying out his
invention." 25 4.5.0, 8. 112 (1994). Determining whether a patent satisfies
the best mode requirement involves two Tactual inquiries. First, a fact-finder
must determine whether at the time an applicant filed an application for a
patent, he or she had a best mode of practicing the invention; this is a
subjective determination. Second, if the inventor had a best mode of practicing
the invention., the fact-Tinder must determine whether the best mode was
disclosed in sufficient detail to allow one skilled in the art to practice it.
which is an objective determination. United $tales Gvosum Lo, v, Hotiongd

Gvpsum Co 4 F.34.1209, 1212, 37 0.8, P00, 20 (BNAY 1388, 1390 (Fed. Cir. 18063
[**10] Lhemcost Corp. v Arco Indus. Corp.. 913 B2 923, §27-2%, 16
U.5.P.0.20 (BRAY 1083, 1035 _(Fad, Cir. 1990

We agree with Fonar that the jury's finding that the '86% patent
satisfied the best mode requirement was supported by substantial evidence. There
was evidence that the inventors had a best mode. and that the software, the GMB.,
and the "chip" were part of that best mode. However, with respect to the
software routines, Fonar's witnesses testified that the 1946 patent
contained a sufficient description of the software's functions. Specifically,
Robert Wolf, one of the inventors. testified as follows:

Q. From that written description, is there sufficient description to a software
engineer, such as yourself, of what software needs to be written in order to
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perform the multi-angle oblique invention?

A. Yes.

Q. In any event, the software, itself, as we see in the hundred pages of Exhibit
816, is not reproduced in its entirety in the patent.

Is that right?

A. That's correct,

Q. Why 1s that?

A. For a few reasons.

First of all, it's large as vou can see. It's several hundred pages. It wouldn't
[*15491 help someone to have that software anyway because[**11] that software
only works on a Fonar machine.

What's much more important is to have ¢ description of what the software has
to do, and that is what you will find in the patent.

Fonar's witnesses further testified that providing the functions of the software
was more important than providing the computer code. We agree.

[HN3] As a general rule, where software constitutes part of a best mode
of carrying out an invention, description of such a best mode is satisfied by a
disclosure of the functions of the software, This is because. normally, writing
code for such software is within the skill of the art, not requiring undue
experimentation, once its functions have been disclosed. [HN4D It is
well established that what is within the skill of the art need not be disclosed
to satisfy the best mode requirement as long as that mode is described. Stating
the functions of the best mode software satisfies that description test. We have
so held previously and we so hold today. See I _re Haves Migrocompurer
Progs.. Inc. Patent {itigotion. 982 F.2d 152/, 153/-38. 25 {.5.0.0.20 (BRA}
1211, 1288-49 (Fed, Cir, 19923; 1n re Sherwood. 613 F.20 809, 816-17. 200
L8P0, (BHAY 537, 544 (CCPA 19800, Thus, Tlow charts(**121 or source code
listings are not a requirement for adequately disclosing the functions of
software, See Sherwnod. 613 F.2d ab 816-17, 204 U.8.P.0. (BEA) ol 544,
Here. substantial evidence supports a finding that the software functions were
disclosed sufficiently to satisfy the best mode requirement. See Huyes. Q52
E2d qr iRz, 25 L8.P.Q.20 (BNAY T 1288:40 (stating that there was no best
mode violation where the specification failed to disclose a firmware listing or
Tlow charts, but did disclose sufficient detail to allow one skilled in the art
to develop a firmware listing for implementing the invention).

A finding that the GMB was sufficiently disclosed to satisfy the best mode
requirement was also supported by substanticl evidence. Fonar's witness
testified that the !94& patent provided a description of the function of
the GMB with reference to the components within the dotted line in Figure 7 of
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the '965 patent, reproduced below.
[SEE ILLUSTRATION IN ORIGINALI.

[*1550] David Hertz, one of the inventors, testified in particular that the
patent provides a description of the functions required for one skilled in the
art to build a GMB that will work with a general MRI system and that the GMB
[**13]1disclosed in the patent is the one built by Fonar., More importantly, he
testified that the GMB used in the Fonar machine was not the only means to
accomplish MAO imaging and that it was not necessarily the best way to do it
for every machine. GE argues nonetheless that the 'S4 patent failed to
disclose the use of comparators as part of the GMB, which it alleged were an
essential element of the best mode. However, Hertz testified that if an MRI
machine performing MAO imaging according to the 194%& patent were to

require a comparator as part of the GMB. a skilled engineer would know that a
comparator should be used. He further testified that each MRI machine has its
own set of requirements for the functionality of the GMB., which is why the
2886 patent described in general terms how to build the invention. Hertz's
testimony provides substantial evidence to support a finding that there was no
best mode violation with respect to the GMB.

Substantial evidence also supports the Tinding that the functions of the new
“chip" were disclosed sufficiently to satisfy the best mode requirement. The
24968 patent schematically disclosed the Tunctions of that “"chip™ in Figure
7 and provided a textual[**14] description of its functions. See '98&
patent., col, 13, lines 41-64, Because adequate disclosure of the functions of
the “"chip" was in the specification, failure to specifically identify a
particular manufacturer's “"chip" was not fatal to satisfaction of the best mode
requirement. Accordingly, the jury's finding that the '2&6 patent
satisfied the best mode requirement was supported by substantial evidence, and
the district court did not err in denying GE's motion for JMOL concerning that
issue.

B. Direct Infringement of the *966 Patent

GE argues that it was entitled to a judgment that its MRI scanners did not
infringe the '56& patent. According to GE, edach asserted claim contains
limitations subject to 3% U.S.2. 2 312. P 6, and Fonar submitted no

evidence indicating that the accused devices possessed the structure. material,
or acts noted in the specification that performed the functions identified by
the “"means" or "step" limitations. GE argues that its accused scanners did not
contain equivalent structure because it did not use a generic gradient waveform,

Fonar responds that the asserted claims are not limited to use of a generic
gradient waveform. Fonar[**15] points to the specification, which it notes
clearly states that other waveforms may be used. It also asserts that while some
claims require a generic gradient waveform generator, others do not. Fonar also
argues that it submitted evidence that GE's machines used the same or

equivalent structure or acts fTor implementing the functions specified by the
asserted claims. In any event, Fonar believes that most of its claims do not
contain means plus function language and are dccordingly not limited to
structure or acts disclosed in the specifTication. or equivalents thereof,
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[HNS1 Determining whether a patent claim has been infringed reauires
a two-step analysis: "First, the claim must be properly construed to determine
its scope and medaning. Second, the claim as properly construed must be compared
to the accused device or process." farroll Touch. lne Fiectro
Mechomical Sva.. Inc.. 15 F.3d 157%. 1576, 27 .8, P.0.20 (BNAY 1836, 1839 (Fed
£ir. 19930,

We first address 6E's argument that the asserted claims, including method
claims, are subject to section 112, P 6. We deal with the method claims Tirst.
GE argues in particular that each asserted method claim invokes section 112, P
6, because it was[**16] drafted "functionally in o result-oriented way" by
reciting that the pulse sequences must be applied in a manner to encode spatial
information without reciting structure or octs that would enable such a result,

We need not address the question whether section 112, P 6. applies to these
claims. That is because we agree with Fonar that the method claims looked at
with or without the section 112, P 6 limitation are not limited to [*15511 use
of a generic gradient waveform. Although the '9&G specification discloses

a "generic gradient waveform generator" (20) in Figure 7, along with a
corresponding description, it states that the “"generator 20 also stores the
phase encoding waveform, as illustrated in FIG, 2, in digital form. Preferably.
the generator 20 stores these particular woveforms; but, may store others that
suffice for purposes of the present invention." Col. 12, lines 42-46, The claim
language in question, applying pulses in a manner to encode spatial information.,
does not recite use of generic gradient waveforms; it tracks the specification
which states that other waveforms may be used.

There was substantial evidence to support the jury's finding that the method
claims were infringed. [**17] Thomas Gafford. as expert witness for Fonar,
testified that the accused devices infringed the asserted claims because they
performed the steps defined in the claims using the same or equivalent acts. He
stated that in forming his opinion he relied upon the technical literature,
specifications, and drawings of the accused GE machines, The jury could have
reasonably relied upon his testimony in rendering its verdict that the accused
machines met the limitations of the asserted claims however they are
interpreted; its finding of infringement is thus supported by substantial
evidence.

As for apparatus claim 12, it does include means clauses. The limitations
that GE argues are subject to section 112, P 6. are shown below with our
emphasis added.

12. Apparatus for .

(c) means for actuating and controlling said magnetic rield applying means and
said radio frequency applying means to:

(1) apply a first sequence including o first slice selector magnetic field
gradient in a first direction concomitantly with a first RF excitation pulse at
a first frequency to thereby excite nucleii [sicl only in a first plane
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perpendicular to said first direction, whereby[**18] a first NMR signal will be
emitted only by nucleii [sicl in said Tirst plane, said Tirst seauence further
including at least one encoding magnetic field gradient operative to encode
spatial information into said first NMR signal;

(2) apply a second sequence including a second slice selector magnetic field
gradient in a second direction different from said first direction concomitantly
with a second RF excitation pulse at o second frequency different from said
first frequency to thereby excite nucleii [sicl only in a second plane
perpendicular to said second direction whereby a second NMR signal will be
emitted only by nucleii [sicl in said second plane. said second sequence further
including at least one encoding magnetic field gradient operative to encode
spatial information into said second NMR signal;

An apparatus claim requires definite structure in the specification to support
the function in a means clause. Because claim 12 does not recite such structure
in support of the defined function, it is therefore subject to section 112, P 6.

See Lotg kimeriy-CIork Coro.. G102 E.30 920, 531, 41 4.5, P.0. 20 (RNA)
1001, 1006 (Fed. Cir, 19963: see also [**19] Greenberq v. Eihicon
Endo-Suraery, Inc.. 91 .30 1580, 1584, 38 U8 P20 (BNAY 1783, 1787 (Fed

Lir, 19496} (stating that “the use of the term 'means' has come to be so closely
associated with 'means-plus-function' claiming that it is fair to say that the
use of the term 'means' (particularly as used in the phrase 'means for'
generally invokes section 112(6) and that the use of a different formulation
generally does not."). Accordingly., we construe the "means" limitation in
question in light of the corresponding structure or acts disclosed in the
specification and their equivalents. .ohnsion v. 1YAL forp.. 885 £.24

1576, 3580, 12 1.8 B, Q.20 (BNA) 1387, 1386-87 (Fed. Cir. 19833, The 1966
specification discloses use of a generic gradient waveform, Although it states
that other waveforms may be used, it fails to specifically identify those
waveforms. Thus., under section 112, P 6. claim 12 is limited to use of a [*1552]
generic gradient waveform and its equivalents,

We also conclude that the jury's finding that the accused machines contained the
elements of the apparatus claim is supported by substantial evidence. Gafford
testified that the accused devices infringed claim 12 because they performed the
[**20] identical functions as specified. contained the same or equivalent
structure. and performed the steps defined in the claim using the same or
equivalent acts. He stated that in forming his opinion he relied upon the
technical literature, specifications, and drawings of the accused GE machines.
The jury could have reasonably relied upon his testimony in rendering its
verdict that the accused machines met the limitations of the asserted claim, and
contained equivalent structure or acts where necessary to meet the limitations
subject to section 112, P 6; its finding of infringement is thus supported by
substantial evidence. See fepsolidated Fdison Co..va National tabor

Relations Bd.. 305 U.8. 197, 229, 83 1. Fd. 126, 59 (. 206 (19%8) (defining
substantial evidence as “"such relevant evidence as a reasonable mind might
accept as adequate to support a conclusion"), Accordingly. the district court
did not err in denying GE's motion for JMOL concerning direct infringement of
the asserted claims of the ‘866 patent.

i

C. Damages for Infringement of the ‘966 Patent
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GE argues that the jury's Tindings concerning damages were not supported by
substantial evidence. It argues that reasonable royalty damages were[**21]
incorrectly based upon the sales of the entire MRI machines rather than the
value of the improvement covered by the cloimed invention, and that Fonar
submitted no substantial evidence to show that the MAO feature was the basis for
the customer demand for the entire machine. It argues that the effective
royalty rate awarded has no support in the record and that the evidence
indicated that GE entered into sixteen license agreements in which the rovalty
rate was significantly lower.

Fonar responds that GE incorrectly assumes that Fonar would have licensed the
technology to a competitor fTor the same rate that it would have licensed a
customer. Furthermore, Fonar argues that the entire market value rule entitles
it to a royalty based upon the value of the entire MRI machine even when the
patented Teature was only a part of it. and that testimony by Fonar's witnesses
supported an even higher royalty than that awarded by the jury.

The patent statute provides that

[HN6] Upon finding for the claimant the court shall award the claimant
damages adequate to compensate for the infringement, but in no event less than a
reasonable rovalty for the use made of the invention by the infringer. together
[**22]with interest and costs as fixed by the court.

32,80, 8. 28y (1994),

[HN7]1 Under the entire market value rule, it was not improper for

the jury to base a reasonable royalty on the value of the entire accused MRI
machines. That rule "allows for the recovery of damages based on the value of an
entire apparatus containing several features. even though only one feature is
patented." Paper. Converting Moch, fo. v, Moano-Grophics £orp... 725 F.2d 11,
22: 225 U,8,P.0. (BNA) 591, 599 (Fed. Cir, 1984), This is permitted when the
patented feature is the basis for customer demand for the entire machine.

Rife-Hita  Corp, v, Kellev £o., 56 1.3d 1538, 1549, 35 U.S.P.0.20 (BHA) 1065
1473 (Fed. Cir.) (in banc). cert. denied, 133 L. Ed. 2d 122, 316 5. €U
184 (1895}, There was evidence from which the Jury could have concluded that
was the case here. GE's own technical literature of record emphasized the MAO
Teature. A brochure for GE's Signa machine highlighted MAO in 1987, stating that
"multi-slice, multi-angle capabilities offer direct acquisition of multiple view
angles in one acquisition." Several other brochures of GE machines also
identified the MAO feature. One GE brochure., entitled "Multi-angle MR imaging."
states[**23] that: "A recent advance at GE Medical Systems, however, is helping
to enhance efficiency and patient [*15531 throughput. Multi-angle imaging.
featured on all Signa (R) systems, allows @ single scan to be graphically
prescribed with each slice - or group of slices - acquired at a different
angle." There was thus substantial evidence to support an award of a reasonable
royalty based upon the cost of the entire accused machines.

We agree with Fonar that the jury's award of reasonable royalty damages was also
supported by substantial evidence. Dr. Laurits Christensen, an expert witness
for Fonar, testified that one-quarter to one-third of the anticipated profits on
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the sale of the infringing machines would have constituted a reasonable rovalty
and that this estimate would have resulted in a royalty of 7.25 percent, or $ 54
million, for the 525 accused machines. This was higher than the royalty of $
34,125 million awarded by the jury. Also. GE had itself entered into a license
agreement for MRI technology at a rate of seven percent.

GE argues that the lost profits award on all of its sales incorrectly assumed
that Fonar would have made sales in markets in which Fonar did not compete with
[**24]1GE. GE argues that Fonar failed to adequately prove that there was @ lack
of noninfringing substitutes. Fonar responds that there were no noninfringing
substitutes, that purchasers were motivated to buy the machines because of the
MAO feature and that the alleged substitutes lacked that feature, Fonar also
asserts that it had the capacity to monufacture and sell the machines whose
sales it lost to GE,

[HN8] In order to be entitled to lost profits. a patentee must show
a reasonable probability that it would have made the sales "but for" the
infringement. Riip-fiie . S6 F.%d ai 154%. 35 1,802, 0,20 (BNAY af 1069,
This may be done by means of the four-factor Panduit test. requiring proof of
demand for the patented product. lack of acceptable noninfringing substitutes.
capacity by the patentee to meet the demand, and the amount of profit patentee
would have made, See Ponduit Corp. v, Stehlin Bres. Fibre Works. inc.. 575
.20 1152, 2155, 197 Y. 8. 0.6, (BEAY 726, 779~%( (brh Uir, 1978, "The burden
then shifts to the infringer to show that the inference is unreasonable for some
or all of the lost sales." Eitg-Hiio o 56 F.30 gr 15485, 25 4.5.P.8.7D
(BNAY ai 1069,

We agree with Fonar that the jury's award of lost[**25] profits was supported
by substantial evidence. Dr. Damadian testified that there was no acceptable
alternative to MAO imaging. He testified that the available alternatives would
have led to a significant compromise in speed and quality in comparison to using
MAO. One alternative, according to Dr. Damadian, would have been 3D imaging.

He testified., however, that in using 3D imaging, the amount of time required to
collect the data would have resulted in a prohibitively long time for a patient
to remain in a scanner. Other techniques referred to as "fast imaging techniques
such as fast spin echo or echo plane" would have involved obtaining single
scanned "slices" at a high speed and converting them into an assembly of
multiple angles; however. Dr. Damadian testified that these techniques would
have resulted in an unacceptable image quality. In addition to this evidence
that no acceptable alternative to MAO imaging existed, Dr. Christensen testified
that all competing machines with the MAO capapbility infringed the ‘966

patent.

There was also substantial evidence that Fonar had the capacity to manufacture
machines whose sales it lost. Through the testimony of Dr. Damadian, Fonar
proved[**26] that in 1988 it could manufacture eight machines per month. He
testified that in 1989, Fonar had 600-650 employees and a fast growth rate.
having appeared Tor two consecutive years on Inc. magazine's list of the fastest
growing companies. Based on Fonar's growth rate. Dr. Damadian testified that
Fonar's capacity would have increased to 500 machines per vear by 1992.
Accordingly, the district court did not err in denying GE's motion for JMOL
concerning damages for direct infringement of the ‘966 patent.
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D. Lapse of the '3966 Patent

GE argues that both the royalty and the lost profits awards must be vacated
because [*15541 Fonar may not recover damages attributable to the period in
which the 1986 patent was lapsed for lack of a timely maintenance fee

payment. It argues that 23 1L.8.C. & 41(c)(2) provides rights analogous to
intervening rights under reissue patents, and that. under that section, GE had
an absolute right to sell MRI machines free of infringement during the time
period that the '966 patent lapsed.

Fonar responds that GE did not acquire "intervening rights" to infringe the
1956 patent during the relevant time period. According to Fonar. GE's
interpretation of section[**27] 41(c) is contrary to its language and
legislative history; the provision expressly states that upon acceptance of @
late maintenance Tee the patent shall be considered as not having expired. Fonar
argues that the legislative history indicates that the provision applies only to
those who first began using or first took steps to begin using a patent that had
expired for failure to pay a maintenance fee and that it does not apply to GE,
which had infringed the patent since 1992 and did not first begin infringing
during the lapse period.

The applicable statutory provision states in relevant part
that

[HN9] No patent, the term of which has been maintained as a result
of the acceptance of a payment of a maintenance fee under this subsection, shall
abridge or affect the right of any person or his successors in business who
made, purchased or used after the six-month grace period but prior to the
acceptance of a maintenance fee under this subsection anything protected by the
patent, to continue the use of, or to sell to others to be used or sold, the
specific thing so made, purchased. or used.

35 LS. L@ 8100 (2) (199) .

This provision was intended to protect the rights of those[**28] who, in
reliance on the lapse, Tirst began using the claimed invention or who Tirst took
steps to begin using it during the lapse period. In particular. the legislative
history states that

A provision is included to protect the rights of one who began using or who
took steps to begin use of a patent which expired for failure to pay @
maintenance fee and which was subsequently reestablished by acceptance of the
late payment. The intervening rights provision in section 41(c)(2) is similar to
the intervening rights provision in 35 \.$.5. 252 concerning reissued
patents.

H. Rep. No. 97-542, at 8 (1982), reprinted in 1982 U.S.C.C.A.N. 772. We
interpret [HN101 the language "who made, purchased or used" to mean

"who first began to moke. purchase. or use anything protected by the patent
during the lapse period." It does not immunize discreet products made, used, or
so0ld as part of a continuing commercicl effort begun before the lapse. It is
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undisputed that GE began infringing the 'S&& patent before it lapsed; it

thus did not engage in the type of activity that the statute was intended to
protect. Furthermore, the preceding statutory provision states that "if the
conmissioner accepts(**29] payment of o maintenance fee after the six-month
grace period, the patent shall be considered as not having expired at the end of
the grace period." 25 1L8.0. 8 41(c)(1) (1994). Thus, [HN11] a

patent is retroactively rendered enforceable during the lapse time period when
the Commissioner accepts a late payment. Accordingly, GE was not entitled to the
protection of section 41(c)(2); the district court did not err in denying GE's
motion for JMOL concerning the damages attributable to the lapse period.

E. Inducement to Infringe the ‘866 Patent

In its cross-appeal, Fonar argues that the district court erred when it
overturned the jury's verdict finding that 6E induced infringement of the
24966 patent. It argues that it submitted substantial evidence that GE induced
infringement by continuing to service scanners that it sold before receiving
notice of the patent. GE responds that Fonar failed to mark the scanners that
are the subject of its inducement claim and that there is no liability for
inducement to infringe where the original purchaser had a right to repair and
service the scanners.

The statute concerning patent marking states in relevant part
that

[*1555] [HN12] In the event of failure[**30] so to mark. no damages
shall be recovered by the patentee in any action for infringement. except on
proof that the infringer was notified of the infringement and continued to
infringe thereafter. in which event damages may be recovered only for
infringement occurring after such notice.

35 LS008 287 (199).

GE is correct. The machines in question were not marked, so that no damages

were recoverable before notice was given, [HN13] Moreover, servicing of
the machines was analogous to repair, see Aro Mig. Lo. v, fepvertihle Jop
Replacspeni Lo 365 LS G. 346, 128 1,3.P. 0. (BRAY 354, 356, 5 L, Ed. 2d

542, 81 °S. {1, 589 (1961). and repair is not infringement. If a machine was
sold under circumstances that did not subject its seller to damages, then
subsequent repair cannot subject it to damcges. One is entitled to repair that
which is sold free of liability for infringement. Therefore, the district court
did not err in granting GE's motion for JMOL that it did not induce
infringement of the 'SE6 patent.

F. Direct Infringement of the ’832 Patent

Fonar argues that it presented substantial evidence of GE'S infringement of the
1832 patent under the doctrine of equivalents and that the district court
therefore[**311 erred in granting a motion for JMOL that GE did not infringe
that patent, GE responds that its accused machines do not perform the steps of
asserted claim 1, either directly or equivolently.
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[HN14] A patent may be infringed under the doctrine of equivalents by
manufacture. use. or sale of subject matter equivalent to that literally
claimed. Infringement under the doctrine "requires proof of insubstantial
differences between the claimed and accused products or processes," Hiltog
Davis Chem. Co. v, Warner-Jepkingon Co.. 62 F.3d 1512, 152322, 35 1.8.P.8,2D
(BHAY 1641, 16483 (Fad, Cic. 19953, cert. granted, 116.8._CL..1014. 134

24,95 (39963 . Infringement under the doctrine is a auestion of fact, which
we review for substantial evidence on appeal from a grant of a motion for a
JMOL. M. 62 F.30 1517 0f 1927, 35 U8B R.20 (BHAY gt 16

We agree with Fonar that the jury's verdict finding infringement under the
doctrine of equivalents was supported by substantial evidence. With respect to
element (@) of claim 1, there was evidence showing existence of standard values
for T1 and T2. In particular, GE scientists published an article in which they
compiled reported values for T1 and T2, P.A. Bottomley et al.., A Review of
[**32]11H Nuclear Magnetic Resonance Relaxation in Pathology: Are T1 and T2
Diagnostic?, Medical Physics, Jan./Feb. 1987, at 1. This evidence provided a
showing that GE's machines met step (a) of claim 1 at least equivalently by the
insubstantial difference. 1T any. between standard values required by this
limitation and GE's compiled values of T1 and T2.

There was also evidence presented that GE's machines performed an equivalent
to step (b) of claim 1. GE's machines used a Tl-weighted image and a T2-weighted
image for detecting cancer. A Tl-weighted image was a function of T1 and machine
parameters; a T2-weighted image was a function of T2 and the machine parameters.,
There was testimony that the T1- and T2-weighted images were primarily
controlled by Tl and T2 respectively. In particular, Dr, Damadian testified that
a T1 image was controlled by the T1 relaxation time. Even Dr. Mezrich. GE'S
expert witness, agreed that T1- and T2-weighted images were images whose
contrast was primarily determined by differences in T1 and T2. In its reference
manual, GE stated that Tl-weighted images "rely heavily on T1 relaxation
information." This evidence provided a showing that GE's use of T1- and[**33
T2-weighted images were essentially controlled by the values of T1 and T2 and
were thus an insubstanticl difference from the use of T1 and T2 values as
required by step (b) of claim 1.

Finally, there was evidence that GE's machines performed an equivalent to the
comparison [*15561 required by step (c¢) of claim 1, There was evidence that GE
used its compiled standard values to produce precalibrated gray scale values.
When GE's machines scanned suspect tissue in order to obtain a signal strength
for a voxel, the volume element in the body corresponding to one pixel in the
image, that signal strength was matched to a value within the precalibrated gray
scale values. Thus, the assignment of a gray scale value for suspect tissue was
determined in effect by a comparison of the tissue's signal strength with the
standard values. This evidence provided a showing of insubstantial differences
between this determination and the comparison required by step (c) of claim 1.
Therefore, there was substantial evidence upon which the jury rendered its
verdict finding that the accused machines infringed the asserted claims of the
2837 patent under the doctrine of eguivalents, and the district court
erred in[**34] granting the motion for JMOL to the contrary.

COSTS
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Each party shall bear its own costs.
CONCLUSION

The district court did not err in its judgment denying GE's motions for JMOL

and sustaining the jury's verdict that (1) the 18966 patent was not invalid

for failure to satisfy the best mode requirement; (2) GE infringed the ‘966

patent and was liable for lost profits and reasonable rovalty damages: and (3)
GE was liable for infringement during a time period when the 'S66 patent

lapsed for lack of a timely maintenance fee payment but was subsequently
reinstated. It did not err in granting GE's motion for JMOL that it did not
induce infringement of the ‘964 patent. but it did err in granting the
motion for JMOL that GE did not infringe the (822 patent. Accordingly, we
reverse the district court's judgment granting GE's motion for a JMOL that it
did not infringe the '83Z patent, and we reinstate the jury verdict
finding infringement of that patent and awarding $ 35 million in damages as
compensation for that infringement. We otherwise affirm the district court's
judgment.,

AFFIRMED-IN-PART AND REVERSED-IN-PART[**35]
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MAYER., Chief Judge.

JBL, Inc. and Infinity Systems Corporation (collectively "JBL") appeal the
orders and judgments of the United States District Court for the District of
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Massachusetts: (1) denying JBL's motion for summary judgment of invalidity of
U.S. Patent No. 5.714.721 ( ®72% patent")[**2] directed to [*1357]

"Porting," Ross Lorp. v JBle Ing.. 88 F. Supo. 2d 80 (0. Mass. 20000
(memorandum and order); (2) denying JBL's motion for summary judgment of
non-infringement of the 721 patent, id.; (3) ordering judgment for Bose and
awarding damages. id. (August 31, 2000) (memorandum and order); and (4) entering
judgment for Bose in the amount of $ 5,676,718.32, id. (September 12, 2000)
(judgment), We affirm.

Background

Bose is the owner of the 721 patent. relating to porting in a loudspeaker
system covering an invention of Brian Gawronski and Gerald Caron, both Bose
emplovees, The 721 patent is a continuation of U.S. Application Serial No,
843,858 (abandoned). which is a continuation-in-part of U.S. Application Serial
No. 621,531, that matured into U.S. Patent No. 5.092,424 ("Schreiber
patent"). "Porting" pertains to a port tube inside a loudspeaker enclosure used
to radiate acoustic energy from inside the loudspeaker enclosure to an ared
outside the loudspeaker enclosure at high, crisp audible levels. The design of
the port tube is critical in avoiding cudible distortion. The specific feature
at issue here is the shape of the boundary surrounding thel**3] port tube.

The 721 patent consists of six claims: independent claim 1 and dependent
claims 2-6. Claims 1-3 are most relevant and read as follows:

1. A loudspeaker enclosure with at least one port for radiating acoustic
energy to a region outside said enclosure ond having an inside volume,

said at least one port having an axis and characterized by predetermined
acoustic mass intercoupling said inside volume and the region outside said
enclosure having a smoothly flared input end within said inside volume and a
smoothly flared output end adjacent to the region outside said inside volume.

wherein said port defines a boundary between the acoustic mass therein and said
inside volume,

said boundary being defined by an ellipse having a major diameter
2. A loudspeaker enclosure in accordance with claim 1 wherein said [*1358]

boundary is defined by the rotation of said ellipse about the axis of said port.

3. A loudspeaker enclosure in accordance with claim 2 wherein the length of said
port corresponds to the major diameter of said ellipse.

721 patent, col. 2. 11, 33-51 (emphasis added).
Bose's application. which matured into the 721 patent contained[**4] nine

claims as originally filed: independent claim 1 and dependent claims 2-9. Four
of these original claims are relevant to the issue before us:
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1. A loudspeaker enclosure having an inside volume, and at least one port
characterized by predetermined acoustic mass intercoupling said inside volume
and the region outside said enclosure having a flared input end within said
inside volume and a flared output end adjacent to the region outside said inside
volume.

2. A loudspeaker enclosure in accordance with claim 1 wherein said port defines
a boundary between the acoustic mass therein and said inside volume. said
boundary being defined by an ellipse,

3. A loudspeaker enclosure in accordance with claim 2 wherein said boundary is
defined by the rotation of an ellipse about the axis of said port.

4, A loudspeaker enclosure in accordance with claim 3 wherein the length of said
port corresponds substantially to the major diameter of said ellipse.

U.S. Application Serial No. 843,858,

Bose brought suit for patent infringement against JBL claiming that its
loudspeaker enclosures using the “"Linear-A" curve or the "Exponential" curve
included the port technology of[**5] the 721 patent. JBL asserted
non-infringement and the affirmative defense of invalidity. JBL moved for
summary judgment of non-infringement, both literal and under the doctrine of
equivalents. for speaker models N24, N26, N28, N38, ND310. S$26, S38, S312,
§CS125, ESC300B, and ESC350. The district court granted JBL summary judgment of
non-infringement with respect to literal infringement. but denied its motion for
summary judgment under the doctrine of equivalents. After a bench trial. the
court entered judgment for Bose and awarded damages of $ 5.,676,718.32. This
appeal followed.

JBL advances three primary arguments on appedl: the district court (1) erred
in denying summary judgment of non-infringement under the doctrine of
equivalents; (2) abused its discretion by excluding evidence; and (3) erred in
determining the applicable royalty base. We address each in turn,

Discussion

[HN1] "We review a district court's grant of summary judgment de
NOVO." Yanmoor v, Wini-Mort Stores. .. 200 F. 30 1963, 1365. 5% LS.P.0L20
(BNALT 1377, 1578 (Fed. Cir. 2000) (citing Perrolite forn. v, Boker Hughes
1000 96 F, 30 1423, 1425, 80 0.8, P20 (BNAY 1201, 1203 (Fed. Cir, 1596
[**6] [HN21 “"Summary judgment is appropriate when there is no genuine
issue as to any material fact and the moving party is entitled to judgment as a
matter of law," Id., Summary judgment is improper "if the evidence is such that a
reasonable jury could return a verdict for the nonmoving party." Andersoi
v, Lihert ohbve Ince. 377 0.8, 242, 248, 91 1 d. 24 202, 106 &, L, 2505
(19861, When ruling on a motion for summary judgment. all of the nonmovant's
evidence is to be credited. and all justifiable inferences are to be drawn in
the nonmovant's favor. fd. gi 255, [HN31 Prosecution history
estoppel is a legal question subject to our de novo review. Cyhor Corp,
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v. FAS Techs., Inc., 138 F.3d 1448, 1459-60, 46 U.S.P.Q.2D (BNA) 1169, 1177-78
ifed. Cir. 1992 (en banc).

[HN4]1 An accused device that does not literally infringe a claim may
still infringe under the doctrine of equivalents if each limitation of the claim
is met in the accused device either literally or equivalently. See
Woarper-Jenkinson oo v Hilton Davis Chem. Co.. 520 U8, 37, a0, 137 1. Fd. 2d
taf, 317 S, L1, 10480 019975, "Prosecution history estoppel serves to limit the
doctrine[**7] of equivalents by denying equivalency to a claim limitation whose
scope was narrowed during prosecution for reasons related to patentability."
Piogeer Mogpelics. Inc. v, Micre Uinenr (o.. 938 F 3¢ 1341, 1344, 57
.S P20 (RHAY IR5 1555 fFed, Cf 21013

[HN51 To decide whether a claim amendment gives rise to prosecution
history estoppel, a court first must determine what claim limitations are
alleged to be met by equivalents, whether the limitations [*1359] at issue were
amended during prosecution., and whether a patentee's amendment narrowed the
literal scope of the claim., Fesio Corp. v Anpketsy Kinzoky Kooy
xobushiki Co.. 126, 234 F.3¢ 558, 536, 56 1. 8.P.0,20 (BHAY 1865, 1886 (fed
£ir..20003 (en banc), cert, granted, 150 L. Ed. 2¢ 692, 121 S, C{, 2519
20013, "[A] narrowing amendment made for any reason related to the statutory
requirements for a patent will give rise to prosecution history estoppel with
respect to the amended claim element." {d. ol 566. %6 U.5.P.0.70 {RN3) al
1870,

Bose alleges that the “ellipse having a major diameter" limitation. found in
new claim 1 of the 721 patent, can be met by an equivalent and was not narrowed
during prosecution. We must[**8] review the amendments to original dependent
claim 2, which was rewritten as new claim 1 during prosecution. to determine if
Bose narrowed the scope of the claim. It is this new claim 1 which contains the
“ellipse having a major diameter" limitation here at issue. As originally filed.,
claim 2 was objected to as being dependent upon a rejected base claim (original
claim 1), but would be allowable if rewritten in independent form to include all
of the limitations of the base claim and any intervening claims. After being
rewritten as new claim 1, the examiner required Bose to add the phrase "having a
major diameter™ to provide an antecedent busis for the reference to the term in
issued claim 3 (original claim 4), thereby complying with the definiteness
requirement of 35 4.8.€, 9 112, P 2. JBL argues that this amendment
narrowed the claim limitation. and therefore, no range of equivalents is
available.

The section 112 issue raised by JBL. with respect to the "ellipse having a
major diameter" claim limitation., is not one of sufficiency of the disclosure.
but rather precision of the claim. Issued claim 3 (original claim 4) disclosed
the "major diameter of said ellipse,(**91 " while new claim 1 recited only "an
ellipse." [HNE] The Manual of Patent Examining Procedure ("MPEP")
states: "the failure to provide explicit antecedent basis for terms does not
always render a claim indefinite. If the scope of ¢ claim would be reasonably
ascertainable by those skilled in the art. then the claim is not indefinite."
MPEP @ 2173.05(e) (6th ed. Rev. 1, Sept. 1995); see Ex parie Porier. 75
.S, F.0.20 (BNAY 1144, 1146 (Bd. Pat. Apps. & Int. 1992); see also 1in re
Moore. SR LL0LPGAL 07, 543G £.2d 1232, 1235, 169 ULA.P,0. (BNAY 236, 238 (L0PA
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ISVARRN G [HN71 The definiteness of the language employed must be
analyzed--not in a vacuum, but always in light of the teachings of the prior art
and of the particular application disclosure as it would be interpreted by one
possessing the ordinary level of skill in the pertinent art.").

The antecedent basis rejection, as applied to the facts of this case, does
not narrow the scope of the claim because it would be reasonably ascertainable
by those skilled in the art that an ellipse is inherently understood to have "a
major diameter." There can be no dispute that mathematically an inherent
characteristic of an ellipse is a major diameter.[**101 The prior recitation of
"an ellipse" therefore, provides the antecedent basis for "an ellipse having a
major diameter."™ "Inherent components of elements recited have antecedent basis
in the recitation of the components themselves." MPEP @ 2173.05(e). The MPEP
provides an analogous example: "the limitation 'the outer surface of said
sphere' would not require an antecedent recitation that the sphere have an outer
surface." Id.

Because Bose's amendment did not satisfy the "narrowing amendment"
requirement [*13601 of Festo, 234 £.30 gr 566, 56 U.8.P.8.20 (BNAY 0T 1870,
we see no need to examine the reason why the applicant amended the claim. The
district court properly denied the motion for summary judgment of
non-infringement under the doctrine of equivalents because a reasonable jury
could have returned a verdict for the nonmovant,

Next, JBL argues that the district court abused its discretion by refusing to
permit the inclusion of the Dehaeze French patent application (“"Dehaeze
reference") during trial. [HN8] We apply regional circuit law to
procedural questions that are not themselves substantive patent law issues so
long as they do not: (1) pertain to patent law., Elex-Fool. Inc. v. (BB
INC.. 238 F.50 13A2, 13085 2 L8P, 0,20 (3N 183%. 16%7 (fed. Cir. 2001
[**11]("We will apply our own law to both substantive and procedural issues
"intimately involved in the substance of enforcement of the patent right'"
(citation omitted)); (2) bear an essential relationship to matters committed to
our exclusive control by statute; or (3) clearly implicate the jurisprudential
responsibilities of this court in g field within its exclusive jurisdiction.
Migwest Tndus.. nc. ¥, Xoravon Trailers. (o 175 F.30 1356, 1359, 50
U8 P9 20 (BNAY 1677, 1675 (Fed, Cir, 19993 (en banc in relevant part).
Because the exclusion of evidence does not meet any of these criteria, we apply
the law of the First Circuit.

[HN9T The First Circuit reviews "the exclusion of evidence for an
abuse of discretion," Achiile Bavart & CIE v, Crows, 238 F.34 44, 49 (st
Cir. 20012, Additionally. it reviews "a trial court's Rule 403 balancing for an
abuse of discretion, and only in ‘*extraordinarily compelling circumstances' will
[it] reverse the district court's judgment concerning the probative value and
unfair effect of the proffered evidence." United Stales ¥, Rosarin-Peralig.
149 B30 5%2, 561 (sl Clr. 1999) (citations omitted). That circuit alsol[**12
"affords wide latitude to trial courts in these purlieus, taking care to
‘evaluate the trial court's decision from its perspective when it had to rule
and not [tol indulge in review by hindsight.'" United States ¥
winchenpach, 187 F.3d.%48. 558 (18T Cir..189%) (citing O
Sreres, 519 0.8, 172, 182 n.8. 136 1. Fd. 20 574, 117 8
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accord Nar'l Presto Tndus.. Inec V. W Bend Co.. 76 F.34 1185, 1197. 37
L8.E.0.20 (BNS) 16BN (Fed, Cir. 1996 ("We review the district court's
evidentiary rulings with extreme deference.").

JBL sought inclusion of the Dehaeze reference to establish its affirmative
defenses of invalidity and non-infringement. It claims that had the district
court considered the Dehaeze reference, it would have concluded that the
reference rendered the 721 patent invalid under either 35 #.S.C. 8§ 102 or
4 103. Bose argued that it would be unfairly prejudiced by the inclusion of the
Dehaeze reference well after the final pre-trial order and on the seventh day of
trial.

The district court determined that the Dehgeze reference disclosed a
hyperbola, which is different, in[**131 both shape and mathematical formula,
from an ellipse. The court also observed that it would have weighed the Dehaeze
reference differently, in the interest of justice, if it had disclosed an
ellipse. Lacking probative value, the court found the disclosure of the Dehaeze
reference untimely. noting that the reference could have been discovered earlier
with due diligence and to allow it would unfairly prejudice Bose. We see no
abuse of discretion.[*1361]

Finally, while JBL does not appeal the district court's lost profits
determination, it argues that the court erred in determining the applicable
royalty base because 1t represents an amount that the parties would never have
agreed upon. Specifically, JBL asserts that the royalty was calculated based on
the entire value of the loudspeaker systems incorporating the accused ports,
even though they only comprised a small component of the system.

[HN101 A patentee is entitled to no less than a reasonable royalty on
an infringer's sales for which the patentee has not established entitlement to
lost profits. 25 U.5.0. 8 284 (1994), In determining the appropriate
basis for calculating a royalty base the court may use the "entire market[**14
value rule." konai £oth Gen. Flec. G 107 F.50 1503, 3552, 41
1L.S.P.0.2D (BHAy 1801, 1808 (Fed. Cir. 1997, “"We have held that the entire
market value rule permits recovery of dumages based on the value of a patentee's
entire apparatus containing several features when the patent-related feature is
the 'basis for customer demand.'" it Corp. v. Keliey Co.. Inc.. 5B
F.3d 1538, 1549, 35 1,S,P.8.20 (BNA) 1065, 1072-73 {(Fed. fir, 1995) (en banc
(citing Stale fpdus.. Ing. v, Mor-Fin [adus .. B85 F.20 1573, 1580, 1%
U.8,P.0.20 _(BNAY 1026, 1031 (Fed. Cir. 1989

The district court found that the invention of the 721 patent inextricably
worked with other components of loudspeakers as a single functioning unit to
provide the desired audible performance. The court also found that the invention
of the 721 patent improved the performance of the loudspeakers and contributed
substantially to the increased demand for the products in which it was
incorporated. Bose presented unrebutted evidence that the invention of the 721
patent was integral to the overall performance of its loudspeakers by way of the
elliptical port tube, which eliminated port noise and[**15]1 reproduced improved
bass tones. JBL's marketing executive also acknowledged that improved bass
performance was a prerequisite for JBL's decision to go forward with
manufacturing and selling certain loudspeakers, Bose presented evidence
detailing its efforts to market the benefits of its loudspeakers using the
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invention of the 721 patent and provided testimony on its increase in sales in
the year following the introduction of its speakers containing the invention.
All of this was substantial evidence to support an award of a reasonable rovalty
based upon the entire value of the loudspeckers.,

We have considered the remainder of JBL's arguments but find none of them
persuasive.

conclusion

Accordingly, we affirm the judgment of the United States District Court for
the District of Massachusetts.

AFFIRMED
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ROBINSON, Chief Judge
I. INTRODUCTION

On December 4, 2001, plaintiff Symbol Technologies,
Incorporated (“Symbol”) filed this action against defendant
Proxim, Incorporated (“Proxim”) alleging infringement of four
U.S. Patents owned by plaintiff.* (D.I. 1) On December 18,

2001, Proxim answered the complaint and asserted, inter alia, a

counterclaim of infringement of one of its own patents.® (D.I.
6) Plaintiff subsequently dismissed the ‘803 patent from its
case.

A jury trial was held from September 8 through September 12,
2003. The jury rendered a verdict in Symbol’s favor, finding
that Proxim’s OpenAir and 802.11 products infringe the ‘183 and
‘441 patents. Both of these patents relate to a power saving
feature in wireless local area network (“WLAN”) communications
protocols. The jury awarded a six percent royalty on sales of
Proxim’s OpenAir and 802.11 products.

On November 24, 2003, the court conducted a one day bench
trial to hear evidence on Proxim’s defenses of laches and
equitable estoppel. Proxim asserts the defense of laches only

with respect to its OpenRir products and equitable estoppel only

U.S. Patent Nos. 5,029,183 (“the ‘183 patent”), 5,103,146l
(“the ‘46l patent”), 5,479,441 (“the ‘441 patent”) and 5,668,803
(the ‘803 patent”) (collectively the “Tymes patents”).

‘U.S. Patent No. 5,231,634 (“the ‘634 patent”).
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with respect to its 802.11 products. For the reasons stated
below, the court finds that Proxim has failed to prove by a
preponderance of the evidence its defenses of laches and
equitable estoppel; these are the court’s findings of fact and
conclusions of law pursuant to Fed. R. Civ. P. 52.

II. FINDINGS OF FACT

A, Background
1. Symbol is a Delaware corporation with corporate
headquarters in Heltzville, New York. (D.I. 273) Proxim is a

Delaware corporation with corporate headquarters in Sunnyvale,
California.

2. Symbols owns the Tymes patents at issue in this action.
The ‘183 patent was issued on June 29, 1991; the ‘441 patent
issued on December 26, 1995. (PTX 1; PTX 2) The application for
the ‘183 patent is the parent of the application for the ‘441
patent. (PTX 1; PTX 2; PTX 5, PTX 6 at SBLP 165776) Symbol
filed a terminal disclaimer of the ‘441 patent, disclaiming any
rights therein beyond the expiration of the ‘183 patent. (PTX 2;
PTX 6 at SBLP 165977-79)

3. The claims of the ‘183 and ‘441 patents are directed to
methods and systems of transferring data packets between remote
units and base stations. (PTX 1; PTX 2) Claim 1 of the ‘183
patent, a representative claim of the patents at issue, claims:

A method of transmitting data packets from one of
a plurality of remote terminal units to a base

2
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station, comprising the steps of: (a)
transmitting a data packet from said one unit to
said base station during a first time period
selected by the unit; (b) receiving at said one
unit from said base station an acknowledge signal
during a second period occurring only a fixed time
delay after said first time period, said second
time period being the same for at least some of
said units.

(PTX 1, col. 23, 1l1. 42-52)

4. The jury found that Proxim’s OpenAir products and
802.11 products infringe the Tymes patents. (D.I. 294)

B. Laches

5. Proxim contends that it is entitled to the defense of

laches with respect to its OpenAir products because Symbol had
either actual or constructive knowledge as early as 1993-94 that
the OpenAir products infringed Symbol’s patents. Proxim contends

that it sustained both economic and evidentiary prejudice as a

result of Symbol’s unreasonable delay in bringing suit. (D.TI.
340 at 5-6)
6. Symbol first filed its claims for patent infringement

against Proxim on May 1, 2001 in the form of a counterclaim in

Proxim Inc. v. 3COM Corp., et al., No. 01-155-SLR. (D.I. 273 at

1). The counterclaims did not identify the OpenAir products as
the subject of Symbol’s infringement allegations. Symbol first
accused Proxim’s OpenAir products of infringement on December 24,
2002, when it served its expert report concerning infringement.

(D.I. 328 at 260-061)
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7. The OpenAir products were sold under the RangelAN2
name. (D.I. 328 at 85-86) The accused OpenAir products included
PC cards and access points. (Id. at 24, 27, 86) Proxim began

selling the OpenAir product line in 1994.

8. The OpenAir products utilized a proprietary protocol
developed by Proxim and known only to members of an industry
organization, the Wirless LAN Interoperabilty Forum (“WLIE”).®
(D.I. 311 at 350-51; D.I. 328 at 17, 244-45) Proxim vigorously
guards the confidentiality of its OpenAir source code.

9. Symbol’s infringement expert testified that he
performed his infringement analysis for the OpenAir products
using both the OpenRir protocol description and the OpenRir
source code. (D.I. 311 at 354-55, 375-83) The infringement
expert testified that, to determine direct infringement, both the
protocol and source code were required. (Id. at 386)

10. The OpenAir protocol and source code were proprietary
to Proxim. In order for Symbol lawfully to obtain the source
coude, it would have had to join Proxim’s WLIF organization.
(D.I. 328 at 244) Symbol did not join the WLIF as the WLIF
promoted a wireless standard, Openfir, that directly competed

with the 802.11 standard endorsed by Symbol. (Id. at 245)

“protocol” refers to the rules under which a product
operates. A protocol specification is a document detailing the
“rules” of the protocol. (D.I. 328 at 244) “Source code” is the
computer language through which the protocol is implemented.

(Id. at 7-11; D.I. 311 at 383-84)

4
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11. As Proxim was a direct competitor of Symbel, Symbol was
aware of Proxim’s product lines and product features. (D.I. 328
at 22-27) Through publicly available information, Symbol became
aware that Proxim’s OpenAir PC cards had advanced power
management features. (Id. at 27; DTX 1158; DTX 7153)

12. In April 1995, Proxim made a direct sale of an accused
OpenAir PC card to Symbol. (D.I. 328 at 32, 86, 98-101) The PC
card was sold to Symbol so that Symbol could determine whether
the OpenAir product could be installed in a Symbol hand-held
device for use in a customer network. (Id. at 96-98) 1In the
fall of 1996, Symbol tested both a Proxim PC card and access
point with a spectrum analyzer, which measured the amount of
information that a laptop computer sends to an access point
through the PC card. (D.I. 328 at 33; DIX 1160)

13. In September 1996, senior management at Symbol received
an internal memorandum discussing Proxim’s OpenAir products which
were competitive with Symbol (the “September 1996 memoranda”).
(D.I. 328 at 34-38; DTX 10306) It compared the features and
functions of Symbol’s products with that of Proxim’s. Included
in the September 1996 memorandum was a discussion concerning
Proxim’s power management function. (D.I. 328 at 40; DTX 1036
It also showed test results indicating that Proxim’s products
transferred significantly more files per second when the power

management feature was activated. Overall, the September 1996
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memorandum reported that the OpenAir products had a competitive
advantage over Symbol’s own products.

14. The September 1996 memoranda explained that Proxim’s
products utilized a request-to-send and clear-to-send protocol
(“RTS-CTS”) . (DTX 1036 RTS-CTS was the basis of Symbol’s
infringement expert’s testimony that Proxim’s products infringed
the '183 and ‘441 patents.

15. Between 1994 and 2000, Proxim advertised and promoted
its OpenAir product lines. (D.I. 328 at 108-09) 1In that time
period, Proxim spent approximately $250,000 in advertising for
its OpenAir products. (Id. at 108-09)

16. Proxim contends that it was substantially prejudiced by
having invested several million dollars in its OpenAir products
between 1994 and 2001, that it lost the oppeortunity to re-
engineer 1ts products to avold infringement, and that it lost the
opportunity to negotiate a licensing agreement. Proxim also
contends that it sustained evidentiary prejudice which prevented
it from raising defenses on the basis of inventorship, invalidity
and inequitable conduct.

17. Conclusions of Law. It is well established that
laches is a defense to a patent infringement suit. ee Lane &

Bodley Co. v. Locke, 150 U.S. 193 (1893); Wollensak v. Reiher,

115 U.S. 96 (1885); Mahn v. Harwood, 112 U.S. 354 (1884); A.C.

Aukerman Co. v. R.L. Chaides Const. Co. 960 F.2d 1020, 1028 (Fed.
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Cir. 1992). ™“In a legal context, laches may be defined as the
neglect or delay in bringing suit to remedy an alleged wrong,
which taken together with lapse of time and other circumstances,
causes prejudice to the adverse party and operates as an

equitable bar.” A.C. Aukerman Co., 960 F.2d at 1028-29.

18. To prevail on its equitable defense of laches, Proxim
must prove by a preponderance of the evidence that: (1) Symbol
delayed filing suit for an unreascnable and inexcusable period
from the time that Symbol knew or should have known of its
infringement claim against Proxim; and (2) Symbol’s delay

operated to Symbol’s prejudice or injury. Id. at 1032.

19. The first prong of a laches defense requires proof that
the patent holder had either actual or constructive knowledge of

infringing activity. ee Johnston v. Standard Min. Co., 148 U.S.

360, 370 (1893); Eastman Kodak Co. wv. Goodyear Tire & Rubber Co.,

114 F.3d 1547, 1559 (Fed. Cir. 1997). Constructive knowledge
imposes upon patent holders the duty te police their rights. See

Wanlass v. Fedders Corp, 145 F.3d 1461, 1464-67 (Fed. Cir. 1998);

Wanlass v. General Electric Co., 148 F.3d 1334, 1338 (Fed. Cir.

1998). ©Under the constructive knowledge theory, a patentee is
charged with “such knowledge as he might have obtained upon
inquiry, provided the facts already known by him were such as to
put upon a man of ordinary intelligence the duty of ingquiry.”

Johnston, 148 U.S. at 370.
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20. A patentee’s duty to inquire is subject to a standard
of reasonableness. As such, the extent to which a reasonable
method of detection of infringement is available to the patentee
is relevant. See Wanlass v. General Flec., 148 F.3d at 1340
(holding that the “frequency with which [infringement]

investigations should ... occur[] is a function of their cost and

difficulty.”); Wanlass v. Fedders Corp, 145 F.3d at 1464-67

(finding that a finding of laches was not appropriate on summary
judgment where record did not demonstrate that a testing of all
possible infringing products was feasible and affordable).
Circumstances which give rise to a duty to inguire must be
“pervasive, open, and notorious” and include “sales, marketing,
publication or public use of a product similar to or embodying
technology similar to the patented invention, or published
descriptions of the defendant’s peotentially infringing

activities.” Wanlass v. General Elec., 148 F.3d at 1339,

21. The defense of laches focuses on the conduct of the
patentee, not the infringer. Nevertheless, the infringer’s
activities are relevant to whether the patentee’s conduct was
reasonable, including the infringer’s efforts to maintain the
secrecy of its processes and its denials of infringement. See
Eastman Kodak Co., 114 F.3d at 1559. An infringer cannot cloak
its activities in secrecy and simultaneously accuse the patent

holder of failing to adequately protect its rights. See, e.dqd.,
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Fromson v. Western Litho Plate and Supply Co., 670 F. Supp. 861,

868-69 (E.D., Mo. 1987), rev’d on other grounds by 853 F.2d 1568

(Fed. Cir. 1988).

22. After determining the point in time at which a patentee
had knowledge, actual or constructive, of the infringing
activities, the court must then determine whether the delay in
bringing suit is unreasonable or inexcusable. See A.C.
Auckerman, 960 F.2d at 1032. If the delay in filing suit is more

than six years, a presumption arises that the delay is

unreasonable. See id. at 1035.

23. Absence of Requisite Knowledge. Proxim produced no
evidence that demonstrates Symbol had actual knowledge of
Symbol’s infringing activities. Instead, Proxim’s laches defense
rests upon whether there were sufficient facts in Symbol’s
possession to place Symbol on notice of potentially infringing
activities and from which a duty to inquire would arise. The
court concludes that under these circumstances, the publicly

avallable facts did not give rise to a duty to ingquire.

24. In Wanlass v. General Elec., the Federal Circuit

articulated a duty to inguire that will arise when sufficient
facts are available to put the patentee on notice of
infringement. 148 F.3d at 1339. A principal justification for
this duty is that the burden is less costly on patentees to
police their rights than it would be to impose a burden upon

9
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potential infringers to review all patent art for potential

infringement. Id.

25. It is not the case, however, that all inventions, and
the activities which may infringe them, are so readily

susceptible to low cost detection. ce Wanlass v. Fedders, 145

F.3d at 1467. The case at bar highlights this tension. Symbol
did have knowledge of Proxim’s power save feature. If Symbol’s
patent were so broad that any power saving function in a wireless
device might infringe, this certainly may impose a duty upon
Symbol to inquire further. Symbol’s patent, however, is not of

such breadth.

26. Under different circumstances, Symbol may have had a
duty to investigate. For example, if evidence indicated that
Symbol actually suspected Proxim’s OpenAir products of
infringement at a time prior to when it filed suit, but did
nothing, laches might attach. Or if Proxim’s proprietary source
code was reasonably and lawfully available to Symbol, its duty
may have been different. Under the facts at bar, however, the
court finds that Proxim has not established that Symbol had
sufficient knowledge to put it on notice of Proxim’s infringing

activities.

27. Absence of Requisite Prejudice. Even if the court were
to find that Symbol had knowledge, constructive or otherwise, of
Proxim’s infringing activities, Proxim has still failed to prove

10
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the requisite prejudice. “Evidentiary, or ‘defense’ prejudice,
may arise by reason of a defendant’s inability to present a full
and fair defense on the merits due to the loss of receords, the
death of a witness, or the unreliability of memories of long past
events, thereby undermining the court’s ability to judge the
facts.” A.C. Auckerman, 960 F.2d at 1032. In Wanlass v.
General Flec., the Federal Circuit found evidentiary prejudice
where the defendant had a policy of destroying internal documents
after six years, key witnesses were deceased or unavailable, and
the defendant no longer had models of some of the accused

products. 148 F.3d at 1340.

28. Proxim contends that it suffered evidentiary prejudice
stemming from Symbol’s delay in that two witnesses were unable to
recall certain facts during depositions and that a certain
document was not produced by Symbol during discovery. This,
according to Proxim, prejudiced its ability to assert defenses

pertaining to inventorship and inequitable conduct.

29. Proxim’s inventorship defense supposedly relates to
whether John Kramer was a co-inventor of the ‘441 patent.
Initially, Kramer was named as a co-inventor, something which
Symbol contends was mistaken and undiscovered until this
litigation. (PTX 2) Symbol, pursuant to 35 U.S.C. § 256,
applied for and obtained a correction from the PTO based upon

certifications by both Tymes and Kramer asserting that the

11
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original application was in error in that respect. (D.I. 311 at
268-73; PTX 151; PTX 331) At trial, Tymes testified that he was

the sole inventor of the ‘441 patent. (D.I. 311 at 268)

30. Proxim did not raise inventorship at trial as a defense
and did not question Tymes on the issue of inventorship in its
cross—examination of him. As Kramer has disclaimed any
inventorship in the patents at issue and Proxim has no evidence
otherwise to counter such a claim, it eludes the court as to how
Proxim was in fact prejudiced. Where, as here, a deposed witness
has indicated that he does not have a recollection of a
particular fact, the lapse in memory is susceptible to more than
one reasonable inference; in the absence of other evidence to
support defendant’s contention, its alleged evidentiary prejudice

is no more likely than not.

31. The second basis for evidentiary prejudice was Symbol’s
failure to produce a certain document, or perhaps a group of
related documents, created by Tymes in preparation for the patent
applications. During his deposition, Tymes described preparing a
memorandum which explained format and procedures pertaining to
his invention but could not recall specifics about these
documents or their present location. (D.I. 328 at 314-15) Like
the absence of memory by a witness, the absence of a document
that was once known to exist, without more, does not give rise to

an inference of evidentiary prejudice. Proxim offered no

12
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evidence to suggest that such a document likely contained
material that would have aided its invalidity defense of
inventorship.” Therefore, the court finds that Proxim has not
demonstrated that it sustained evidentiary prejudice to support

its defense of laches.

32. Economic prejudice results where the infringer "will
suffer the loss of monetary investments or incur damages which

likely would have been prevented by earlier suit." A.C.

Auckerman, 960 F.2d at 1033. There must be a nexus between the
patentee’s delay and the infringer’s injury. ee Gasser Chair

Co., Inc. v. Infanti Chair Mfg. Corp., 60 F.3d 770, 774 (Fed.

Cir. 1995). Simply that the infringer expended capital in

pursuit of its infringing activities does not support a finding

of a causal connection. ce Hemstreet v. Computer Entry Svstems
Corp., 972 F.2d 1290, 1294 (Fed. Cir. 1992) (™It is not enough

that the alleged infringer changed his position--i.e., invested
in production of the allegedly infringing device. The change
must be because of and as a result of the delay, not simply a

business decision to capitalize on a market opportunity.”).

‘Proxim also, in conclusory fashion, suggests that this
unavailable evidence might have aided it in a defense of
inequitable conduct. (D.I. 340 at 1 ©5) Of course, conclusory
assertions of evidentiary prejudice cannot form the basis of a
laches defense. See Mevers v. Asics Corp., 974 F.2d 1304, 1307
(Fed. Cir. 1992). Moreover, in the case of inequitable conduct
where the law requires proof by clear and convincing evidence,
the absence of any evidence of deceit or fraud undermines
Proxim’s claims of prejudice.

13
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33. Proxim has insufficiently demonstrated the existence of
actual prejudice that is causally linked to Symbol’s delay. The
economic prejudice Proxim relies upon is of the ordinary kind
that any infringer would incur, namely, the loss of the
opportunity to engage in noninfringing economic activities.

While in some cases, a patentee’s conduct may justify laches in
such circumstances, it does not here. For example, had Proxim
proven actual knowledge by Symbol of Proxim’s infringing

activity, such economic losses might constitute actual prejudice.

Dwight & Tlovd Sintering Co. v. Greenawalt, 27 F.2d 823, 827 (2d
Cir. 1928) (“[Tlhere is abundant authority to deny an accounting
when the patentee has let the infringer slowly build up a large

business without protest.”).

34. Proxim’s allegation of nexus also fails to the extent
it relies upon its post hoc awareness of the scope and validity
of the Tymes patents. Proxim contends that had it known its
products infringed wvalid patents held by Symbol, it would have
designed around them or diverted its investments to noninfringing
technologies. (D.I. 347 at 52) This argument is on four corners

with that rejected by the Federal Circuit in State Contracting &

Engineering Corp. v. Condotte America, Inc. 346 F.3d 1057 (Fed.

Cir. 2003). 1In that case, the infringer argued that had it
received earlier notice of the patent at issue in that case, it

would have designed around the patent and would not have included

14
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the patented invention in its project bids. Id. at 1066. The
Federal Circuit rejected this argument as lacking the requisite
nexus between the delay and the injury.® Id. at 1067. 1In
particular, the Federal Circuit noted that the infringer failed
to prove that it would have changed its design. Id. Similarly,
in Gasser Chair, the Federal Circuit found that an infringer’s
belief that the patent was invalid undercut its argument that it
would have engaged in a different course of conduct. Gasser

Chair Co., Inc. v. Infanti Chair Mfg. Corp., 60 F.3d 770, 775

(Fed. Cir. 1995).

35. 1In the case at bar, Proxim has not demonstrated that
the prejudice it allegedly sustained has a nexus to Symbol’s
delay. Consequently, the court finds that Proxim has failed to
prove the required elements of laches by a preponderance of the

evidence.
cC. Equitable Estoppel

36. Proxim contends that Symbol, by not informing the IEEE
of the existence of the Tymes patents and their applicability to
the 802.11 standard, misled Proxim into believing that Symbol

held no patents relating to the 802.11 standard.

°The Federal Circuit also found that the alleged prejudice
was inadequate to serve as a basis for laches, as it was the kind
of loss attributable to ordinary liability for infringement. Id.
at 1067.

15
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37. Proxim first began selling the infringing 802.11
product line in 1998. (D.I. 312 at 675) Proxim’s 802.11
products were sold under various names, including RangeLANSO0Z,

Skyline, Harmony and Orinoco.

38. The IEEE 802.11 standard is an industry standard
drafted by the working group members of the 802.11 committee, of

which Symbol and Proxim were both members. (D.I. 328 at 52)

39. The IEEE Standards Board Bylaws contemplate that IEEE
standards may include the use of subject matter covered by known
patents or pending patent applications. (PTX 400) The Bylaws
require that such patented subject matter may only be included if
the patentee provides either: (1) a general disclaimer against
assertion of any present or future patent rights against persons
or entities practicing a patented invention in order to comply
with the IEEE standard; or (2) a statement that a license will be
made available “without compensation or under reasonable rates,
with reasonable terms and conditions that are demonstrably free

of any unfair discrimination.” (PTX 400)

40. In September 1995, the chairperson of the 802.11
committee sent a letter to all committee members requesting that
each member identify whether they held patents related to
technology embodied in the draft agreement and whether they would
be willing to “license their technology on a non-discriminatory
basis and under fair and reasonable terms.” (DTX 6166 at

16
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P511051) Attached to the chairperson’s letter was a sample
letter which provided blank spaces for the inclusion of U.S.

Patent Numbers. (Id. at P511052)

41, In April 1996, Symbol responded to the chairperson’s
letter with a letter of assurance. (DTX 6166 at P511048)
Symbol’s letter did not identify any specific patents or patent
applications. (Id.) Instead, the letter stated that in the
event the 802.11 standard is adopted, Symbol would “be willing to
negotiate a non-exclusive, worldwide license, under the relevant
claims of such patent or patents, on a nondiscriminatory basis
and on reasonable terms and conditions including its then current

royalty rates.” (Id.) Symbol’s letter is consistent with

submissions made by several other companies. In an August 1996
memorandum, the IEEE Standards Board chairperson provided a list
as to which committee members had complied with this request for
an assurance letter. Symbol, along with several other companies,
was denoted as having an “IP statement available.” (Id. at

P511030)

42, In 1997, testing was performed at a laboratory at the
University of New Hampshire to determine whether products offered
by various 802.11 participants had interoperability. (D.I. 328
at 49-50, 197-198) This third-party testing confirmed that

Proxim and Symbol’s products were interoperable. (Id. At 51-52)

17
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43. Conclusions of Law. Equitable estoppel is similar to
laches but focuses on the reasonableness of the infringer’s
reliance rather than the unreasonableness of the patentee’s
delay. To obtain relief from enforcement of a patent under the
doctrine of equitable estoppel, Proxim must prove three elements
by the preponderance of the evidence: (1) Symbol, through
misleading conduct, led Proxim to reasonably infer that Symbol
did not intend to enforce its patent; (2) Proxim relied on
Symbol’s misleading conduct; and (3) material prejudice resulted

to Proxim. See A.C. Auckerman Co., 960 F.2d at 1028.

44, Silence may give rise to the defense of equitable
estoppel only when coupled with either affirmative conduct® or an

affirmative obligation.’ Id.

45, Proxim contends that Symbol had a duty to disclose the
existence of patents relevant to the IEEE standards development.
Proxim relies upon the Federal Circuit’s decision in Rambus, Inc.

v. Infineon Tech Corp., 318 F.3d 1081 (Fed. Cir. 2003), to

support the existence of a duty te disclose. Proxim’s reliance

is misplaced.

46, Rambus does not stand for a general duty of disclosure

‘For example, if a patentee threatened enforcement, but then
delayed in bringing suit. See Mevers, 974 F.2d at 1308-09.

‘For example, 1f a patentee and infringer had a relationship
from which there exists an affirmative obligation to speak. See
A.C. Auckerman, 960 F.2d at 1042.

18
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for participants in an industry standards organization. First,
the portion of the Rambus opinion relied upon by Proxim addressed
a state law claim of fraud, not equitable estoppel. Rambus, 318
F.3d at 1096. Second, the Federal Circuit focused substantially
on the contractual duty of disclosure of the specific industry
standards organization. Id. at 1097-1101. The contractual
nature of this duty was further reinforced by court of appeal
dicta admonishing open standards committees to adopt clearer
policies relating to the disclosure of intellectual property by

its members. Id. at 1102.

47. If Proxim sought to rely upon the existence of a
contractual duty to disclose, it had the burden of proving the
existence thereof and the scope thereto. Proxim, however, failed
to provide evidence to support its claim that IEEE Standards
Board members bore a duty to disclose their patent rights.

Indeed, the evidence demonstrates that IEEE Standards Board
members could either disclose their specific patents or pledge to
license on a reasonable and nondiscriminatory basis, the latter
being the course selected by Symbol and several other significant
technology holders. Proxim produced no controlling agreement
that expressed a duty to the contrary. Given the course of
conduct of the IEEE members, the court finds that no such duty
existed. 1In the absence of a duty to speak, Symbol’s silence

cannot ceonstitute the basis for a charge of equitable estoppel as

19



182

a matter of law. A.C. Auckerman, 960 F.2d at 1042 (“[S]ilence
alone will not create an estoppel unless there was a clear duty

to speak.”).

48. Proxim also contends that Symbol’s silence following
the interoperability testing between Proxim and Symbol
constituted misleading conduct. Proxim, however, offered no
evidence that the third-party interoperability testing
affirmatively imposed the duty to speak upon any participating
802.11 vendor. 1In the absence of such a duty, Symbol’s silence
cannot be misleading as a matter of law. Moreover, Proxim has
not shown any evidence of reliance that is connected to the

interoperability testing. Id. at 1043,

49, Consequently, the court finds Proxim has failed to
prove by a preponderance of the evidence its defense of equitable

estoppel.
IV. PREJUDGMENT INTEREST

Symbol filed a motion for an award of prejudgment interest
and for a six percent royalty on future infringing sales by
Proxim. (D.I. 324) At the conclusion of the jury trial, the
jury found by a preponderance of the evidence that Symbol was
entitled to damages both for infringement by the 802.11 products
and the OpenAir products. (D.I. 294 at 1 27) Question 28 asked

the jury “[wlhat amount of damages in the form of a reasonable
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royalty do you find that Symbol has proven by a preponderance of
the evidence it is entitled to receive from Proxim?” (Id. at q

28) Following the question, two boxes were provided for the

jury’s response: (1) a box which contained a blank line after
which the “& royalty rate” appeared; (2) a box which began with a
dollar symbol after which a blank line was provided. (Id.) The

jury indicated on the verdict form that a six percent rovalty
rate was awarded. (Id.) The jury drew a dash through the second

box containing the dollar symbol.

Proxim contends that the jury’s response to the second box
indicates that it determined that no damages should be awarded
Symbol. (D.I. 346) This argument, however, cannot be reconciled
with the verdict form, the jury’s full response to question 28
nor Proxim’s argument at trial. The verdict form supplied to the
jury was agreed to by both parties. (D.I. 314 at 1073-74)
Neither party requested that the jury be asked to make a special
finding as to the royalty base. Both parties’ experts used a
royalty base based upon Proxim’s reported sales data for the
accused products. (DTX 2008; DTX 2026&; DTX 2018; DTX 2036&; DTX
2041; D.I. 312 at 584-85; D.I. 313 at 958-59) Indeed, it was
Proxim’s argument, as proffered through its damages expert, that
the proper rovyalty, if not zero, should be a lump sum. (D.I. 313
at 961) At no point during the trial did Proxim introduce

evidence to contradict the royalty base figure. Consequently,
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the court finds that the undisputed evidence offered at trial
supports the conclusion that the proper royalty base is
$381,091,287, based upon defendant’s reported sales figures for
the products found to have infringed the Tymes patents. (DTX
2008; DTX 2011; DTX 2018; DTX 2026; DTX 2036; DTX 2041; D.I. 312
at 584) Consequently, based upon the jury’s finding of a six
percent royalty, Symbol is entitled to an award of damages in the

amount of $22,865,477.

Symbol proposes an award of prejudgment interest based upon
the average annual prime rate compounded annually. (D.I. 324)
The rate, if any, of prejudgment interest to be awarded is within

the discretion of the court. See Studiengesellschaft Kohle,

m.b.H. v. Dart Industries, Inc., 862 F.2d 1564, 1580 (Fed. Cir.

1988). A patent holder need not prove that it borrowed at the
prime rate in order to be entitled to prejudgment interest on
that basis. See Uniroval, Inc. V. Rudkin-Wiley Corp., 939 F.2d
1540, 1545 (Fed. Cir. 1991). The determination of whether to
award simple or compounded interest is within the discretion of
the court. See Rite-Hite Corp., 56 F.3d at 1555. ™“[I]t may be
appropriate to limit prejudgment interest, or perhaps even deny
it altogether, where the patent owner has been responsible for
undue delay in prosecuting the lawsuit.” General Motors Corp. v.
Devex Corp., 461 U.S. 648, 657 (1983). “Any justification for

withholding the award ... must have some relationship to the
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award of prejudgment interest itself.” Crvstal Semiconductor

Corp. v. TriTech Microelectronics Intern., Inc. 246 F.3d 1336,

1361 (Fed. Cir. 2001).

Mindful of its discretion, the court concludes that Symbol
is entitled to simple interest based upon the United States
Treasury Bill One Year Constant Rate for a period beginning in
May 1995 and ending in July 2004.° Prejudgment interest,
calculated consistent with Symbol’s expert’s methodology, shall
be awarded in the amount of $3,052,192.

V. FUTURE ROYALTIES

Symbol contends that in lieu of a permanent injunction it
should be awarded a six percent royalty on sales of infringing
products by Proxim occurring after September 2003. (D.I. 324)

Symbol relies upon Shatterproof Glass Corp. v. Libbev-Owens Ford

Co., 758 F.2d 613, 616, 628 (Fed. Cir. 1985), for its argument

that it should receive a court imposed royalty on future sales.

In Shatterproof Glass, however, the patentee sought a permanent

injuncticn. The district court denied the injunction and instead
ordered a compulsory license to be granted to the infringer. 1In

the case at bar, Symbol has not sought a permanent injunction and

"The interest rates employed by the court are as follows:
(1995) 5.96%; (1996) 5.52%; (1997) 5.63%; (1998) 5.05%; (1999)
5.08%; (2000) 6.11%; (2001) 3.49%; (2002) 2.00%; (2003) 1.24%;
and (2004) 1.29%. See United States Federal Reserve, Selected
Interest Rates (2004) at
http://www.federalreserve.gov/releases/hl5/data.htm.

23



186

Proxim has not sought a compulsory license. In the absence
thereof, the court declines to consider whether a judicially
determined royalty on future sales is appropriate relief in the
present case.
VI. CONCLUSION

For the reasons stated above, the court finds that Proxim
has failed to establish by a preponderance of the evidence its
equitable defenses of estoppel and laches. The court also finds
that, consistent with the jury’s award of a six percent royalty
on the infringing products, Symbol is entitled to an award of
damages in the amount $22,865,477 and interest in the amount of

$3,052,192. An order shall issue.
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IN THE UNITED STATES DISTRICT COURT

FOR THE DISTRICT OF DELAWARE

SYMBOL TECHNOLOGIES,
INCORPORATED,

Plaintiff,
Civ. No 01-801-SLR

V.

PROXIM INCORPORATED,

Defendant.

ORDER

At Wilmington this 28th day of July, 2004, consistent
with the memorandum opinion issued this same day and the jury
verdicts of September 29, 2003 and September 12, 2003;

IT IS ORDERED that:

1. Defendant shall pay damages to plaintiff in the amount
of 522,865,477 for defendant’s sales of its infringing products
between May 1995 and September 2003.

2., Plaintiff’s motion for prejudgment interest and a six
percent royalty on future infringing sales is granted in part and

denied in part. (D.I. 324) Defendant shall pay prejudgment
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interest to plaintiff in the amount of $3,052,192.

Sue L. Robinson
United States District Judge
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LETTER TO THE HONORABLE LAMAR SMITH, A REPRESENTATIVE IN CONGRESS FROM
THE STATE OF TEXAS, AND CHAIRMAN, SUBCOMMITTEE ON COURTS, THE INTERNET,
AND INTELLECTUAL PROPERTY, AND THE HONORABLE HOWARD L. BERMAN, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF CALIFORNIA, AND RANKING MEM-
BER, SUBCOMMITTEE ON COURTS, THE INTERNET, AND INTELLECTUAL PROPERTY,
AND PREPARED STATEMENT FROM BOB DEMATTEIS, PLASTIC PACKAGING SYSTEMS

Bn Bob DeMatteis
I Plastic Packaging Systems

15850 McCourtney Rd, Grass Valley, CA 95949, P: 530-274-1287, F: 530-274-1288, bobde@frompatenttoprofit.com

COMMUNICATION

To: Representative Lamar Smith
Chairman
House Judiciary Subcommittee on Courts,
the Internet, and Intellectual Property
B-352 Rayburn House Office Building
Washington, D.C. 20515

To: Representative Howard L. Berman
Ranking Member
House Judiciary Subcommittee on Courts,
the Internet, and Intellectual Property
B-336 Rayburn House Office Building
Washington, D.C. 20515

From: Bob DeMatteis
Date: October 17, 2005
Re: HR 2795

Dear Chairman Smith and Ranking Member Berman:

In regard to the September 15, 2005 hearing on the Manager's Amendment to H.R. 2795, the
Patent Reform Act of 2005, please accept the attached information as my written testimony
and place it in the record in accordance to your rules and procedures. As you will note, | am
extremely concerned with the legislation that is moving its way through the legislative process.

Please know that | am happy to answer any questions or appear before any other committees
who are addressing intellectual property matters specifically related to H.R. 2795. | note with
great interest that the voice of the independent inventor has been left out of the overall debate
and | would like to assist in providing Members of Congress information from people other than
large and multi-national corporations.

Thank you for the opportunity in allowing me to provide my thoughts on provisions of H.R. 2795
that | believe will unequivocally harm the U.S. patent system — the greatest in the world.

Sincerely,

2 s ,
L[5 D///m /2

Bob DeMatteis

| am an independent inventor with over 25 US Patents and the author of the books, From Patent

to Profit, Essentials of Patents and PatentWriter. | live in Grass Valley, CA and am available to
testify in congress at Washington DC. You may call or email me anytime.
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Statement of

Mr. Bob DeMatteis
Independent Inventor and Author of the following three books:
From Patent to Profit
Essentials of Patents and
PatentWriter

Before the
Subcommittee on the Courts, the Internet, Intellectual Property
Committee on the Judiciary
United States House of Represeniatives
With respect fo the

Ltegislative Hearing on “The Amendment in the Nature of o Substitute
to H.R. 2795, the ‘Patent Act of 2005

Thursday. September 15, 2005 10:00 AM
2141 Rayburn House Office Building
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Bm Bob DeMatteis
Plastic Packaging Systems

15850 McCourtney Rd, Grass Valley, CA 95949, P: 530-274-1287, F: 530-274-1288, bobde@frompatenttoprofit.com

Mr. Chairman, Ranking Member Berman, and members of the Intellectual Property
Subcommittee:

My name is Bob DeMatteis; | am an independent inventor with over 25 U.S. Patents covering
innovations ranging from the plastic grocery sack to plastic fast food bags and valve bags. |
also am the author of three books related directly to the subject of intellectual property. Those
are From Patent to Profit, Essentials of Patents and PatentWriter. | assist budding and professional
inventors in their efforts to get their ideas to the marketplace. | am hopeful that my written
testimony provides some insight that | believe currently is missing from the debate on intellectual
property.

The United States patent system was founded over 200 years ago in order to promote
commerce in our newly created country. Because of the brilliance of our forefathers, this very
patent system is the primary reason why America has become the most prosperous country in
the world.

Today, proposed legislation falling under HR2795 is being pushed primarily by large entities and
threatens to destroy the very principles in which our country was founded...in which the
prosperity of our nation was created. It is apparent that those large entities (that were once
small entities and founded by independent inventors themselves) are now being run with a
defensive posture that is attempting to shut out competition. This competition is primarily from
small businesses, and at times independent inventors.

These large entities are trying hard to change our first-to-invent system into a first-to-file system.
They cite that it will be a fairer system and add that it will even eliminate “troubling problems”
like interferences. But what they don’t say is that they really are trying to make it very difficult for
competitors to enter the marketplace and compete against them. Of course, the most likely
competitors that will suffer most from this new proposed legislation are the small entities and
independent inventors. These large entities want to block outside innovation and instead
maximize profit on their older technologies.

The claim that interference is froubling is misleading. The facts prove that interferences have
been on the decline for years. In 1995 there were only 147 interference proceedings, all of which
were settled according to law. According to the Association of Patent Law Firms, Chicago, IL,
that number shrank to only 27 new ones in 1998 and as of 2001 there was a grand total of only
67 interferences pending from all previous years. It is also interesting fo note that most
interferences are in the field of biotechnology, and rarely have an effect on mainstream
businesses.

Furthermore, replacing our first-to-invent system with first-to-file will have a negative effect on
patent quality any way you look at it. First, it will cheapen the quality of our patents. The first-to-
invent system ensures that an inventor may develop his/her concept to its utmost potential, all
the while confidentially protecting his/her interests. A first-to-file system does the opposite. In fact,
it will propagate rush filings with the quality of the application lessened, and with important
inventive matter overlooked or unclear. Thus, it will cause additional applications to be filed,
including continuation and CIP applications. This will expand the potential of litigation and a
morass of legal challenges to the applicants.
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Second, it will promote frauduient filings, even though the large entities say that it won't. Laws
state that one inventor can’t file o patent application revealed to him/her by another inventor.
However, don't believe it when "scmehow a mystery patent application appears on similar
material”. The challenge fo this type of incident will be far more precarious and confusing than
any inferference proceeding or legal challenges on contfinuations and CIPs. Keep in mind that it
would be extremely difficult, if not impossible, for a smali business or independent inventor fo
fight this type of law with a large entity and its high priced legal counsel. i could cost millions.

Third, it will slow down innovation in America. This means, it will drag down prosperity. If anything
is done to exclude smalf company and independent inventors from industry, then the future of
our country is in jeopardy. Everyone knows that most new innovations and most new jobs come
from small business—noft large entities. We also know that all large entities started out as smailt
businesses. In contrast, large entities fend to cut costs, cut labor, send jobs overseas, and
increase profit for the few who manage the corporation at the top. HR 2795 is bad news for jobs
in America.

Last, some would say that first-to-file sysiems work "just fine” in other countries of the world.
Frankly, that's probably right. However, NO other country in the world has the profific prosperity
and inventive ability that we have here in America.

Shut down our first-to-invent laws and you shut down our inventive ability, prosperity and
everything else that goes with it

Why in the world would our teaders in congress consider doing anything fo derail the patent
system that is considered the darling of the world? Businesses worldwide agree...the US Patent
Systemn is the most prolific system and helps spur on innovation more than any other system.

Let’s never forget how we are here in the first place.
Some things need to be reinvented and other things just don’t. With HR 2795, the US Patent

System does not need to be reinvented, but those major corporations promoting it do need to
be reinvented.

Sincerely,

Bob DeMatteis
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PREPARED STATEMENT OF RAYMOND V. DAMADIAN, PRESIDENT AND CHAIRMAN,
FONAR CORPORATION, MANUFACTURER OF SCANNERS

Please accept my testimony regarding H.R. 2795, the Patent Elimination Act of
2005.

In 1972 1 filed the first patent on MR scanning that originated the technology
that is today called MRI. I think it is true that the original scientific discovery that
I made while I was a university professor, and the patent it gave rise to, has proven
its value as a betterment for mankind, a result for which I am truly grateful. For
whatever appreciation the public may have for the invention I believe most of that
appreciation is owed the U.S. Patent System. Unique in the world, the U.S. Patent
System crafted by the Founding Fathers, achieved for the first time in all history
that unique collaboration of the law and technology that enabled the individual of
ordinary circumstance to dream great dreams, and be provided the means to protect
his product and get it to the marketplace.

I think in this vein it is important to appreciate that the MRI machine was not
the product of either a Multi-National Corporation or a Japanese conglomerate with
great amassed reserves of disposable capital. Instead it was the product, after the
initial discovery, of an individual scientist and his graduate students, toiling under-
funded in a university laboratory with only the hope of the U.S. Patent to rescue
them if the insurmountable mountain of technological obstacles that stood in the
way of such a scanner could ever be overcome. Indeed if H.R. 2795 existed in its
present form when we were developing the MRI, MRI would never have come to
pass.

Our story is not unique. It is but one more of the many spectacular triumphs of
that most extraordinary entity of human history and human law which we call the
U.S. Patent System. We cherish it for what it has enabled us to accomplish. We
cherish it for the protection it gave us, the “little guy”, when mammoth multi-na-
tionals sought to take our invention from us when it was finally complete after ten
years. Thus when the U.S. Patent System that protected us and our MRI invention
comes under attack by legislation like H.R. 2795 I quite naturally rise to protect
the Patent System that protected us. In so doing we believe fervently we are pro-
tecting America. Hopefully you will forgive us when our passion for the U.S. Patent
causes us to construe lawmakers who seek its destruction by legislation like H.R.
2795 as adversaries that have mounted an attack on America’s very heart and soul.
Perhaps our view comes from having fully engaged the U.S. Patent System, from
having personally exercised all aspects of this majestic doctrine, and from having
personally experienced its numerous ingenious attributes.

Thus, when our first prototype MRI scanner was completed in 1977 and per-
formed the first scan of the live human body, and when we left the university to
form the first MRI company, we needed to find investors who would invest in our
fledgling enterprise to create the first commercial MRI product and bring it to mar-
ket. Needless to say, the first question from investors was what will secure our in-
vestment in your start-up MRI enterprise called Fonar? The only answer we had
to give was that we held the original patent. It was the only answer but it was suffi-
cient. We received the investor capital we needed, Fonar was born, and three years
later we introduced the first commercial MRI scanner to the medical world.

Within a few years we were joined in the marketplace by a host of Japanese com-
panies and Multi-National Corporations with scanners of their own, who ignored our
patent, even while they themselves had made no technical contribution during the
ten years of labor it took us to get from the first test tube experiments to the first
commercial magnet. We resorted to the U.S. Patent. It rescued us!

Our American judiciary gave no quarter to the size of the mammoth Multi-Na-
tional Companies that had appropriated little Fonar’s technology. They adjudicated
with the same even hand for which American jurisprudence is famous and meted
out fairly the dictates of our patent laws to the infringers of Fonar’s patents. When
the day was done all infringers admitted that Fonar had not been treated fairly and
while none could say they were pleased to have to pay little Fonar, none argued
that Fonar’s contribution had not been major and none contended that Fonar in its
35 years of labor to bring MRI to reality and improve it, was not eminently deserv-
ing of the justice it was now receiving.

Fonar had earned its place in the world. U.S. Patent Law saw to it that the holder
of one of America’s patents was protected from usurpers of its technology irrespec-
tive of their size. Fonar was helpless without that protection. U.S. Patent Law res-
cued America’s MRI. Little Fonar, as a result, can continue to create the many life-
saving benefits that lie ahead in the field of MRI.

From this 35 year right of passage involving intimate experience with our patent
laws, in action, we feel that we can come before your committee, usefully Mr. Mer-
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ritt, with our experience, and comment firsthand regarding our impressions of H.R.
2795.

In general it must be obvious to even the most casual reader, that H.R. 2795 is
the unqualified enemy of small business and the small business inventor. It seeks
to void most of the protections upon which small start-up technology businesses like
Fonar have relied on for two centuries. It is not fair for the proponents of this bill
to argue, as they have, that this bill is good for the inventor. If H.R. 2795 is so good
for the small business inventor as its supporters have repeatedly represented, why
then am I filing my testimony opposing it? Surely the distinguished gentlemen who
are sponsoring it do not mean to suggest that I as a scientist am unable to deter-
mine for myself what is good for me and what is not. Regarding the Patent Elimi-
nation Act of 2005, H.R. 2795.

I think it critical to remind reviewers of this bill that the US Patent is the heart
and soul of the American Economy. Absent the patent; the telephone, the electric
light, the computer, the internal combustion engine, the airplane, the radio and the
vast array of other technologies the US Patent brought to life, American Industry
and the American Economy that rests on it would not exist. Consequently America’s
inventors and the patents they depend on are America’s lifeblood. To dismember the
system that birthed them as the Management Amendment of H.R. 2795 intends, is
to initiate a frontal assault on the U.S. economy itself. While it will be tempting
to some to characterize this generalization as an overstatement it is not. Dis-
membering the U.S. Patent, as H.R. 2795 does, constitutes dismembering the very
soul of U.S. economy. Its consequences cannot be overstated. Arguments that H.R.
2795 does not darken the soul of the U.S. economy will inevitably originate from
corporate employees whose sole intent is to broaden the powers of infringement on
behalf of their corporate employers, which corporate employees have never them-
selves crafted an invention and tried to start a company from scratch with the U.S.
Patent as their only asset, as Thomas Edison, Alexander Bell, the Wright Brothers,
Morse and the other legends of American Economic history did.

While many of the provisions of the Manager’s Amendment to H.R. 2795, espe-
cially after they have been mischaracterized as “reforms” when they are elimi-
nations, may be abstract to Congressmen and staff who are distant from the proc-
essing of defending one’s patent in a courtroom, they are, in fact, virile in their in-
tent and intentionally so.

Speaking generally, as an inventor who has been through the entire courtroom
process of getting a patent upheld against a conglomeration of multi-national enter-
prises intent on infringement the inventor needs not only EVERY provision the “as-
piring infringers” are seeking to remove, he needs more.

Indeed, except by firsthand experience of direct courtroom infringer assault, it is
difficult to discern, given the legalistic lexicon in which the provisions H.R. 2795 are
encoded, to comprehend the full measure of their malignancy. Thus granting the re-
quested Limitations of Injunctive Relief when decoded into plain English is the
literal enactment of a “license to steal”. It is a blunt elimination of the patentee’s
right to say “No” (injunction) to the thief, “You can’t copy my invention and sell it
as your own.” It is self-evident that a patent without the right to say “No, you can’t
make my invention and sell it” is no patent at all. The First to File provision, an-
other noxious initiative, plainly stated is another “license to steal” for an amply fi-
nanced corporate giant, like a Japanese conglomerate. It fully enables, for example,
the well practiced craft by Japanese corporate employees of visiting university lab-
oratories and other research facilities with their cameras and interrogating naive
researchers on their discoveries and leaving the premises to immediately file pat-
ents on the inventor’s new discoveries before the inventor himself. First to File
eliminates the inventor’s proof by laboratory notes and records that he is the true
inventor and thus voids his right to his inventions. The Third Party Pre-grant
review is a further provision for potential infringers or their designees to inspect
a patentee’s invention, prior to its allowance as a patent, which provision possesses
the obvious deficiency that the invention can now be copied by the inspecting party
before it issues as a patent, thereby avoiding literal infringement. Pre-grant Re-
view further enables the inspecting party to intrude in the patent approval process
itself and seek impedance of the application or even total blockage of it. Third
Party Reexamination of Post-Grant Review means that an infringer, if this
provision is granted by H.R. 2795, will be able to postpone his request for a reexam-
ination of the inventor’s patent by the Patent Office until after trial. By so doing
he grants himself the power to challenge validity of the inventor’s patent twice,
i)nce in the courtroom and once again, after court if the inventor is upheld and he
oses.

More importantly it enables the infringer to duck courtroom scrutiny of his inva-
lidity argument and avoid full adversarial argument by opposing attorneys on the
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merits of his invalidity case in front of the Court and trial judge. Thus the infringer,
by his Post-Grant Reexamination procedure, can avoid the risk of subjecting his
invalidity argument to the full scrutiny of a detailed courtroom proceeding and save
it for a second bite of the apple beyond the scrutiny of the court and trial judge once
the patentee has won his case. Furthermore, since the Post-Grant opposition provi-
sion removes key protections for the inventor, his patent under the new provision
can be challenged in Post-Grant oppositions by a limitless number of potential in-
fringers up to the very date of its expiration 17 years after it’s issuance. The pat-
entee then, under this new provision will never unequivocally own a patent. He will
thus be unable to secure finances from investors to initiate a commercial enterprise.
The Best Mode requirement which H.R. 2795 seeks to scrap, is fundamental to the
very rationale for a patent authorized by government. As Jefferson and Washington
envisioned it, the patent was a limited exclusivity that could be awarded and en-
forced by government in exchange for full disclosure. Full disclosure would give the
public access to the invention so others could improve on it and advance the state
of the art of the technology. The Best Mode Disclosure requirement ensures and
requires full disclosure of the patentee’s invention in exchange for exclusivity. Com-
promising Best Mode Disclosure, by deleting the requirement that the best specific
embodiment of the invention be disclosed, cheats the public of its right to that full
disclosure in exchange for the public exclusivity to the inventor. Without full dis-
closure it becomes unduplicatable by “one skilled in the art” and the public is cheat-
ed of the use of that art. It further fails to force the inventor to specify his inven-
tion and therefore specify what will become the prior art for future inventions.
The absence of a fully disclosed and fully specified prior art enables inventors to
claim innovations at a later date in later patents, thereby falsely extending their
patent’s lifetime with innovations that were genuinely part of the original invention
but left undisclosed (and unspecified) by the elimination of the Best Mode require-
ment. The remaining provisions, Prior Rights, Assignee Filing, Eradication,
Limiting Damages, Removing the Inequitable Conduct Decision from
Courtroom Adjudication, Limiting Damages and Limiting the User Scope of
Applications, all possess onerous terms for the prospects of the inventor getting
his patents upheld and his new business protected.

These provisions and H.R. 2795 must not be enacted. Despite their characteriza-
tion to the contrary there is not a single provision for the benefit of the inventor.
All are designed to benefit the infringer.
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PREPARED STATEMENT OF JOY L. BRYANT, EXECUTIVE DIRECTOR, NATIONAL
ASSOCIATION OF PATENT PRACTITIONERS

Comments of the
National Association of Patent Practitioners
Regarding
HR2795 — The Patent Reform Act of 2005
(Substitute Bill introduced on July 26, 2005)

Introduction

The National Association of Patent Practitioners (NAPP) appreciates the opportunity to present
its viewpoint regarding the Patent Reform Act of 2005 to the members of Congress. NAPP is an
organization of patent agents and patent attorneys whose practices focus on procedure before the
US Patent and Trademark Office (USPTO). In particular, NAPP’s members are deeply involved
in patent prosecution practice, as a majority of the members are patent agents. NAPP was
founded in 1996 and has nearly 500 members in 13 countries. NAPP conducts two e-mail
discussion forums, enabling its members to communicate on a daily basis. In preparation of
these comments, members were provided with the opportunity to discuss the issues in the e-mail
forum. Therefore, the information presented in this paper is believed to be accurate and
representative of the majority viewpoint of the NAPP membership.

The purpose of the Patent Reform Act of 2005 is to provide a framework for protection of rights
to inventions in the US. It has long been recognized that the US patent system is a primary
engine of the American economy, providing not only a means for protection of inventor rights
but a means for employment for many individuals. Therefore, the Act should provide a
mechanism of encouraging invention by providing exclusive rights to the first inventor, in
accordance with the constitutional mandate to promote the useful arts. To achieve the policy
goal of spurring innovation, patents must have teeth. Placing obstacles in the way of
practitioners and their client-inventors with respect to securing patents will clearly hinder
innovation and remove the financial incentives to invent and disclose inventions. Removing
obstacles promotes the policy goal.

As part of its efforts to assist Congress and its various committees in evaluating this Bill, NAPP
has focused in on how the Act would operate in patent prosecution practice. As practitioners
who seek to procure patents, NAPP members are intimately aware of how such changes would
impact inventors who are seeking patent protection. Unique among patent related organizations,
NAPP combines its knowledge of patent prosecution practice with a pro-inventor perspective to
address prosecution related issues in the Bill.
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Comments by Section
Section 3 — Right of the first inventor to file

NAPP acknowledges Congress’ objective to move towards patent harmonization by changing
our present system from a first-to-invent system to a first-to-file system. In general, NAPP
supports the provisions redefining prior art, including elimination of the /r re Hifmer treatment
of foreign-filed prior art and the elimination of 35 USC §102(d), (e), (1), and (g)(2).

However, NAPP believes that Congress should take one further step to also amend 35 USC §103
to be consistent with the Bill’s proposed amendments to 35 USC §102. More specifically,
35 USC §103 should be amended to ensure that obviousness rejections will only be made based
on prior art that meets the “reasonable and effective accessibility requirement” as set forth in
proposed 35 USC §102(b)(2). Inclusion of this language brings clarity and consistency to the
statute and promotes patent harmonization. European law presently does not allow for “secret
prior art”, such as patent applications filed and pending in a Patent Office but not publicly
available at the time of the priority date, to be applied against a pending patent application in
obviousness rejections. Congress should take measures to ensure that the US has the same
safeguards.

NAPP maintains that should Congress decide to move to a first-to-file system, such a decision
should be made under advisement. NAPP is concerned that moving to a first-to-file system will
result in the following negative effects on the patent system, outside of the interference context:

* Inventors, corporations, and government entities who work with practitioners who have
backlogs may be harmed due to delays in filing. Although practitioners try to prepare
and file their cases carefully and expeditiously and will take up cases in some reasonable
priority order, there will be cases where a practitioner’s backlog will delay in the filing of
a patent application. Such a delay under a first-to-file system can cause loss of the right
to patent in some instances.

e The quality of patent applications will diminish due to rush filings and, hence, the
resulting patents may be vague and indefinite. Such diminished quality will have adverse
effects on the system itself The workload for the US Patent Office will increase
substantially, as rush-job applications will be poorly written and more difficult to
examine. In many instances, such applications will need to be re-filed resulting in
duplicate examination. Alternatively, more provisional applications will be filed and
examiners will be pressed to determine whether or not the provisional applications meet
the requirements of 35 USC §112 in order to determine whether the nonprovisional
application will be afforded the benefit of the earlier filing date. Not only will these
activities result in an increase in examiner work-load, but such activities may result in an
increase in litigation as more defendants will choose to challenge patents based on issues
surrounding the sufficiency of the disclosure under 35 USC §112.

o Rushed filings may lead to increases in litigation based on practitioner malpractice. If a
practitioner’s backlog results in loss of patent rights to a client, it is likely that the client
will sue for malpractice. Alternatively, rush-job applications may result in an increase in
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the number of errors and/or omissions occurring in a patent application, thus leading to a
malpractice suit as well. Such risks may drive practitioners from representing inventors
before the Patent Office, resulting in an increased burden for examiners who will be
forced to work with more pro-se inventors who are unfamiliar with the procedure and
practice before the Office.

¢ Inventors may be harmed by instituting a first-to-file system by eliminating the ability to
remove references by way of the present 37 CFR §1.131 Affidavit Practice. Under the
present system, an inventor has the ability to remove a reference cited against him that
discloses but does not claim the invention, by swearing a date of invention that is prior to
the date of the reference. Elimination of this mechanism has a similar outcome to that
which has been previously stated, either rushed filings or loss of right to patent.
Inventors will be granted no relief in a situation where another party has disclosed but did
not claim the invention and where the inventor can swear an invention date prior to such
disclosure. At a minimum, the rights of first inventors to predate a pre-filing, non-public
patent application that fails to claim the same invention should be preserved.
Alternatively, inventors should not have their inventions declared obvious in view of
prior-filed applications that are unpublished and therefore, do not meet the “reasonable
and effective accessibility” requirement.

In conclusion, NAPP advises Congress that movement to a first-to-file system will likely result
in an increased burden on the Patent Office coupled with a potential increase in the amount of
litigation focused on practitioner malpractice and challenges to patents based on sufficiency of
invention disclosure. In addition, should Congress choose to adopt a first-to-file system, NAPP
strongly suggests that, at a minimum, Congress incorporates language into 35 USC §103
requiring that obviousness rejections be based only on prior art that meets the “reasonable and
effective accessibility requirement” as set forth in proposed 35 USC §102(b)(2). Last, Congress
should not decide to move to a first-to-file system without ensuring that there is international
acceptance of a pre-filing one-year grace period, which would allow inventors to perform some
test commercial activities without foreclosing the possibility of filing for a patent. NAPP is in
favor of patent harmonization, provided safeguards are adequately made to ensure that inventors
and practitioners will not be harmed.

Section 4 — Right to Patent

NAPP supports the changes in the Bill regarding the right to patent which mostly relax the
requirements of oaths and permits assignee filings. NAPP believes that such changes will
improve our present patent system.
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Section 5 — Duty of Candor

NAPP supports the changes in the Bill regarding the duty of candor. In particular, NAPP
appreciates Congress’ attention to the problem of regular, litigation-inspired accusations of
misconduct against practitioners. The US Patent Office is best positioned to judge accusations of
misconduct with respect to patent prosecution procedures. In addition, NAPP supports the clear
and convincing evidentiary standard required for a finding of misconduct. Lastly, NAPP
supportts the imposition of a duty of candor and good faith on individuals who are parties adverse
to a patent or application for patent in contested cases before the Office. NAPP believes that
these changes will enhance our present system by minimizing litigation resulting from charges of
misconduct.

Section 6 — Right of the inventor to obtain damages

NAPP previously opposed a provision of the draft bill that would have limited damages to
components of a patented invention. While the provision remains in the present Bill, the
wording has been softened to ensure that the court will consider the issue, “if relevant and among
other factors.” (35 USC §284(a)) Although this wording makes the provision more acceptable,
it appears that the provision has now become unnecessary. The courts already have the authority
to consider this factor “if relevant”. Either the Bill should list all factors relevant to the same
damages calculation, or this section should be stricken. Listing one particular factor in the
statute has the effect of placing undue emphasis on the listed factor over other factors that are not
listed. This should not be Congress’ intent.

Section 7 — Post-grant procedures and other quality enhancements

Section 7(a) — Publication

NAPP remains opposed to the proposed amendments to 35 USC §122(b), requiring publication
of all applications at 18 months unless the application is either 1) no longer pending; 2) subject
to a secrecy order; 3) a provisional application; or 4) a design patent application. NAPP views
such publication as harmful to applicants who only seek patent protection in the US. Mandatory
publication removes any potential fall back to trade secret protection in the event a patent is not
awarded. For many small entity inventors, having the ability to fall back to trade secret
protection in the event a patent does not issue, provides some comfort to the fact that the time to
a first office action is presently exceeding 18 months. Mandatory publication will likely result in
small entity inventors deciding to opt for trade secret protection over the “gamble” of patent
protection. This type of decision takes away from the storehouse of knowledge found in our
patent system. Would it not be better to encourage application, permit requests for non-
publication, and add to the storehouse of knowledge once a patent issues than to discourage
application and receive nothing? The proposed provisions are one-sided and unfair to applicants
who have decided to only seek protection in the US and strips applicants of any protection
should their inventions be found not patentable.
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When Congress passed the law requiring publication of applications filed abroad, the USPTO
assured applicants that the then-average of 14 months to first Office Action would be shortened
further, allowing most applicants to see a first Office Action and make at least a partially
informed judgment of whether to withdraw their applications instead of allowing them to
publish. Since then, average pendency has grown, such that first Office Actions nearly always
take longer than 18 months from the filing date. This is not the time to expand required
publication.

Another problem with universal publication is that the current “provisional rights” damages
system is woefully inadequate, so if a third party practices the invention before the patent issues,
there is usually no recourse. This problem arises from the limitations in existing 35 USC
154(d)(1)(B) & (d)(2) that the third party must have had “actual notice” of the published patent
and that the claims must be published in a form “substantially identical” to the claims as
ultimately issued. These provisions do not reflect the fact that third parties can view the entire
file history of published applications through the Internet, including not only the publication
document but also any amendments to claims.

Should Congress decide to adopt mandatory publication of all applications, (a) the publication
period for applications not published abroad should be revised to allow applicants sufficient time
to make a decision whether they wish to withdraw their applications and keep their inventions as
trade secrets, based on at least a first office action on the merits, and (b) the provisional remedies
against those who practice the invention during the period between publication and issuance
ought to be strengthened by relaxing the two constraints mentioned above.

Section 7(d) - Reexamination

NAPP is opposed to the provisions in proposed 35 USC §315(c) that cramp the estoppel against
parties who try but fail to invalidate an issued patent through inter partes reexamination. A party
should have one, and only one, contested chance to invalidate a patent. A party should not be
able to try to invalidate a patent through infer partes reexamination on a first ground, lose, and
then continue to challenge the same patent’s validity on a second ground through litigation or a
second reexamination proceeding. Allowing repeated attacks by the same party on a patent fails
to provide the patentee with any finality or closure with respect to the matter. For that reason,
that NAPP opposes the provision that relaxes current law and allows for multiple challenges to
issued patents.

Section 7(f) — Post-Grant Opposition Procedures

NAPP supports post-grant opposition with several reservations:

e 35 USC §322(b)(1) permits the identity of a real party in interest to be kept
separate from the file of the opposition and made available only to Government
agencies or to any person upon a showing of good cause. However, Congress has
failed to provide any definition of “good cause.” Congress is urged to define
what constitutes “good cause” and to not leave this term open.
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e 35 USC §324 fails to allow oppositions to address validity defenses under
35 USC §135(b).

e NAPP supports the standard of “substantial question of patentability” set forth in
35 USC §325(a)2).

e NAPP supports the change to 35 USC §325(d) allowing for a stay of the
opposition if a court action is filed. However, it is unclear as to why the stay will
only be granted it the infringement action is filed within 3 months after the grant
of the patent. This amount of time seems arbitrary and excessively short. NAPP
suggests that the time limit either be removed or extended.

e NAPP opposes the limitation set forth at the end of 35 USC §327, where the
scope of the claims cannot be enlarged during the opposition proceeding.
Broadening amendments can be done through reissue during the two-year period
immediately following the issuance of a patent. The restriction placed in this
section seems inconsistent with the “broadening reissue” practice. NAPP believes
that this limitation will lead to complex, redundant procedures. Opposition
practice should be consistent with reissue practice.

e 35 USC §332(a) sets the standard for the burden of proof as a “preponderance of
the evidence.” NAPP recommends that the standard be raised to that of a “clear
and convincing” standard. Despite the fact that the patent is being opposed, it is
an issued patent and has undergone official examination before it has issued.
Moving to a lesser “preponderance of the evidence” standard casts doubt on the
validity of all patents issuing from the USPTO.

e 35 USC §336(a) contains overly weak estoppel provisions. An opposer can
continue to challenge the validity of a patent based on “any issue of fact or law”
that is not “actually decided by the panel and necessary to the determination of
that issue.” Accordingly, opposers can bring in second proceedings: (1) legal
arguments not previously made supportive of the same defense rejected in the
opposition; (2) new facts to support a rejected defense; (3) legal or factual
arguments not actually decided by the panel but raised in support of a rejected
defense; (4) legal or factual arguments expressly rejected by the panel but that a
later court or body determines was not “necessary to the determination” of the
rejected issue. These types of repeat challenges multiply litigation and should not
be allowed.

o Congress has failed to address the issue regarding patent term that NAPP raised in
its earlier comments. The code should allow for patent term extension with
respect for delays in issuance of patents subjected to opposition proceedings.

Section 8 — Submissions by third parties

In general, NAPP supports the provisions in proposed 35 USC §122(e), allowing for preissuance
submissions by third parties. However, Congress should require that the person submitting the
prior art must disclose the real party in interest. This avoids the practice of practitioners being
used as proxies, hiding the true identities of the submitter.
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Section 9 - Venue

NAPP has no comment with respect to the proposed venue provisions as this is outside the scope
of practice before the US Patent and Trademark Office.

Conclusion

NAPP respectfully requests that Congress kindly consider its comments and concerns. NAPP
believes that correction of the Bill to address the concerns set forth in this document would lead
to clarity of the Bill itself and a better chance for consensus by the many diverse groups. NAPP
remains willing to assist in mark-ups and/or by way of providing explanation from a practical
perspective relating to any proposed revisions to the Bill.
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PREPARED STATEMENT OF STEPHEN WREN, INDEPENDENT INVENTOR AND ACTUARY

Mr. Chairman, Ranking Member Berman and other distinguished Members of the
House Judiciary Subcommittee on Intellectual Property,

Thank you for holding this September 15, 2005 hearing on proposed changes to
the U.S. patent system—the best and strongest in the world. I am submitting my
testimony in writing with the hope that it will become part of the public record by
way of this hearing because it is apparent that the voice of the independent inventor
concerning this legislation has been heard little if at all to date.

There are many witnesses who have testified before this committee this year that
have claimed to speak on behalf of independent inventors, small businesses and oth-
ers entities who clearly will be harmed by the Amendment in the Nature of a Sub-
stitute to H.R. 2795, the Patent Act of 2005. To my knowledge, there has been little
testimony on this legislation before this committee from actual inventors who have
substantial first-hand experience with the U.S. patent system and the inner work-
ings of the U.S. Patent and Trademark Office.

I am an inventor with such experience as relates to the issues before the sub-
committee. Quite frankly, my patience with the system has run its course. Unless
real and positive changes are made within the U.S. Patent and Trademark Office,
my present invention will be my last. Getting a patent in today’s patent system is
just too hard, too time consuming, too frustrating, too expensive, and too risky.

REFORM THE PATENT OFFICE BEFORE CHANGING THE UNDERLYING LAW

In my view the problems inventors currently face are within the USPTO and not
in our underlying patent laws. This differs radically from nearly all of the testimony
previous})y presented. How many of those previously testifying have had personal ex-
perience?

The USPTO is in a crisis. The problem for inventors and small companies is that
application pendency—the time it takes to get a patent allowed and issued—is far
too long. I, for example, have patent applications with a pendency of over 13 years.
Mr. Chairman, inventors, universities, and small companies simply cannot and will
not continue to innovate with such long pendencies. It places a terrible burden on
us to fund research and development and greatly increases our patent related ex-
penses. Such pendencies make the patent system a sport of kings and eliminates
independent inventors and small firms from participating. Moreover, legal changes
in the 1990s such as changing patent term to 20 years from “date of filing,” only
further erode the value of a patent. By the time it issues with these lengthy
pendencies there can be hardly any patent term left. There may be none. With these
pendencies alone, by the time your patent issues your technology is most often out-
dated and worthless.

PATENT QUALITY IS NOT THE TRUE AIM OF THE MANAGER’S AMENDMENT

Many supporters of this legislation speak of problems with patent quality. How-
ever, based on litigation results over the past few years decisions have been pretty
well split 50/50 between patentee and infringer. That result suggests there is no
great problem with patent quality in terms of the USPTO issuing invalid patents.
Proponents who use this argument are simply not supported by the facts.

Rather, the problem from my experience is that the USPTO is too hesitant to
issue patents, not that they are issuing them too hastily. That theory would in part
explain why pendencies have increased so substantially. If the committee would sur-
vey practitioners and applicants anonymously, I believe you will find they too feel
long pendency is a significant problem. Many have told me so confidentially. It is
difficult to believe, but the USPTO has to my knowledge and with all whom I have
spoken, failed to survey applicants and their attorneys for feedback on many impor-
tant matters. How can they faithfully serve their customers and the public if they
do not know what customers want and need?

Therefore, contrary to what proponents claim regarding quality of patents issued
being the problem, it is those patents that are not issued where the true problems
lie. The changes therefore being proposed by the Intellectual Property Owners Asso-
ciation (IPO), AIPLA, the Business Software Alliance and others—mainly large cor-
porations or alliances of them—are at best unnecessary and at worst dangerous as
many provisions would only further erode the patent system and act as a disincen-
tive to invent for independent inventors and small companies. This is a very impor-
tant segment of our intellectual property society—the part most often responsible
for breakthrough technologies which open new fields.

My belief is this false issue of patent quality is being promoted before this sub-
committee by large, multi-national companies to push for changes in U.S. patent
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law which will not strengthen it and therefore encourage innovation, but rather
weaken it and thereby discourage innovation. As I review the Manager’s Amend-
ment I feel there are several portions that will have a substantial negative impact
on the capabilities of small entities to benefit from the patent system. Further, I
understand that with the Manager’s Amendment revenues that have been diverted
from the USPTO, fees that all entities—large and small—pay, will hereafter com-
pletely go to the agency instead of to other non-patent/trademark related issues. It
will then be a true user fee instead of a hidden tax on inventors. With this funding
change about to be instituted, why would Congress even consider changing the
strongest and best patent system in the world before first seeing how the funding
change will affect the system? The funding change alone may significantly reduce
the need for if not eliminate any further legitimate need for changes in patent law.

MANY WHO CLAIM TO SPEAK ON BEHALF OF INVENTORS AND SMALL BUSINESS DO NOT

Testimony from this year and from years past has caused me to try and help edu-
cate anyone connected to the U.S. patent system. As I indicated earlier, many orga-
nizations that have testified before this committee and before the Senate have stat-
ed they represent “small business and individual inventor members.” Specifically,
the Intellectual Property Owners Association claim they represent small businesses
and independent inventors. They do not.

In viewing the composition of the IPO’s committees, only large firms are rep-
resented (Microsoft, Xerox, Intel, . . .), as well as the large law firms (Kenyon &
Kenyon, Howrey Simon, Drinker Biddle, . . .) who represent them. IPO, therefore,
is merely a trade organization of large companies. It does not represent small com-
panies and individual inventors to any meaningful degree. Consequently, organiza-
tions such as IPO that claim to speak on the “little guy’s” behalf are misleading the
committee at best.

WHAT PATENTS MEAN TO THE INDEPENDENT INVENTOR

Some proponents speak of patents “being used to suppress competition.” They are
correct. That’s the point of patents in the first place. The idea was always to grant
to an inventor for a limited time exclusive use of their invention—e.g. a monopoly—
as a reward for the advantages society receives from the invention.

Out of thousands of patents issued by the Patent Office each year, some will un-
avoidably be bad. However, if patents are of poor quality—bad—they likely will lose
in court, or far more likely never make it to court and therefore be of no con-
sequence. On the other hand, if patents are valid they will suppress infringers to
the benefit of both the inventor and society, which was the purpose of the patent
system. If a patent really is “junk” it is highly unlikely anyone will attempt to en-
force it. Contingent attorneys, for example, will quickly see these facts and not
waste their time on a lost cause. Contingent attorneys who cannot tell the difference
between good and bad patents will not be in practice for long.

I am sincerely curious whether those who support these so-called reforms and
make such broad statements have ever personally tried to enforce a patent? Do they
speak from experience or do they just wail away at what they don’t understand like
bloggers? Ignorance is bliss. More disturbingly, other proponents have their own
agenda, and it is not to encourage innovation. These shadowy figures lurking, not
always in the background, if left unchecked will cripple America’s technological edge
and thereby its long-term economic outlook.

Likewise, many supporters of the bill rally around the concept that people are
concerned about suspect and overly broad patents. As above, if a patent is overly
broad or issued in error it will seldom be enforced or hold up. Patent owners think
long and hard before asserting a patent because of the cost. Keep in mind it costs
the patent holder about the same in court as it costs the accused infringer. That’s
why few patent cases ever make it to court (roughly 97% of patent suits filed are
settled out of court). No one wants a nuclear war. Therefore, all this hand wringing
over bad patents is merely pretense to anesthetize and paralyze the patent system.
It is but a red herring.

The real issue with these proponents is that big companies don’t like it when
small companies, universities, or independent inventors assert patents against
them. The only patents big companies tolerate are their own. Even then their inter-
est is merely as a tool to defend, not to truly innovate. Also and oddly enough, they
by far own the largest number of patents. But of course from their view, only theirs
are valid. I find this hypocritical. It is also disconcerting given the likely outcome
of their assault on our patent system and to our nation’s future innovation and
economy that is directly dependent upon the innovation the patent system encour-
ages.
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BILL IS ADDRESSED TO HURT SPECIFIC ENTITIES TO THE BENEFIT OF OTHERS

As I stated earlier, the patent system is becoming a sport of kings. This bill will
only worsen the situation. It prices small concerns out of the market and in so doing
only further ensconces big companies in their markets, further cementing their
stranglehold. The pending bill will only further widen the gap between the haves
and the have-nots and the public will pay the price in the end with higher prices
and inferior goods due to reduced competition.

Certain witnesses and companies have complained about so-called “patent trolls.”
This label is most always used by large companies to describe small entities that
have the audacity to assert patents against them. They have lost in court and so
now they dissemble aiming to corrupt the patent system, even if it permanently
damages the country. IPO itself has used this nonsensical term. It is interesting to
think that though IPO claims to represent “small business and individual inventor
members,” they speak like a big company. The IPO is not a sheep. It is a wolf. “Pat-
ent troll” is then a farce used by these large and unscrupulous parties in an attempt
to defame inventors and small companies, and mislead Congress about what is real-
ly going on within our nation’s intellectual property system. It is another red her-
ring, attempting to obscure Congress from the truth.

Proponents of this legislation use the argument that there is something implicitly
wrong with a party who owns patents in only selling or licensing them and not actu-
ally building or using the patented technologies themselves. However, for over a
century independent inventors have done just that. Edison himself was prolific in
selling his ideas to other parties. Bell left the business end to others. Many inven-
tors feel uncomfortable from past experience in commercializing their own inven-
tions and prefer to leave that to those with more business acumen. Others simply
prefer to invent and are happy to leave the business end to others. Clearly then,
there is nothing wrong with an inventor leaving the business side of the invention
to others such as through licensing of the technologies patented or an outright sale.
Whoever coined the phrase “patent troll” was either ignorant of the invention field
or a sly dissembler.

LARGE COMPANIES DON’T INVENT

Still, it is the breakthroughs that lay the foundation for new fields. Before one
can refine they must first establish. I am of the opinion that large companies will
never seek to create markets for new technologies. They would rather wait until
someone else does it then swoop in to use their large capital reserves to scoop up
a large share of the developing market. Without a strong patent system independent
inventors and small companies are at their mercy. Without a strong patent system
there will be no independent inventors or small companies who risk all to create
new markets for innovative technologies. That is why these large multi-national en-
tities—with few exceptions—are begging Congress to make changes to U.S. patent
law.

BAD PROVISIONS IN THE MANAGER’S AMENDMENT

My firm belief is that many of the provisions included in the Amendment in the
Nature of a Substitute will irreparably harm small entities dependent on strong in-
tellectual property laws here in the U.S. Without independent inventors and small
companies to take the dare there will be a dearth of leadership into new promising
technological fields—only a never-ending stream of minute cosmetic changes to a
worn and musty product line. Without independent inventors and small businesses,
our nation’s economy will suffer. Many of these proposed changes will tip the scales
of justice in favor of those with the deepest pockets and will thereby prove the
undoing of small entities and independent inventors.

In part, I have strong concerns about the following provisions: First-to-File, Prior
User Rights, 18-month publication for domestic applications, and Third Party Re-ex-
amination. Each of these provisions benefit large, deep pocketed organizations and
corrupt companies to the detriment of inventors and small business owners, many
who will face unaffordable expenses and terrible consequences as a result of this
proposed legislation.

With Prior User Rights, small entities could face the near impossible task of com-
peting against a well-funded corporation. This possibility will only add to the dif-
ficulty for those who seek funding from third parties such as venture capitalists.
The risk will be that they may invest in a startup who at some later date in spite
of having invented the product or technology may have to compete with a far larger
competitor. This prior user provision then places in doubt the exclusivity right of
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a patent which was a fundamental principle as espoused in the U.S. Constitution.
Funding sources will understandably be tentative.

The publication at 18 months from filing an application is another provision of
this legislation that would place small entities and inventors at a disadvantage.
What is now accomplished in complete secrecy will at 18 months be throw open for
the world to see. Currently, anyone who doesn’t file overseas has the option of NOT
having their intellectual property known before protections are guaranteed. This
will eliminate that option. Once published, the inventor will have to maintain his
lead in an invention that may yet need refinement against an army of far better
funded adversaries. Often times, such as in the case of the television, perfecting an
invention to make it ready for the marketplace can take years. Such was the case
with Bell and his telephone, Philo Farnsworth and the television, Morse on the tele-
graph, and the Wright Brothers on the airplane. It took Chester Carlson years to
develop xerography to a practical state. Often, this is the case. This provision will
place small entities therefore at a critical disadvantage. It would force them into a
situation where they will have to compete with a far better funded firm before they
are ready. As above, this further erosion of the patent system will discourage inven-
tors and investors and thereby innovation. Such then is the problem with both First
to File and 18 month publication.

How is an inventor protected after the 18-month publication should it be deter-
mined later that the “invention” was not patentable? Trade secrecy is the current
option and that effectively will be taken away via publication. The danger of course
is that inventors will begin more widely using trade secret protection where pos-
sible. But to encourage disclosure was another reason the patent system was estab-
lished in the first place. The inventor discloses the invention and in return receives
exclusive use of their invention for a limited time. It seems to me this provision will
undermine an important reason the patent system was created.

I have similar concerns about the First To File provision. Clearly, the advantage
would be to well funded organizations who can much more readily prepare a patent
application—specially having been tipped off by an inventor. That would present an
impossible uphill climb for the inventor and encourage invention theft. I recall the
confusion physicist Gordon Gould who invented the laser had when he delayed filing
for about a year. In the interim another did. Fortunately, our First to Invent provi-
sion gave the patent to the true inventor. Similarly, Alexander Graham Bell came
very close to being beaten to the Patent Office by Elisha Gray. Had he been 1 day
later and had the proposed First to File provision been in effect, the Americana
catch phrase would have become “Ma Gray.”

Another related concern is that the change to First to File will only further
swamp the patent office. Large companies who are already inundating the PTO with
applications will only increase the amount of applications they are now filing in an
attempt to beat small entities to the punch rather than first perfecting an invention.
The result will be a further overwhelmed examining body struggling to keep up with
a weighty load. Clearly, large firms are far better able to use this shotgun approach
with applications. This may be an important reason for the current backlog on
unexamined applications causing these dangerous pendencies. This use of greater
resources and funding will further place small entities at a disadvantage. The result
is similar to the advantage large entities have over smaller adversaries now in the
courts. Large companies will be able to use their size alone to gain a competitive
advantage, just as they now do in the market place. Historically the patent system
has had a leveling affect making smaller entities more competitive which in turn
forced larger entities to stay current in technologies rather than just rely on their
superior size to maintain market dominance. I am extremely concerned that nearly
all of the proposed changes will have a considerable detrimental affect on competi-
tion.

CORPORATIONS VS. SMALL ENTITIES

Patent law affects different business sectors differently. So it is imperative to un-
derstand that simply because large companies in one sector of the economy consider
there to be problems with the law, their proposed changes (such as in the Manager’s
Amendment) are apt to create undue harm and burdens to others in their field and,
quite likely, some or all parties in other fields. That is why there is such a strong
presence on Capitol Hill of lobbyists who represent the Business Software Alliance,
Pharma and BIO—three “players” who were invited to personally appear before the
committee to testify.

Consider what history has shown: independent inventors and small companies are
most often responsible for technological breakthroughs. Witness Edison’s light bulb,
Bell’s telephone, the Wright brother’s airplane, Gould’s laser, Fulton’s steamboat,
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etc. The list goes on. Large firms rarely, if ever, have excelled at breakthrough inno-
vations. Corporations have the wrong culture for it. Theirs is a culture of refinement
of existing technologies, not on trail blazing new fields. There is too much risk for
them in getting too far afield from their existing product line. As a case in point,
when Alexander Graham Bell offered the telephone to Western Union, William
Orton the then President of the giant telegraph firm rejected his offer and replied
“what would I do with such a toy?”

CONCLUSIONS

Patent law in the U.S. is critical to our economy. Patents are the lifeblood to all
but the largest players in industry. Large corporations can readily compete and even
dominate without patents. I suspect if you could hear what they say behind closed
doors you would find their preference would be no patent system at all. That would
provide far less risk to their market dominance. Without genuine intellectual prop-
erty, there is little chance for all the rest. It is our intellectual property laws that
have enabled competition in our country and placed us where we are currently in
the world—Number One. We need to think carefully and study thoroughly before
we make changes to them.

Before considering any further changes to the current U.S. patent code, let re-
forms at the USPTO take place first. Do not put the proverbial cart of changes to
our underlying patent protections before the horse of adequate funding to the
USPTO. Also, please remember that changes take time, so don’t act in haste be-
cause large multi-national corporations are making these requests. I for one do not
believe that they are acting with the best interest of our country at heart, but rath-
er their short-term bottom lines.

There is much more at stake here than saving a handful of large multi-national
companies litigation costs. My hope is that Congress will take the time and put in
fhe needed effort to understand the consequences before proceeding with this legis-
ation.

PREPARED STATEMENT OF RONALD J. RILEY, PRESIDENT,
PROFESSIONAL INVENTORS ALLIANCE USA

Mr. Chairman, Ranking Member Berman, and other distinguished Members of
the Intellectual Property Subcommittee.

My name is Ronald J. Riley, and I am an inventor. I founded the Professional In-
ventors Alliance USA to bring a voice to Washington, D.C. since, generally speaking,
anytime Congress approaches reforms to the U.S. Patent and Trademark Office and
to the underlying patent laws of the United States, inventors are for the most part
left out of the debate. In general, Congress hears from patent counsels who rep-
resent large corporations, such as the multinational organizations that support H.R.
2795, or any of its variations that have come to pass since its introduction in June.
A most interesting thing to point out is that there is a so-called red-line version of
the bill now referred to as the “consensus” draft. It turns out that 33 companies got
together and decided that this is what they want from Congress.

Thirty-three companies may make a consensus in the eyes of a few, but to those
of use who use and depend on the current and strong patent system, we question
the wisdom of accepting such a draft without full and comprehensive hearings that
everyone can understand. This issue, while arcane, is one of the most important
issues that will ever come before the U.S. Congress. It goes right to the heart of
why our country is a world leader on so many fronts.

Promoting the General Welfare of the Constitution does not, in my opinion, mean
writing laws that seemingly benefit one sector of the nation to the detriment of the
general public. Quite frankly, the public interest will not be served by the passage
of H.R. 2795, or any of the variations that I have read to date. Moreover, the Con-
stitution discusses specifically the exclusive rights conferred to authors and inven-
tors to their respective writings and innovations. The legislation challenges the con-
stitutional framework of exclusive rights for intellectual property owners in many
ways.

Additionally, proponents of this legislation suggest that these proposed changes
will lead to more quality patents, less litigation, harmonization, and, somehow, more
innovation. Those of us in the Professional Inventors Alliance could not disagree
more with that assessment and we believe that the very large entities promoting
this legislation are not being entirely accurate with their descriptions of the legisla-
tion to Members of this subcommittee, nor are they presenting the big picture of
how this legislation could negatively impact our economy.
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I also would like to address something that I find very interesting. Proponents
of patent reform tend to use questionable and sometime insulting terms in order to
paint opponents of patent reform in a certain way. In the 1990s, the so-called sub-
marine patent was the base issue that was showcased to obtain changes to the pat-
ent system. This year, it seems to be the term “patent trolls.” This term refers
insultingly to those companies and/or individuals who trade in patents which they
have obtained one way or another—legally—from inventors. In the United States,
which was founded on the concepts of free enterprise and ownership of property, try-
ing to stop such legal activities is questionable at best. If an inventor can do better
by placing his invention in the hands of a professional patent marketer, this should
not be thwarted. This is no different, in reality, than using a real estate agent for
selling a house or commercial space.

Q. Todd Dickenson, the former director of the U.S. Patent and Trademark Office
and now a counsel to General Electric, testified on July 26 of this year before the
Senate Judiciary Subcommittee on Intellectual Property that General Electric was
a patent troll. In fact, he stated that almost every large company with patents is
in some fashion a patent troll. So I hope this discussion of the so-called patent troll
can be deleted from the debate.

Intellectual property rights are as important as real property rights. As you all
well know, the United States Supreme Court recently held in the Kelo decision that
local governments may force property owners to sell out and make way for private
economic development when officials decide it would benefit the public, even if the
property is not blighted and the new project’s success is not guaranteed. It is appar-
ent that Congress understands how controversial the Kelo decision is. Real property
and the laws regarding takings are easier to comprehend as Congress has stepped
right up to address the Kelo decision in several ways.

With all due respect to the Members of this Subcommittee, the Professional In-
ventors Alliance views all versions of H.R. 2795—including the Manager’s Amend-
ment and the so-called Redline version—the way real estate property owners view
the Kelo decision. Many provisions of the legislation that the supporters claim will
improve the system will, in fact, take intellectual property right out of the hands
of the actual inventor without just compensation, or any at all for that matter.

Private property is a foundation principal that has set our country apart from the
rest. Fundamentally, many provisions found in the many versions of H.R. 2795 are
to intellectual private property rights as the Kelo decision is the real private prop-
erty rights. Therefore, it is with great hope and encouragement that the distin-
guished Members of this subcommittee and the rest of Congress, should the legisla-
tion progress forward, take a very, very close look at why the Professional Inventors
Alliance believes strongly that provisions found in the many versions of this legisla-
tion will have disastrous effects on independent inventors, small- and medium-sized
businesses throughout the country, and the economy as a whole.

First to File

Every version of this legislation of which I am aware includes a provision known
as First to File. Supporters of this system say that this change from the current
and stronger “first to invent” system will stop the time-consuming “interference”
legal arrangement necessary in determining who actually is the first to invent
where such a question arises; therefore, there will be less litigation. This is false
in that the numbers of patents that go through interference are minute. According
to the U.S. Census Bureau and U.S. Patent and Trademark Office, in 2003 there
were only ninety (90) inter partes interferences declared out of 367,000 patent appli-
cation filings; there were 2721 ex parte interferences. This comes to .0076 of a per-
centage point. The bottom line is that there are not a lot of these cases brought
through the system.

The reality of a first-to-file system is that patents will be of less quality; prior art
will not be researched thoroughly, if at all. In the race to file a patent, companies
likely will file as many patents as quickly as possible thus jamming up the patent
examination process with unnecessary proceedings. Such a system will encourage
incomplete and poorly drafted concepts. These facts will make the system more—
not less—litigious than the first to invent system. In fact, it could open the patent
attorneys up to malpractice suits IF they didn’t beat someone to the patent office
to file the application.

A significant side effect of first to file is that the large number of published patent
applications which do not proceed to become issued patents become pseudo prior art
which then is used to interfere with subsequent inventors getting the patents they
are due. In other words, the “new” prior art is actually very poor and will lead to
less quality in future patents. This runs contrary to what those who are promoting
this legislation say with respect to this legislation.
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As we all know, harmonization is one of the “reasons” Congress is working to
alter our patent system. Well, Japan has the first-to-file system and firms tend to
file applications as soon as possible to prevent their rivals from using the invention
before them. The point of this statement is that it shows that companies will game
the system. Proponents of changing the U.S. system to one that is not as strong
point to several scenarios as examples for why changes in the system are needed.
Congress should be aware that there are calls for changes to the Japanese system,
itself, because their system facilitates wholesale theft of their inventions.

Finally, under a first to file system, far too many questions exist to determine how
it will impact our tried and true system. For many patents—especially extraor-
dinarily innovative ones—it takes years before a patent issues. There is a long pend-
ing timeframe now that is getting longer. The question then becomes: When does
a first-to-file patent become a “real” patent? Also, when do subsequent filings that
also may be “real” patents—get their chance at being issued and not stopped by
failed first-to-file filings? In other words, is the first to file filing really the inven-
tion? This is a clear case of unintended consequences that will clog up the examina-
tion system and further clog up the courts with litigation that currently is non-exist-
ent under the first-to-invent system.

18-Month Publication of all domestically filed applications

It is with great interest that I hear all of these corporations discuss harmoni-
zation with other countries’ patent systems. We always hear specifically about Ja-
pan’s patent system, and apparently the promoters of this legislation think highly
of that system.

Just this past July, an article from a Japanese media outlet written by Yomiuri
Shimbun was published. I have included the article at the end of this written testi-
mony and ask that it be made part of the official record.

The central theme to the article was that Japan’s intellectual property competi-
tiveness is in decline. Interesting points were made about what Japan is giving
away in terms of economic resources. The director of Japan’s External Trade Orga-
nization’s Intellectual Property Rights Beijing Office last year visited the head office
of the Haier Group, China’s largest consumer electronics maker. A Haier Group offi-
cial “proudly” told the Japanese IP official that they use dozens of computers to
search for patent applications submitted to the patent office in Japan, the United
States and European countries to obtain useful information to develop “their” prod-
ucts. The Chinese company’s official noted that it was for that reason alone that
their company spends only small amounts of money on research.

Rightfully stunned by the information, the Japanese IP director of External Trade
discussed his experience with the head of a private patent office in Tokyo, who then
turned around and asked his colleagues to figure out how often patent applications
were being reviewed on the Japanese patent office’s website from people in China
and South Korea. Each day, from these countries respectively, Japan’s patent office
website was hit 17,000 and 55,000 times.

This is astounding information that I hope the subcommittee understands. This
Congress is on record as being very concerned about piracy by unscrupulous over-
seas firms. Foreign competitors, many whom we know already are stealing such in-
formation, can move forward untouched while harming the true creators and
innovators of new discoveries and ideas. Japan’s system is leaking and Congress is
embarking on changing our laws to be in line with their poor ones. Legislation at-
tempting to harmonize with Japan and the E.U. must be reconsidered closely and
thoroughly. Perhaps Japan and the E.U. need to adopt some of our intellectual prop-
erty protections.

The article discusses that the IP competitiveness is a foundation of Japan’s na-
tional strength. PIA argues that our current patent system, which has served this
country well for over 215 years, is the foundation for our country’s economic and
innovative strength. There is a reason why the U.S. is a leader in the world al-
though we are one of the youngest countries on the globe. The U.S. respects per-
sonal property, both intellectual and real property. In other countries, this is just
not the case. That is why the Professional Inventors Alliance finds it alarming that
Congress is actually looking to weaken our system of intellectual property rights
protections that currently exists and are the strongest in the world.

The pre-patent world publication after 18 months devalues the application process
and actually makes it an adversarial opportunity for unscrupulous entities seeking
to steal ideas from those legitimately going through the system. Therefore, the
newly knowledgeable firms—both international and domestic—with an ability to re-
view such published applications can begin to advance a not yet patented innova-
tion. With the U.S. Patent Office’s internet site, people around the world can see
the details and begin to pirate and market ideas that are currently held in secret.
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This devalues the both the application and patent to the point where going through
the system will prove more harmful to an inventor/small business trying to secure
exclusive rights guaranteed by the Constitution. This cannot seriously be the intent
of this Subcommittee, but it is the reality.

Pre-grant publication is ill-conceived. Cutting-edge technologies take many years
to go through the patent system. Right now, if an inventor files overseas they know
that the application will be published after 18 months. This proposed legislation
takes away even this modest protection—the current domestic filing with no publi-
cation—from the actual inventor. Moreover, for domestically filed applications, pub-
lication at 18 months worldwide of the application details that which historically in
the U.S. has been held in confidence (secret) will harm the actual inventor.

Secrecy ALWAYS has been a key ingredient of the U.S. Patent System. In fact,
the Patent Office always has kept the details secret until a final decision was made
regarding patentability. Under the current system, if the domestic-only filed applica-
tion is not granted a patent, all of the information surrounding the application are
returned to the inventor sealed thereby allowing the actual inventor to rework the
application OR go the way of trade secrets. This provision, which is in all of the
proposals, will take away this opportunity for inventors and small businesses to
take their ideas and move forward and prosper even without patent protection but
through what is known as trade secrets.

Third-Party pre-grant review

Publication and third-party pre-grant review go hand-in-hand. This also is an at-
tempt to harmonize the U.S. Patent System with that of the Japanese. This pre-
patent/pre-publication review allows rival companies—both foreign and domestic—
to learn the details of the innovation and challenge the examiner during what is
now done in total secrecy. To reiterate, secrecy is very important so that the true
inve?tor is protected and he/she can be assured the exclusive right to it and receives
royalties.

Aside from allowing others to learn all of the details of the applications before
they are protected, adding this procedure for third party review will add delays to
a patent. It also provides competitors time to research and learn more about the
innovation in order to make their best objections against claims allowed by the pat-
ent examiner.

This provision will add extra hurdles to the patent process to the detriment of the
applicant (i.e., actual inventor). This will lengthen the time toward granting a pat-
ent, not lessen the time as proponents of the legislation claim. Moreover, this adds
yet another place for unscrupulous competitors to learn about the innovation, put
it into use and therefore claim prior use. This provision adds an additional measure
to lessen the quality of the patent.

The third-party participation in pre-grant reviews provision devalues the patent
by allowing entities to learn and challenge what is currently being done in secrecy,
which is very important so that the true inventor is protected and can be assured
the exclusive rights to receive royalties. This participation also will delay the patent
and further burdens to the examiners, which—according to Under Secretary Jon
Dudas—are already over encumbered with work.

Third-Party Reexamination

It is with great hope that every member of this subcommittee understands exactly
it is that is being proposed in this legislation. The current Inter partes examination
proceedings differ from the proposed post-grant opposition proceedings in that inter
partes reexaminations already are available under the current process at any time
during the life of the patent and are limited to patentability issues based on earlier
patents or publications describing the invention at issue. This legislation expands
inter partes reexaminations by removing the limitation that any requester is es-
topped from asserting at a later time patent invalidity on any ground that the re-
quester “could have raised” during the reexamination proceeding. This allows con-
tinual post-grant oppositions by an infinite number of entities that obviously will
harm those with limited funding (i.e., small businesses and independent inventors).

Of course, the original limitation was intended to balance the equities involved
in inter partes reexamination, and comported with fundamental notions of fairness.
This is no different than what occurs if an infringer is sued in court and, having
argued invalidity and losing, that same infringer cannot later bring a second lawsuit
seeking to invalidate the same patent.

PIA’s position is that this is but another provision that will harm the small busi-
ness and independent inventor by devaluing the exclusive right to a patent. It also
will severely add to the costs of obtaining a patent and weaken the current system.



211

Prior User Rights

Patent law favors the patent holder who applies the Founders’ desire for placing
patents in the public domain. H.R. 2795, the July Manager’s Amendment, and the
new September 1st red-line version of the bill bring “prior user rights” into U.S. law
to harmonize with Japan and European patent law—expanding on the first-to-file
patent right. Well, I've already discussed how the first-to-file proposal will harm
independent inventors and small businesses. So, let’s go over in detail how this pro-
vision will harm the U.S. patent system to the detriment of not only small business
people and inventors but the interest of the general public.

Prior user rights neutralize and devalue the exclusive rights to a patent. The con-
cept is to allow anyone using technology that is covered by claims made in a patent
to pay no royalties to the patent owner if it can be proven that the prior user actu-
ally utilized the innovation before the patent was issued. Prior user rights provide
an open invitation to commit fraud in an attempt to avoid paying for the rights to
use the patent. Moreover, these proposed rights create a never-ending cause for
more, rather than less, litigation.

First, the inventor or small business must discover the use by the prior user party
then file suit in order to get them to stop using the innovation (current process).
Enactment of this legislation provides a prior user right that would give anyone—
deep pocketed corporations, both foreign and domestic, for example—a new defense
to use the patented innovation at will. This essentially diminishes to zero the value
of the patent if the inventor is a small business / independent inventor and the
“prior user” is a large corporation with a lot of money. The new prior user rights
defense coupled with third-party pre-grant review and 18-month publication fly in
the face of the constitutional provisions rewarding those who disclose and patent
their innovations.

The question raised with allowing prior user rights is: What is the motivation for
an independent inventor or small business to go through the costly patent process
when that patent can be taken by another claiming prior use? Moreover, IF the idea
of the legislation is to limit law suits, imagine if the owner of the patent has as
much funding as the “prior user”—this could then result in more—not less—timely
and costly litigation. Again, this runs contrary to the authors’ intent on limiting liti-
gation.

Assignee Filing

This provision has to be viewed from the eye of the beholder. This legislation al-
lows employers, a.k.a. assignees, to have the absolute power to file an application
without the signature of the actual inventor, or even the knowledge of the inventor!
This proposal renders powerless the inventor against their employer with respect
to patent ownership and control. It is always beneficial for there to be a record of
the actual inventor.

With a Congress that is so determined to show how strong they are with respect
to property rights after the Kelo decision, this provision should be of major concern
to a great many people.

Best Mode

Eliminating “Best Mode” essentially would alter the definition of “prior art;” sim-
ply put, this is any existing knowledge of a similar innovation via ways accessible
by the Public. Current law requires inventors to disclose to the public the best use
of the invention at the time the patent application is filed. Without this require-
ment, the inventor and not the public would know the full use of the patent. It also
would allow for an unscrupulous inventor to increase the term of the patent protec-
tion by filing ‘improvements,” about which they were already aware, later. While the
bill’s authors claim that they want to improve the quality of patents, it seemingly
would do the opposite.

The “best mode” requirement makes it necessary to disclose a specific embodi-
ment. Patent applications and patents without specific embodiments are respec-
tively filed and issued in Japan and that is why a Japanese patent is often not a
good piece of prior art. For a detail in a specific embodiment may be the very thing
that can be put into a claim to make it allowable over the prior art.

The purpose for which our Founding Fathers created the U.S. Patent System is
to promulgate knowledge and technology. The “deal” with the federal government
is that if an inventor provides enough details of the innovation so that someone
skilled in the art could duplicate it, the government would provide the inventor an
exclusive right (property right) for a limited time and keep others from using the
invention. Therefore, there is no reason to hide the innovation and by virtue of
knowing the “best mode,” others will learn how to utilize and improve upon it;
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thereby building knowledge for the public, as a whole. So anything but “best mode”
is in effect gaming the system and cheating the intent of the patent system itself.

Please understand about this term “specific embodiment;” It is necessary when
making claims (i.e., value points) for the patent. Eliminating the ‘best mode’ require-
ment may make it difficult for people to fully know and understand how the patent
is supposed to work. The specific embodiment is the best mode of operation of the
patented innovation. Not requiring best mode is yet another open invitation to game
the proposed system by later filing the ‘true’ best mode which had been withheld
to gain longer effective patent terms.

Duty of Candor and Limitation of Inequitable Conduct

While the legislation would codify a duty of candor (specific embodiment) owed by
the patent applicants, it seeks to limit substantially the defense of inequitable con-
duct—intentional acts and omissions of a patent applicant or representative of a
patent applicant during the course of obtaining a patent from the USPTO—by al-
lowing it only to be pled where the court has first invalidated a claim and the ac-
cused infringer has a reasonable basis for alleging that (“but for” conduct of the in-
ventor) a reasonable patent examiner would not have allowed the invalidated claim
to issue as part of the patent.

Under the current system, the party alleging inequitable conduct must prove the
threshold elements of materiality of the misstatement or omission and intent to de-
ceive the patent office by clear and convincing evidence. The determination of in-
equitable conduct is committed to the district court’s discretion. Inequitable conduct
is highly factual, often turning on credibility of witnesses. Courts have long been
viewed as best able to resolve highly factual questions such as intent to deceive.
Moreover, the defense is not available, under the current language, until after there
is a finding of invalidity. In essence, the defense is not available to a defendant until
it has already won the case. Under the legislative proposals, however, the matter
would then be referred to the USPTO and leave sole determination in the office with
no right to appeal.

The American Intellectual Property Law Association interestingly states that “the
current reliance on the courts for ‘enforcement’ of the duty (of candor) is problematic
because it can lead to the punishment of benign deeds and the failure to punish bad
deeds. The ultimate ineffectiveness of the inequitable conduct defense today is prob-
ably best illustrated by the fact that it is raised and litigated in almost every impor-
tant patent case, but is rarely successful.” [emphasis added]. If it is rarely success-
ful, it appears that the courts indeed are doing their jobs appropriately.

Determination of Damages

This provision seeks to limit the damages to the portion of the total value of the
method or apparatus in question by the value of the overall invention (entire market
value rule). It seems that the courts are the best place for this to continue to tran-
spire because a broad-based law might have an adverse effect. For example, while
attempting to hinder willful patent infringers, this provision would reward them. It
also can be viewed as sort of compulsory licensing.

If infringers are not worried about getting hit with the full market value of the
overall invention, then they can simply view the infringement as a “cost of doing
business.” Large corporations could hammer small businesses and inventors because
the curtailing effect of damages due to the inventor would be lowered substantially.

Let’s take a look at an example to determine damages by the “portion” of the
“total value”—Think in electronic terms of a wheelbarrow. If the invention in ques-
tion were the wheel, and the entire wheelbarrow sells for $100, what is the con-
tribution of the wheel? Though the wheel may be considered only 10 percent of the
cost, its contribution to the whole is infinite. It is the causal component and without
it, the wheelbarrow is worthless.

Let’s now consider that there is a wheel on the original product, but the new in-
vention provides the equivalent of a ball or roller or other bearings which make the
wheel work much better. What then is the value of the new invention? Would it be
simply the cost of the bearings?

With invention, one must consider what makes the invention enabled. Without
the wheel or the bearing, it is not a wheelbarrow. Though other inventions may be
more subtle, the value of the whole invention may rest upon the inventive content.
This is because an improvement to the product may be the reason the newly com-
bined devices can be sold at a premium (or even sold at all). That can be referred
to as a “competitive edge,” and without the new invention, it is just another of the
same.

This is ¢the purpose of invention, since all but the seminal inventions are improve-
ments on other previous inventions. The first or seminal invention might be a reduc-
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tion or means of implementing a discovery that has not before been implemented.
From that time, inventions based on that invention are improvements that may
make the previous improvement(s) un-saleable or primitive. In short, the value of
the invention is often not the “part” or “portion” of the overall value but it is the
gestalt of the system because without it there would be no reason to use or by the
“invention” over the same or similar product that does not include it.

Limitation of the Doctrine of Willful Infringement

This section proposes limitations on treble damages to specific case where the de-
fendant (willful infringer) has received a detailed written notice from the patent
owner specifying all of the charges. Contrary to limiting lawsuits as the authors
claim as one of their objectives in this legislation, this one would create more prob-
lems and litigation. For instance, patent infringers wouldn’t be motivated to abide
by the patent protections of the inventor in that they would pay less in damages
related only to specific cases in combination with the market value changes. This
would dampen efforts to thwart the stealing of intellectual property.

Without the ability to sue for and collect damages because of “willful infringe-
ment,” there is little if any reason for larger and well-heeled companies to stop in-
fringing. A perfect example of such a company was RCA under the leadership of
David Sarnoff. He spent years and millions of dollars fighting valid patents of Philo
Farnsworth of Utah, the actual and seminal inventor of the systems of electronic
television we use today. As a side note, his statue, not Sarnoff’s, is in the U.S. Cap-
itol to presumably celebrate his innovations in television.

Here is one of the best examples of the hard road for the individual inventor—
even one who invented one of the greatest breakthrough products in the world.
Farnsworth, like many inventors, had to crawl along to market, fighting the en-
trenched large companies (RCA) and new technology. In this case, Farnsworth was
a 14-year-old Mormon farm boy who realized, while plowing his potato field, that
one could draw a picture on a phosphorescent tube, one line at a time. This is a
brilliant insight that took him years to perfect. And when he did the large compa-
nies—RCA, front and center—did their best to destroy him. This is but another ex-
ample how the Professional Inventors Alliance believes the various versions of H.R.
2795 will tip the scales in favor of the deep pocketed infringers to the detriment
of the actual inventor.

Because of the initial bill, references to proponents of the H.R. 2795 bill
as introduced, and comments made by members of Congress concerning
the following provisions, we want to go on record to discuss both injunc-
tive relief and limiting the scope of continuations.

Limiting Injunctive Relief

While eliminating injunctive relief was part of the base bill, it is highly likely that
proponents of the original version will continue to push for this provision. So I want
to pay attention to it briefly because we understand that there will be efforts to “put
it back in the bill once it passes out of committee,” as was stated by a distinguished
member who sits on this panel, while he was addressing supporters of the legisla-
tion.

In short, this is compulsory licensing under another name, which can also be clas-
sified as a regulatory taking. This provision unconstitutionally undercuts the “exclu-
sive rights of authors and inventors” granted under valid patents by allowing the
courts to determine “equity” in considering “fairness of the remedy in light of all
the facts and the relevant interest of the parties associated with the invention.”
Simply put, infringement is infringement and patent holders, under this section,
cannot be guaranteed exclusivity of their invention. Moreover, this essentially is
compulsory licensing under another name. In effect it is a regulatory taking of pri-
vate property. This would be an enormous blow to universities, the independent in-
ventor and small business owner, especially those who are attempting to obtain ven-
ture capital for the commercialization of their invention(s).

In the case above (Philo Farnsworth vis-a-vis RCA) it took countless trials that
in each one RCA lost. But they had power and money to try and return and retry
ad nauseam until the Courts finally put their collective foot down. Few innovators
and/or inventors could have survived this.

Limiting the Scope of Applications

Proponents of limiting the scope of continuing applications would keep the inven-
tor from broadening the scope of his/her claim after the initial filing of the patent
application. Adding this provision could have very damaging side effects. The pro-
ponents of the legislation claim they want to do away with subjectivity in the exam-
ination process. In our opinion, this may have the very opposite effect.
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During the hearings on patent reform, Under Secretary Jon Dudas claimed that
the increased mass of continuation applications has burdened the workforce. Also,
that there are a “few” people who have used the continuation applications proce-
dures to “track” the commercial development of a specific technology only to “spring
it upon” an industry. So why not provide more money for more examiners to the
USPTO instead of changing the entire patent system that will benefit only a select
few?

Thwarting the creativity of inventors by limiting claims to those in the initial ap-
plication will severely hurt the patent system and unnecessarily deny applicants the
right and opportunity to obtain protections for their entire inventions. Quite often
applications for newly discovered ideas take a long time to go through the system.
During that period, further ideas arise after the initial application is processed that
had only the initial claims. By not allowing the inventor to make claims for his or
her invention would lead to legitimate inventions going unprotected by the pro-
posals before the subcommittee. At the same time it brings into question the con-
stitutionality of the provision because the inventor is not provided such guarantees
to exclusive rights.

CONCLUSIONS

The Manager’s Amendment, as well as the other variations of the legislation, if
passed as currently written, would be an enormous blow to universities, the inde-
pendent inventor and small business owner, especially those who are attempting to
obtain venture capital for the commercialization of their invention(s). As I indicated
I my opening statement, the Supreme Court’s recent decision on Kelo is to private
real property as many provisions of this proposed legislation is to private intellec-
tual property.

Taken in total, this would be the most comprehensive change to the patent system
in history. At the same time, it would weaken the best patent system in the world
to that of Europe and Japan. It would open our innovations to worldwide piracy
through the many provisions in the bill—first to file, worldwide publication, third
party input both pre- and post-grant, limitations on damages for infringement and
griorl us:iar rights. Taken as a whole, patents as we know them today will be hugely

evalued.

There is nothing in any treaty to which the U.S. is a part that requires us to re-
write our laws. While there are minimum requirements, the U.S. can maintain its
strong patent system and still be compliant with all treaties. On the other hand,
other countries are free to strengthen their patent systems to allow innovation and
advancement to occur in their countries. Even with current protections set forth in
our Trade Related Intellectual Property System that supposedly were written to pro-
tect U.S. intellectual property holders, dozens of nations that signed onto the agree-
ment have not honored their commitments. Likewise, the U.S. has not enforced
them since 2000.

It needs to be pointed out that the USPTO takes in more than adequate financial
resources through fees (inventor taxes or innovation taxes), which since the early
1990s have been diverted from use by the Patent Office by Congress and used for
general obligations elsewhere in the federal budget. Recent temporary medications
in our laws have changed this process thereby providing the USPTO with vastly
more resources. Perhaps it would be better to allow the USPTO to hire more exam-
iners to address the “burdened” workforce before altering (and severely weakening)
the U.S. Patent System.

It is clear that intellectual property experts from the international community
also are calling for new patent procedures that will lessen unnecessary patent appli-
cation filings. Even Japan’s “experts” are concerned with how unscrupulous compa-
nies in South Korea and China are utilizing the “open applications system” Con-
gress is currently considering implementing in the U.S. To do so is frightening, not
only from an independent inventor’s point of view, but also for national security con-
siderations. Members of the Professional Inventors Alliance are clearly concerned
with the proposals pushed by multinational corporations that, if enacted into law,
will have a devastating impact on our country’s economy and innovative sprit and
output! Please do your due diligence and listen not only to those promoting these
provisions that will line their large and deep pockets. More importantly, please con-
sider what the impact of changing the best system in the world and unilaterally
dragging it down to mediocrity and how it will affect our country as a whole.

On behalf of the Professional Inventors Alliance we respectfully request that Con-
gress tread very, very carefully in this policy arena and not move forward with any
of these controversial proposals that will benefit only a portion of those who benefit
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from the current patent system. After all, it has served this country well for over
200 years.

Thank you for the opportunity to present the views of the Professional Inventors
Alliance. We have many ideas about how to improve the system and when called
upon to provide those, we will be happy to do so. Please feel free to contact me if
anyone has any questions concerning this testimony.
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ATTACHED ARTICLE

Japan's System Of Registering IP Obsolete
Updated:2005-07-06 15:13:14 MYT

Japan's intellectual property competitiveness--a foundation of the nation's strength--is in decline.
This group of articles in the "Planning National Strategies" series considers issues on the nation's
technologies, human resources and other intellectual issues to explore its future strategies.

The following is a partial translation from the Yomiuri Shimbun's first installment in the series.

Yoichi Gotani, director of the Japan External Trade Organisation's Intellectual Property Rights
Beijing Office, remembers the great shock he had last summer when visiting the head office of
Haier Group, China's largest consumer-electronics maker, in Qingdao.

The shock came from remarks by an official in charge of the company's intellectual property.
The official told Gotani proudly, "Using several dozen computers, we've searched for patent
applications submitted to patent offices in Japan, the United States and European countries to
obtain useful information to develop our products. Thanks to that, our company spends only a
small amount of money on research."

"Most of these applicants won't be granted patent rights. Also, as the applicants don't usually
apply for patents in China, there's nothing legally wrong in us using them," the official added.

Stunned by the remarks, Gotani told his predecessor, Kenji Hidaka, who served at the time as
director of Patent Strategy Planning at the Patent Office, about the incident in China.

Hidaka, who now runs a private patent office in Tokyo, then asked his colleagues to figure out
how often people in China and South Korea looked at patent applications on the Patent Office's
Web site.

The results were surprising. The number of hits on the Web site from China and South Korea
each day amounted to 17,000 and 55,000, respectively.

In 2003, about 360,000 applications were filed with the Patent Office by Japanese companies.
Among them, those applications that were also filed for overseas use and granted the patents
both at home and abroad totalled 30,000, according to an expert's estimate. The remaining
330,000 were left available worldwide free of charge.

Before entering the broadband age, those seeking patent information had to visit the Patent
Office and look through hard copies of application documents.

Hidaka said the drain of intellectual property-related information was the product of advanced
information technologies.

"Like Japan, the United States and China have made the content of patent applications available
to the public on the Internet. But the Patent Office's Web site in Japan is much more user-
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friendly as it has allowed users to do advanced searches and get the entire content of patent
applications just by typing key words," Hidaka said.

"Why is that?" he asked. "It's because the public has urged [the Patent Office] to make it easier to
use."

Hidaka's remarks pose the question of whether Japanese are too naive or too generous in
publishing such information.

More surprisingly, about 40% of the 360,000 patent applicants did not file for patent
examination, so their applications eventually were withdrawn automatically.

As Japan has adopted a first-to-file system in which the first company to file will be granted the
patent right, firms tend to file an application as soon as possible to prevent their rivals from using
the invention before them.

Some intellectual property experts are calling for new patent obtainment procedures that will

discourage Japanese businesses from filing unnecessary applications. But some people in
business circles are not enthusiastic about reviewing the current patent system.

"Japanese companies can't get out of the mind-set of protecting their businesses without looking
at the problems overseas because they're too busy competing with their rivals at home," a
government official said.

Hidaka also questioned the current patent system.

"Japan's precious technologies, about which inventors normally don't want to disclose the details
publicly, have been leaked through a system that is supposed to protect their intellectual assets,"

Hidaka said.

"When I learned about Haier's commercial practice, I thought, 'What a nerve.' But that's not the
issue. The problem is Japan's vulnerability," he added.

The basis of intellectual rights that can constitute national power is now widely under threat.
Yomiuri Shimbun/ANN

Sinchew-i 2005/07/06
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LETTER TO THE HONORABLE LAMAR SMITH, A REPRESENTATIVE IN CONGRESS FROM
THE STATE OF TEXAS, AND CHAIRMAN, SUBCOMMITTEE ON COURTS, THE INTERNET,
AND INTELLECTUAL PROPERTY, FROM CHRISTINE J. SIWIK, RAKOCZY MOLINO
MazzocHI SIWIK LLP, ON BEHALF OF BARR LABORATORIES, INC.
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2195974705 & September 29, 2005

VIA HAND DELIVERY
Representative Lamar S, Smith
Chair, Courts, the Internet, and
Intellectual Property Subcommittee
U.S. House Committee ou the Judiciary
2184 Rayburm HOB
Washington, D.C. 20515-432}1

Re: Barr Laboratories, Inc.’s Comments On H.R. 2795 (Patent Reform
Act of 2005)

Dear Chairman Smith:

On behalf of Barr Laboratorics, Inc., we submit the following comments in
connection with the Subcommittee’s consideration of the July 26, 2005 Substitute to H.R. 2795
(“the Substitute”) and the September 1, 2005 so-called Redline, or Coalition Print (“the
Redline™), which offers changes to the Substitute.

While the U.S. Senatc has allowed at least one member of the generic drug
industry to testity before the Judiciary Committee regarding its concerns about the proposed
patent legislation, Barr is concerned that the U.S. House of Representatives bas not provided a
similar opportunity. Given the ceniral rolc that patents play in the pharmaceutical industry and
the critically important role that generic drugs play in battling the skyrocketing costs of
healthcare in America, it is essential that the gencric industry have the opportunity to document
its views on the issues presented. Consequently, Barr respectfully requests that these written
comments be included in the Congressional Record in conncction with this Subcommittee’s
patent reform discussions.

INTRODUCTION

As you know, Barr is a generic pharmaceutical company that develops.
manufactures, and markets prescription pharmaceuticals. The Company’s product portfolio
includes more than 100 generic pharmaceutical products in core therapeutic categories, including
fernale healthcare, oncology, cardiovascular, —anti-infective, and psychotherapeutic
pharmaceuticals. Barr is a founding member of America’s generic industry, and a founding
member of the Generic Pharmaceutical Association, the generic industry’s trade association.
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As a generic drug company, Barr utilizes the abbreviated new drug application
procedures detailed in the groundbreaking Hatch-Waxman legislation of 1984 in order to bring
generic products to market. In some cases, Barr invokes the procedure that Congress established
for challenging suspect and overbroad drug patents — patents that provide monopoly price
protection for drugs that should be subject to immediate genetic competition, Through its
efforts, Barr has brought numerous lower-priced generic versions of lifesaving drugs to market
years earlier than would otherwise have been possible. Bar, for example, saved the American
public literally billions of dellars by bringing a generic Prozac® product to market at least two
years before the brand company’s invalid patent would have expired. Barr did so after spending
millions to develop its generic product, and after spending years litigating the invalidity of the
brand company’s patent. In just the last few months, Barr launched a less-expensive generic
version of the drug DDAVP® after the district court found the brand company’s patent to be
unenforceable due to misconduct before the Patent and Trademark Office (PTO), and made it
possible for a generic version of the drug Allegra® to reach consumers.

As a company that must deal with patents in order to compete, Barr is particularly
interested in Congress’ possible changes to the Patent Act. Any change to the Patent Act could
have a profound impact on Bar’s business, and could undermine the ability of consumers and
taxpayers to continue to have access fo the quality and affordable generic medicines upon which
they have come to rely. This is particularly true of the Substitute and Redline documents
currently being discussed in this Subcommittee.

Like H.R. 2795, both the Substitute and the Redline would significantly change
fundamental principles of patent law. For industries where companies routinely obtain and
enforce patents, these proposals could have a significant, negative impact. This would be
especially true in the pharmaceutical industry because the proposed changes could force
consumers and taxpayers to pay unnecessarily high monopoly prices for medicine years longer
than reasonably expected or justified. Indeed, longer monopolies on brand-name drugs would,
among other things, add billions 1o the cost of the preseription drug benefit set to begin in 2006
under the MMA — a bencfit that the House Appropriations/Labor, HHS & Education
Subcommittee has budgeted at $53.6 billion for just the first nine months.

In response to FLR. 2795°s introduction, Barr discussed in detail the considerable
problems that such legislation would have for the generic pharmaceutical industey. Given the
text of the Substitute and Redline documents, Barr’s concern remains high. The fact is, both the
Substitute and the Redline would have an even greater negative impact than the original bill on
companies that must address patents in order to compete. As a result, both the Substitute and the
Redline would impose even heavier burdens on consumers and taxpayers who already suffer as a
result of costly prescription drugs. According to a recently-published article, for example, 26%
of seniors surveyed stated that they had not filled a prescription, had skipped a dose, or had taken
a smaller than prescribed dose due to the cost of prescription drugs. (See April 19, 2005 The
Kaiser Family Foundation).
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Barr is not the only one to sound the alarm about the changes that the
Subcommittee is considering. After reviewing the original text of H.R. 2795, a panel of federal
judges, speaking at the National Academy of Sciences and the American Intellectual Property
Law Association, suggesied that Congress should proceed slowly, adding that more review is
needed before moving forward with the changes contained in the bill. Judge Pauline Newman ol
the U.S. Court of Appeals for the Federal Circuit — the exclusive appellate eourt for patent cases
— expressed the opinion that Congress and industry needed to carefully examine the impact of the
bill on a broad national and global scale before moving forward with HLR. 2795, Bamr
respectfully submits that Congtess should consider the warnings given by those charged with
administering nuch of the patent laws, as they have a unique understanding of the far-reaching
consequences that the proposed legislation would have on industry and the public.

DISCUSSION

1 By Relaxing The Requircments For Patentability, Both The Substitute And The
Redline Would Inerease The Cost Of Preseription Drugs, And Would Not Improve
Patent Quality.

In 1984, Congress enacted the Hatch-Waxman Amendments, in part, to increase
the public’s access to lower-priced peneric drug alternatives. In the words of the U.S. Court of
Appeals for the D.C. Circuit, Congress” goal was to “get generic drugs into the hands of patients
at reasonable prices — fast.” [l re Barr Labs., 930 F.2d 72, 76 (D.C. Cir. 1991). In designing
this important legislation, Congress recognized that if generic drug companies waited for all of
the patents protecting brand-name drugs lo expire before marketing a less-expensive alternative,
the public could be forced to pay monopoly drug prices for decades.

Today, unlike in 1984, brand companies routinely obtain patent after patent on a
single drug preduct. A majority of these patents contribute litile, if anything, by way of true
technological advancement, but instead serve as part of a litigation stralegy — one designed to
make it as dilficult, costly, and time-consuming as possible for generic companies to enter the
market. For example, on a product that Barr currently is pursuing, the innovator drug company
has obtained over 200 patents relating in some way to this single drug product. The first patent,
covering the actual drug compound, issued in 1983. At present, the term of the latest-expiring
patent related to this drug cnds 38 years Ioter, in 2621, After reviewing a patent portfolio
telating to the drug Prozac”, the Federal Circuit declared it “a progeny of divisional applications,
continuation applications. and patents that rivals the Hapsburg legacy.” Eli Lilly and Co. v. Barr
Labs., Inc., 222 F.3d 973 (Fed. Cir. 2000). That portfolio invelved just six patents. One can
only imagine how the Federal Circuit would describe a portfolic consisting of 200 patents,

Given today’s realities, challenging suspect and overbroad drug patents is of
paramount importance in helping to contain healthcare costs. As a result, any changes to the
Patent Act must strengthen the requirements for patentability. At the very least, such changes
should not relax the patentability standards. Indeed, making it easier for brand companies to get
patents, and harder for generic companies to avoid them, threatens to undo much of the
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tremendous good that Congress accomplished with Hatch-Waxman, and the subsequent MMA
provisions, just when the country needs less-expensive drug alternatives the most.

Maoreover, making it easier to get and maintain a patent will nof improve patent
quality. Indeed, such measures would have the exact opposite effect, making it easier for
companics to obtain dubious and overbroad patents. Many of the proposals in the Substitute and
the Redline exemplify the type of provisions that should be avoided. These proposals relax
patentability standards by, imter alia, eliminating current requirements for obtaining and
maintaining a patent, and weakening other patentability requirements. Indeed, these proposals
go even finther than the original bill towards allowing suspect and overbroad patents to block the
marketing of lower-priced generic drugs. In these important respects, the Substitute and the
Redline work against enhanced patent quality and against the introduction of much-needed
generic drug products.

A. Both The Substitutc And The Redline Would Effectively Eliminate The
Requirement That Patentees Act In Good Faith When Before The PTO,
Allowing Companies To Block Competition Using Improperly Obtained
Patcents.

Patent prosecution is an ex parfe process, meaning that only the applicant and the
PTO are involved. In such a system, the duty of good faith and honesty owed by the applicant to
the PTOQ is of paramount importance: *In light of the fact that patent prosecutions are secret,
non-adversarial, ex parie proceedings, inventors, registered patent agents, and registered patent
attorneys, are held to a high ethical standard in their dealings with the Patent Office.”
Transclean Corp. v. Bridgewaod Sves., Inc., 101 F, Supp. 2d 788, 791 (D. Minu. 2000). Indeed,
the idea that patent applicants must at all times act in good faith when before the PTO is
“gssential” to the patent system’s ability to operate properly, as the Federal Circuit’s predecessor
court has explained:

The ex parte prosecution and examination of a patent application must not be
considered as an adversary proceeding and should not be limited to the standards
required in inter parles proceedings. With the seemingly ever-increasing number
of applications before it, the patent Office has a tremendous burden. While being
a factfinding as well as an adjudicatory agency, it is necessarily limited in the
time permitted to ascertain the facts necessary to adjudge the patentable merits of
each application. In addition, it has no testing facilities of its own. Clearly, it
must rely on applicants for many of the facts upon which its decisions are based.
The highest standards of honesty and candor on the part of applicants in
presenting such facts to the office are thus necessary elements in a working
patent system. We would go so far as to say they are essential.

Norton v. Curtiss, 433 F2d 779, 793-94 (C.CP.A. 1970) (emphasis added); see also
Envirommental Designs, Ltd. v. Union Oil Co. of California, 713 F.2d 693, 698 (Fed. Cir. 1983)
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(“[Pjrosceution of a patent application is ex parte, involving PTO reliance on the candor and
good faith of a patent applicant,”).

Despite the critical importance of the duty of good [zith and honesty, both the
Substitute and the Redline inexplicably take every oppottunity to do away with that duty. These
proposals contain provisions that will in effect, if not by design, allow pateniees to use
improperly obtained patents to delay competition. Specifically, they eliminate entirely the duty
of good faith and homesty in certain circumstances and, in other instances, climinate the
conscquences that flow from misconduet before the PTO. In these ways, the Substifute and the
Redline encourage companies to act dishonestly when before the PTO. Thus, while everyone
agrees that the federal government should 507 reward misconduct before the PTO with a patent
monapoly, especially when that monopoly leads to consumers and taspayers paying billions of
dollars more for prescription drugs, both proposals do precisely this.

1. Eliminating Unenforceability As An Independent Defense To Patent
Infringement Will Not Improve Patent Quality.

Section 5(a) of the proposals represents a drastic and negative shift in the law,
even more so than the language of the original bill.

Under proposed § 136(d), as in the original bill, one or more claims of the patent-
in-suit must be declared invalid before a claim of unenforceability could be made. By making an
invalidity finding a prerequisite to an unenforceability claim, these proposals remove inequitable
conduct as an independent defense to infringement. The consequences of such a provision
would be significant and far-reaching. For example, these proposals encourage misconduct
before the PTO — patentees arguably can outright lie to the PTO without having the patent
declared unenforceable, so long as the patent otherwise is valid. Plainly, allowing patentees to
fraudulently obtain patents from the PTO and enforce those patents, so long as they otherwise are
valid, would have severe negative consequences for consumners. In just the last eighteen months,
for instance, patenis in seven pharmaceutical-related cases were struck down solely on
unenforceability grounds due fo pateniee misconduct before the PTO. Indeed, since February of
this year, the Federal Circuit has affirmed two unenforceability rulings and district courts have
issued two other unenforceability rulings in generic drug cases:

o Purdue Pharma, L.P. v. Endo Pharms. Inc., Nos. 00-8029, 01-2109, and 01-8177,
2004 WI, 26523 (S.D.N.Y. Jan 5, 2004), aff'd, 410 I.3d 690 (Fed. Cir, 2005),
which involved an attempt to matket a generic version of OxyContin®. The
patentee told the PTO that it had “surprisingly discovered” that oxycadone
required a reduced dosage form as compared to other comparable drugs. 2004
W1, 26523, at *21. The patentee failed to tell the PTO, however, that it had
absolutely “no scientific proof” to back up its claim. Jd The patentee had
conducted no testing that would support this result at the time it made this
representation that was “of extreme clinical importance™ and on which it heavily
relied to distinguish its invention from the prior art and to ultimately obtain its
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patents. Jd at *23. The court siruck down the patents on unenforceability
grounds based upon the patentee’s misconduct, but not before Purdue Pharma
earned over $S billion in sales during the pendency of its patent litigation with
Endo.

Pharmacia Corp. v. Par Pharm., No. 01-6011 (D.N.J. July 6, 2004), aff"d, 417
F.3d 1369 (Fed. Cir. 2005), which involved an atlempt to market a generic version
of Xalatan®. During prosecution of a patent-in-suit, the patent applicant submitted
a false declaration. The declarant made claims about the efficacy of a drug that
were exactly the opposite of the claims that he had made in an article that he had
authored. See id. at 25-27. The court struck down the patent on unenforceability
grounds based upon the patentee’s misconduct.

Aventis Pharma S.A. v. Amphastar Pharms., Inc., No. 03887 RT, slip op. (C.D.
Cal. June 13, 2005), which involved an attempt to market a generic version of
Lovenox™. The PTO examiner rejected the proposed claims as obvious over the
prior art. See id. at 9-13. In response, the patentee repeatedly represented that its
data showed that the half-life of its drug was improved over the prior art. See id.
The patentee failed to disclose to the patent examiner, however, that its dala
compared different dosages of the drugs, and that a comparison of the drugs at the
same dosages did not result in significantly different half-lives. See id, at 13-14.
In its opinion, the court rejected Aventis® argument that the representations were
immaterial because the patent examiner allegedly did not rely on these
representations in allowing the claims, explaining that, according to the law,
information is material if it is in the realm of the examiner’s consideration. See id
at 17-18. The court struck down the patent on unenforceability grounds based
upon the patentee’s misconduct.

Ferring B.V. v. Barr Labs, No. 7:02-CV-9851, 2005 WL 437981 (S.D.N.Y. Feb.
7, 2003), which involved an attempt to market a generic version of DDAVP®.
During patent prosecution, the PTO asked the patent applicant to provide
objective, “non-inventar testimony” supporting the inventor’s understanding of a
term in the patent application. See id. at *9. Instead, the patentee provided
affidavits from a former cmployee of the company, and two Ferring consultants
who had received research money {rom Ferring. See id. at *3-*5, The patentee
never disclosed to the PTO the three affiants’ affiliations to Ferring, despite “the
very clear understanding of Ferring that the PTQ was interested in receiving non-
inventor testimony, which, again, bad to have indicated that an objective
perspective was sought” See id at *9. The court struck down the patent on
unenforceability grounds based upon the patentee’s misconduct.

These pro-consurner decisions. and others like them, would not be possible if

either the Substitute ur the Redline is enacted as currently written, because alleged infringers
could no longer raise unenforceability as an independent defense. Such a result would be
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devastating for consumers and taxpayers, who would be forced to pay unnecessarily high prices
for drugs protected by ill-gotten patents. For example, OxyContin® generated nearly $2.1 billion
in sales in just the twelve months ending May 2005, and Lovenox" generated over $1.7 billion in
sales during that same period, both according to IMS Health. The patentees for both products
obtained these monopoly sales using patents that the courts have ruled were obtained through
misconduct. The public, therefore, never should have paid such high prices. Unfortunately, both
the Substitute and the Redline likely would make this sad situation far more commonplace.

Additionally, the current proposals, like the original bill, could be construed as
eliminating yet another independent defense to patent infringement claims - patent misuse. Ifa
court finds that a patentec has misused a patent, the court will declare the patent unenforceable.
Thus, the defense of patent misuse focuses on the patentee’s behavior affer obtaining the patent,
while inequitable conduct focuses on the patentee’s behavior before the PTO. But some might
argue that both proposals could be construed as requiring o/ claims of unenforceability to be
pursued pursuant to the terms of propesed § 136. If so construed, either proposal possibly could
do away with the patenl misuse defense hecause proposed § 136 arguably contains no
meehanism for asserting or otherwise pursuing a patent misuse claim (as opposed to an
inequitable conduct claim).

Moreover, the statutory scheme that both the Substitute and the Redline would
impose for addressing inequitable conduct claims virtually guaranices that patents would rarely,
if ever, be found to be unenforceable. Neither the Substitute nor the Redline shows improvement
in this important respect from the original bill language. For example:

« Both proposals could establish a nearly impossible-to-meet standard for proving a
violation of the duty of candor. Specifically. both proposals, like the original bill,
arguably eliminate the Federal Circuit’s sliding-scale standard for determining whether a
patentee has committed inequitable conduct. Under the current test, the more material
the information withheld, the less intent to deceive that the challenger need show in
arguing that inequitable conduct has occurred. Proposed § 136(b) requires all misconduct
to have been done “knowingly.” But the Federal Circuit repeatedly has recognized that
direct evidence of a knowing intent to deceive rarely exists: “Intent need not, and rarely
can, be proven by direct evidence. It is most ofien proven by a showing of acts the
natural consequence of which are presumably intended by the actor.” Merck & Co., Inc.
v, Danbury Pharmacal, Inc., 873 F.2d 1418, 1422 (Fed. Cir. 1989) (affirming finding of
intent and unenforceability of patent); Bruno Independeni Living Aids. Inc. v. Acorn
Mobility Sves., Lid.. 394 F.3d 1348, 1354 (Fed. Cir. 2005) (recognizing that deceptive
intent “need not, and rarely can, be proven by direct evidence.™); Li Second Family Ltd.
Purtnership v. Toshiba Corp., 231 F.3d 1373, 1381 (Fed. Cir. 2000) (“[Dlirect proof of
wrongful intent is rarely available but may be inferred from clear and convincing
evidence of the surrounding circumstances.™).

e Under curtent law, a breach of the duty of candor by anyone deemed to have substantially
participated in prosecuting the patent will render that patent unenforceable. See 37
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CFR. § 1.56 (“Each individual associated with the filing and prosecution of a patent
application has a duty of candor and good faith in dealing with the Office.”); Evident
Corp. v. Church & Dwighi Co., Inc., 399 F.3d 1310, 1315 (Fed. Cir. 2003) (inventors,
patent owners, and attorneys associated with the filing or prosecution of a patent
application have an affirmative and continuing duty to disclose material information to
the PTO). But proposed § 136(d)(1) and (d)(3) of the Substitute would require the
patentee itself to have violated the duty of candor before a patent could be held
unenforceable. This means that a patent attorney for a brand company arguably could lie
to the PTO and withhold material prior art with an intent to deceive without resulting in
an unenforceability finding.'

Under proposed § 136(d)(2). once a claim has been declared invalid, the infringement
defendant must make a motion to amend the pleadings to include an inequitable conduct
charge. If the motion is granted, the charge is remitted to the PTO. The metion must be
made “wilh particularity.” whichk could be problematic because courts sometimes are
reluctant to allow discovery on defenses that have not been pled. Because the defendant
carmot plead inequitable conduct until after a finding of invalidity, the proposals could
prevent challengers from ever getting the discovery that they might need w0 establish this
defense with enough specificity to have it referred fo the PTO.

Under proposed § 136(d)(3)(B), no inequitable conduct can be found unless the PTO
finds “clear and convincing evidence ol reliance of the [PTO] on the alleged
misconduct” and that the PTO would not have issued the invalidated claim or would
have done so only in light of the alleged misconduct. This, too, is a drastic change in the
law that would make it more difficult to strike down improperly obtained patents. See¢
Purdue Pharma LP v. Endo Pharms., Inc., 410 F.3d 690, 698 (Fed. Cir. 2005)
(examiner’s failure to rely on misrepresentation was not inconsistent with a finding of
materiality for inequitable conduct purposes); Hoffinan-La Roche, Inc. v. Promega
Corp., 323 F.3d 1354, 1368 {Fed. Cir. 2003) (same); Merck & Co., Inc. v. Danbuwry
Pharmacal, Inc., 873 F.2d 1418, 1421 (Fed. Cir. 1989) (to be material for inequitable
conduet purposes, “a misrepresentation nced not be relied on by the examiner in
deciding to allow the patent™).

Both the Substitute and the Redline, like the original bill, would require the PTO to
establish a “special office” to investigate these types of claims. (Proposed § 136(e)).
Such an office sounds similar the PTOQ’s so-called “fraud squad,” which investigated
allegations of misconduct in the 1980s. The PTO disbanded the fraud squad, leaving the
courts to address incquitable conduct claims, because Lhe situation proved unmanageable
at the PTO level. For example, Hairy Manbeck, the PTO Commissioner from 1990 to
1992, explained: “[TJhe PTO found itself having considerable difficulty evaluating
alleged violations of the duty of disclosure requirement.” H.F. Manbeck, The Evolution
and Issue of New Rule 56, 20 AIPLA Q.. 136, 139 (1992).

! Proposed § 136(d)(4) in the Redline includes a presumption of attribution to the patentes.
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Furthermore, in some important respects, the Substitute and the Redline are even
worse for the public than the original bill. For example, neither provides for any sanction should
the PTO find misconduct to have taken place. The original bill contained penalty provisions
which, while inconsequential in the pharmaceutical context, might have provided a disincentive
to lie to the PTO for inventors in some technology areas. Similarly, while the PTO investigation
procedure outlined in the original bill had significant flaws. neither the Substitute nor the Redline
contain any procedures for the PTO"s “special office” to follow when investigating a misconduct
referral from the court. The uncertainty created by the lack of rules governing how the “special
office”™ must conduct inequitable conduct investigations further favors patentees, to the detriment
of the public.

Given the dire consequences that could result from the proposed ineguitable
conduct provisions, Congress should carefully consider their enactment. The U.S. patent laws
should not countenance, let alone encourage and reward, misconduct before the PTO. Again,
this is especially true in the pharmaceutical context because both consumers and taxpayers
necessarily will bear a significant financial burden each time that a patentee obtains a patent
through misconduct before the PTO.

2. The Proposed Changes To The Inventors’ Oath Provisions (35 U.S.C.
§ 115) Invite Abuse That Could Lead To More Dubious Patents.

Unlike the original bill, both the Substitute and the Redline re-write current 35
U.S.C. § 115, replacing that straightforward provision with a complex proposal that would invite
abuse that could, and likely would, lead to more dubious patents. Specifically, in a measure that
would benefit large corporations, like brand-name drug companies, Section 4(b) of each proposal
allows companies to avoid submitting the inventor’s oath currently required by 35 US.C. § 115.
In so doing, the proposal could permit companies to “game the system” by allowing them to
circumvent the inventor’s oath requirement, which is critical to the proper functioning of the
patent prosecution system.

Currently, 35 U.S.C. § 115 provides that a patent applicant “shall make oath that
he believes himself to be the original and first inventor of the process, machine, manufecture, or
composition of matter, or improvement thereof, for which he solicits 2 patent; and shall state of
what country he is a citizen.” Dishonesty in connection with the inventor’s oath can, among
other things, lead to the resulting patent being declared unenforceable duc to inequitable conduct.
For example:

o Unitherm Food Sys., Inc. v. Swifi-Eckrich, Inc., 375 F.3d 1341 (Fed. Cir. 2004).
The named inventor signed the inventor’s oath claiming o be the inventor of the
patent. The assignee company, the named inventor’s employer, argued that he
was the inventor of the process, when the assignee and the named inventor both
knew this to be [alse. Both the assignee and the named inventor knew that the
invention was made by another person. The patent was declared unenforceable.
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e Frunk's Casing Crew & Rental Tools v. PMR Techs., Ltd., 292 F.3d 1363 (Fed.
Cir. 2002). The two named inventors failed to name a third person as an inventor
to the patent. The court held the patent unenforceable for failing to name a true
inventor because the named inventors deliberately comcealed the unnamed
inventor’s involvement in the conception of the invention.

v Perseptive Biosystems, Inc. v. Pharmacia Biotech, Inc., 224 F.3d 1315 (Fed. Cir.
2000). The court found a patent unenforceable due to inequitable conduct when
the named inventors misrepresented the relationship between themselves and a
collaborating company in order to conceal the identity of other true inveniors.
The named inventors falsely stated they alone discovered key aspects of the
invention, and made other represeniations, in order to avoid naming additional
persons as inventors,

o Sadler-Cisar, Inc. v. Commercial Sales Network, Inc., 786 F. Supp. 1287 (N.D.
Ohio 1991). The named inventors filed a false oath with their patent application,
claiming that they were the inventors of concepts which in fact were conceived
and developed by two others. In addition, the claimed invention had been on sale
more than a year prior to the application filing date. The court held that the
incquitable conduct of the inventors in filing a fraudulent patent application
rendered all claims of the patent unenforceable.

DBoth the Substitute and the Redline allow a company to avoid altogether
submitting an inventor's oath, as well as the comsequences thal {low from dishonesty in
connection with that oath, Under proposed § 115(d)2), an employer can submit a “substitute
statement” in licu of an oath from the inventor so long as the inventor is deceased, under a legal
incapacity, is under an obligation to assign the patent but refuses (for whatever reason) to sign
the oath, or cannot be found or reached. Unlike current § 115, the substitute statement does not
require the employer to declare that the inventor “believes himself to be the original and first
inventor of the process, machine, manufacture, or composition of matter, or improvement
thereof. for which he solicits a patent.” Instead, under proposed § 115(d)(3), the employer
merety needs to idemtify the inventor and state why the substitute statenient is permissible.

This procedure opens the door to all types of abuse of the patent application
system, particularly given other changes that the Substitute and Redline make to the Patent Act.
Consider just the following example. Invenlor A refuses to sign the declaration because he
knows that another person should be named as a co-inventor but is being left off for the
employer’s stralegic/commercial benefit.  The employer submils a substitute statement
containing a false explanation for why Inventor A will not sign the oath. The PTO issues a
patentt, which the employer later asserts against a potential competitor.

During litigation, the alleged infringer learns of this dishonesty and is able to
prove that the patentee (the employer) intentionalty lied to the PTO. Under the Substitute and
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Redline. the patentee probably can avoid losing its patent, thus keeping the competitor off the
market. Specifically, the patentee can go back and add the previously-undisclosed person as a
co-inventor. Proposed § 115(h)(1) allows the patentee to correct “at any time” the false and
misleading statement originally submitted to the PTO. And, significantly, proposed § 115(h)(3)
states that “[n]o patent shall be invalid or unenforceable based upon the failure to comply with
[new § 115] if the failure is remedied” under proposed § 115(h)(1). Thus, in this example, the
patentee could keep its patent even though it lied to the PTO. Permitting such gamestmanship
does not benefit the public, nor does it increase patent quality.

3. Eliminating The Deceptive Intent Requirement Will Not Improve
Patent Quality.

Presently, patentees can take certain actions or invoke certain procedures only if
they do go with a lack of “deceptive intent.” See 35 U.S.C. § 116, § 184. § 185, §251, §253,
§256, and §288. In other words, the Patent Act currently requires patentees and patent
applicants to act in good faith before taking various actions or invoking certain procedures.
Failure to do so can render the patent unenforceable. See Golden Valley Microwave Foods, Inc.
v. Weaver Popcorn Co., Inc., 837 F. Supp. 1444, (N.D. Ind. 1992) (holding that plaintiff could
not have purged or cured its inequitable conduct through a § 251 reissue proceeding because
plaintiff knowingly withheld material prior art or other information); Critikon, Inc. v. Begton
Dickinson Vascular Access, Ine., 120 F.3d 1253, 1259 (Fed. Cir. 1997) (finding that patent
applicants infended to mislead the PTO during prosecution of original patent and during
prosecution of §251 reissue patent, rendering both underlying patent and reissue patent
unenforceable).

But Section 5(c) of both the Subsiitute and the Redline, like H.R. 2795 as
introduced, remove the lack of deceptive intent requirement from all such provisions, including
in current 35 U.S.C. § 116, § 184, § 185, § 251, § 253, § 256, and § 288. Thus, these proposals
arguably allow a patent applicant or patentee to act dishonestly before the PTO and still be
rewarded with 2 government-created monopoly.

B. Both The Substitute And The Redline Would Make It Easier To Obtain And
Maintain Suspect And Overbroad Patents.

Both the Substitute and the Redline would make it easier to obtain and maintain
suspect and overbroad patents by eliminating, in addition to the good faith requirement: (1) the
best mode requirement of 33 U.S.C. § 112; and (2) several of the novelty requirements found in
current 35 U.S.C. § 102. Such changes, if enacted, would have negative, real-life consequences
for those that must defend against unwarranted patent infringement claims in order to compete.
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1. Best Mode.

Section 4(d)(1)(B) would relax the patentability requirements by eliminating
entirely the so-called “best mode” requirement. Currently, under 35 U.S.C. § 112, the patentee
must disclose the best way, or mode, of carrying out the claimed invention. Failure to do so
renders a patent invalid, and courts do, in fact, strike down patents in light of best mode
violations. But the current proposals allow companies to obtain valid patents even if they decide
for strategic and/or commercial reasons to keep the best mode of carrying out the claimed
invention a secret. Such a measure would not improve patent quality.

Some have suggested that removing this requirement can be justified on
harmonization grounds. But this is a situation where Congress needs to weigh carefully whether
harmonization per se provides a sufficient excuse [or jettisoning this fundamental patent law
principle.

The best mode requirement of § 112 is part of the [oundation upon which the
Patent Act rests. Patents, by their very nature, involve the public disclosure of a novel invention.
See Kewanee O Co. v. Bicron Corp., 416 0.8, 470, 477-78 (1974). Indeed, that is the “hargain”
that the patent law strikes — the patentec receives a period of exclusivity in exchange for
complete disclosure of the invention to the public. See id. at 489; Bonito Boats, Inc. v. Thunder
Craft Boats, Inc., 489 U.8. 141, 150-51 (1989). In other words, the public suffers monopoly
prices for a limited period of time in exchange for complete disclosure of the claimed invention
and the right to use that invention once the patent expires. The best mode requirement ensures
that patentees live up to their end of the deal. See Teleflex Inc. v. Ficosa N. Am. Corp., 299 F.3d
1313, 1330 (Fed. Cir. 2002). Thus, without the best mode requirement, the public is deprived of
the benefit of the bargain that the patent Jaws are supposed 10 strike. Patentees get exclusivity,
but the public does not get all of the information needed to practice that invention once the patent
expires. This represents a significant loss for the public.

Furthermore, the elimination of the best mode requirement could have a
particularly profound impact on efforis to develop generic biologies. In short, companies
developing such products rely, often times heavily, upon the disclosures in brand patents to assist
them in their development efforts. This disclosuze is, after all, for the benefit of others to use as
part of the bargain that the patentee makes for receiving the right to exclude accompanying the
patent grant. If brand companies no longer need to disclose their best mode in such patents,
generic companies will lose a valuable source of information, even though the brand companies
will continue to enjoy the full monopoly benefits provided by their patents. The public
necessarily suffers in this case, especially given the fact that biolagics represent a major part of
health care expenditures in the United States each year.

In 2003, as Barr understands it, just six biologic pharmaceutical products
generated sales of more than $9.5 billion. Three of the tap biotech pharmaceuticals can cost as
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much as $24,000, $10,000 and $20,000 per patient, per year.l Another product, a biclogic drug
approved for an enzyme deficiency, costs over $170,000 per patient, per year?  Generic
competition would ensure increased access and lower prices. Measures that make it more
difficult for generics to enter the market ensure less access and unnecessarily high prices. Thus,
fundamental faimess, the core principles of the Patent Act, and plain common sense all call for
the best mode requircment to temain in § 112.

2. Eliminated Novelty Requirements Of Current § 102.

Section 3(d) of both the Substitute and the Redline also would relax the current
patentability requirements by eliminating the novelly requirements found in 35 U.S.C. §§ 102(c).
(d), (), and, arguably, (g). These provisions purportedly would be climinated as a result of the
bill's adoption of a “first-inventor-to-file” patent system — a change being considered as part of a
harmonization effort.

Even if Congress decides to harmonize U.S. patent law by adopting a first-
inventor-to-file system, caution should be taken to aveid doing unnecessary violence to existing
patentability requi nts and infri it defe Legislation that eliminates current
§ 102(g)"s prior invention requirement/defense, for example, could be particularly troublesome
for generic drug companies if Congress does not take the necessary corrective measures.

Some generic companies have started to obtain and enforce patents against fellow
generic competitors. Companies without their own drug product also have started (o get patents
on lucrative drug products in the hope of using such patents to obtain quick cash settlements
from generic companies attempting to enter the market. A company tried this approach when it
obtained patents relating to the drug fluoxetine (Prozac™) years affer Barr filed the first ANDA
seeking to launch a generic fluoxetine product. That company asserted one of its patents against
Barr the day that Barr obtained FDA approval to market its product.

The prior invention defense in current § 102(g) can provide defendants in such
suits with a vital invalidity defensc. Indeed, the more common such suits become, the more
important the defense could become. Thus, if Congress does adopt a first-inventor-to-file
system, careful attention should be paid to implementing the system in a way that does not
deprive alleged infringers of existing defenses to infringement claimis. In the case of § 102(g),
35 U.S.C. § 273 should be strengthened beyond the changes currently contemplated to ensure
that generic companies continue to have an infringement defense to these later-issued patents.

2 See DESERET NEws, December 15, 2002 (‘Neupugm\“’, 315,000 to $24,000): ST. PETERSBURG TIMES, July 22, 2003
(Proceit™, $7,000 to $10,000; Humatrope®, 12,000 to $20,000).
3 T NEWS & OHSERVER, May 13, 2003 {Cerezyme®),
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C. Both The Substitnie And The Redline, Like H.R. 2795 As Introduced, Could
Severely Relax Other Patentability Requirements.

Both the Substitute and the Redline could relax, possibly severcly, other
patentability requirements. Most important is the proposals’ redrafting of 35 U.S.C. § 102.

As previously explained, while adopting a firsi-inventor-to-file system necessarily
would do away with some of the novelty requirements of § 102, Congress need not rewrite § 102
in toto. Indeed, several witnesses testifying before this Subcommittee also have voted that the
changes made to § 102 go well beyond those necessary to implement to first-inventor-to-file
system, They cautioned against making changes that would unnecessarily diminish the scope of
prior art, and would disrupt long-established legal concepts and delinitions. Barr, too, urges
Congress to ensure that any palent reform meastres do not needlessly destroy the existing
statutory scheme, and the extensive case law that has developed out of that scheme.

In essence, the patont universe can be thought of as containing two types of
subject matter: new and old. Only new subject matter can be patented. Old subject matter,
often referred to as “prior art,” cannot be patented. Prior art can thus be thought of as limiting or
restricting what is “new” and thus patentable.

Like ILR. 2795 as introduced, both the Substitute and the Redline re-define “prior
art” in a way that narrows that body of information, and anything that narrows the universe of
prior art necessarily expands the universe of patentable subject matter. Indeed, in some respects,
the current proposals, particularly the Redline, could relax the patentability standards even more
than the original bill could have done. In doing so, Section 3(b)(1) of these proposals makes it
easier for brand companies to obtain patents (even on non-inventive or old subject matter), while
simultaneously making it more difficult for generic companics to successfully challenge such
patents. For example, the proposals arguably relax the current patentability requirements relating
to:

¢ apublic use;

« asale or offer for sale;

s foreign patents;

s foreign patent applications:
¢ foreign publications;

« so-called “negative” prior art (that which reaches the opposite conclusion while still
teaching the invention); and
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» patents or patent applications owned by or subject to an obligation of assignment to
the patentee.

The anti-consumer consequences of the proposals found in the Substitute and the
Redline result, in fact, from several different aspects of the proposed revisions to § 102.

i The Definition Of “Publicly Known.”

The definition of “publicly known™ in proposed § 102(b) is problematic in several
key respects. Proposed § 102(a)(1) talks, in part, about the invention lacking novelty if the
claimed invention was “patented, described in a printed publication, or otherwise publicly
known.” Under proposed § 102(b)(2)(A) of the Substitute (proposed § 102(b)(4)(A) of the
Redline), something is “publicly known™ “only when it becomes reasonably and effectively
accessible, either through its use. sale, or disclosure by other means™ or if “it is emboedied in or
otherwise inherent in subject matter that has become reasonably and cffectively accessible,”
and for purposes of proposed § 102(b)(2)(A) (proposed § 102(b)(4)(A) of the Redline):

(i) subject matter is reasonably accessible if persons of ordinary skill in the art o
which the subject matter pertains are able to gain access to the subject matter
without resort to undue efforts; and

(ii) subject maltter is effectively accessible if persons of ordinary skill in the ait to
which the subject matier pertains are able to comprehend the content of the
subject matter without resort to undue efforts.

(Proposed § 102(b}2)(B) (proposed § 102(b)(4)(B) of the Redline)). Thus, on its face, the
definition of “publicly known” arguably narrows the information that otherwise would have
qualified as prior art under current law. Al a minimum, proposed § 102(b) possibly narrows
the universe of prior art presently available, thus making it easier to obtain and enforce a
patent, in the following respects:

Firsi, the definition of “publicly known™ requires all prior art to be “reasonably
and effectively accessible” such that a person of skill in the art can gain access and comprehend
it “without resort to undue efforts.” This represents a significant change in the law for several
types of activities that currently serve to restrict what can be patented. The courts generally have
not, for example, required sales, offers for sale, or the like to be “publicly known.™ as defined in
these proposals, in order to be invalidating.

»  Under current § 102(b), a sale or an offer for sale can be done entirely in secret and still
invalidate a patent claim. See, e.g.. Special Devices, Inc. v. OE4, Inc., 270 T.3d 1353,
1357 (Fed. Cir. 2001).

« Under current § 102(b), “public,” in context of a public use, “does not necessarily mean
open and visible in the ordinary sense; it includes any use of the claimed invention by a
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person other than the inventor who is under no limitation, restriction, or obligation of
secreey to the inventor.” New Railhead Mfg. Co. v. Vermeer Mfy. Co., 298 F.3d 1290,
1297 (Fed. Cir. 2002). Thus. “[i]t is not necessary for a product to actually be accessible
to the public to fall under Section 102(0).” System Mgmt. Aris v. Avesta Tech, Inc., 87
F. Supp. 2d 238, 269 (S.DN.Y. 2000). Indeed, the Federal Circuit has expressly rejected
a patentee’s assertion that, to be invalidating, a public use must be “publicly known or
accessible.” Baxter Int’l, Inc. v. COBE Labs., Inc., 88 F.3d 1054, 1058 (Fed. Cir. 1996).
Thus, the patentee’s clinical trials could constitute an invalidating “public use” under
§ 102, SmithKline Beecham Corp. v. Apotex Corp., 365 F.3d 1306 (Fed. Cir. 2004),
vacated on rehearing by, 403 F.3d 1331 (Fed. Cir. 2005); see also Eolus Tech. Corp. v.
Microsoft Corp., 399 F.3d 1325 (Fed. Cir. 2005) (stating that use by = third party under
no obligation to maintain the secrecy of the invention can be an invalidating public use);
bur see Janssen Pharm. NV, v. Eon Labs Mfg. Inc., No. (4-1539, 2005 WL 1384230
(Fed. Cir. June 13, 2005) (finding specific clinical trials did not constitute a “public use”
in light of the circumstances surrounding those trials).

» Under current § 102(2), a “public” use by others merely means a “not secrel” use that can
take place in the usual course of producing materials for commercial use. Levi Strauss &
Co. v. Galden Trade, No. 92-1667, 1955 WL 710822, at *18 (SD.N.Y. Dec. 1, 1995).
Consequently, the use of a patented product or process in a single shop can constitute
prior art under current § 102(a). Sec Giora George Angres, Lid. v. Tinney Beauty &
Figure, Inc., 116 F.3d 1497 (Fed. Cir. 1997).

Second, the “publicly known” definition could be construed as limiting reliance
on foreign patenis, foreign patent applications, and/or foreign publications as prior art. For
instance under the proposals, like ILR. 2795 as iniroduced, if a publication or palent application
exists only in a foreign language. a court could find that locating and translating such material
constitutes “undue efforts,” such that the publication or patent application would not constitute
“prior arl,” This could be significant in the generic drug context, as generic companies in
particular routinely rely on foreign art when defending against infringement allegations on drug
patents. In just the last year, courts in several pharmaceutical patent cases have found brand
patents invalid in light of foreign art. And, not surprisingly, foreign art also comes into play in
other subject matter areas, where courts also have struck down patents as invalid in light of
foreign art.

Third, the definition of “publicly known” uses the phrase “undue efforts.” The
proposals do not define the phrase, and it currently is not a term of ast in the patent law. Thus,
the courts will need to construe it. In testimony before this Subcommittee, a representative
from a brand pharmaceutical company likened the “undue efforts” requirement to the “undue
experimentation” requirement for enablement under 35 US.C. § 112. If so construed by a
court, it could severely disadvantage those who need to remove suspect patents in order to
compete in a given market. Determining whether a disclosure would require a person skilled
in the art to engage in “undue experimentation” under § 112 “is not a single, simple factual
determination, but rather is a conclusion reached by weighing many factual considerations.” fn
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re Wands, 858 F.2d 731, 737 (Fed. Cir. 1988). Indeed, the Federal Circuit has established
eight factors to consider when determining whether undue experimentation is necessary to
practice an invention:

) the quantity of experimentation necessary,

2) the amount of direction or guidance presented,

(3) the presence or absence of working examples,

(4)  the nature of the invention,

[©) the state of the prior art,

(6} the relative skill of those in the art,

(7)  the predictability or unpredictability of the art, and
(8)  the breadth of the claims,

See id. Thus, the use of the just the phrase “undue efforts” could result in alleged infringers
and the courts being burdened with an extensive, fact-intensive inquiry just to answer the
question: is this “prior art®? Only when this process is complete could the case go forward to
resolve the question of whether the prior art invalidates the patent claims at issue.

Fourth, the “publicly known” definition also could impose significant new
burdens on patent infringement defendants. Prior art must be “enabling” before it can be used to
invalidate a patent. Currently, the law presumes that a piece of prior art is enabling, and the
patentee must overcome this presumption. Proposed § 102(b)’s definition of “reasonably and
effectively accessible” could be viewed as overturning this presumption. This definition requires
the reference to be “accessed” and “comprehended” “without resort to undue efforts.” Courts
conceivably could construg this definition as requiring the alleged infringer to affirmatively
prove that the prior art reference is enabling. If so, this could severely disadvantage generic drug
companies. Not only would it impose a new and unwarranted burden on a party that must
already prove invalidity by clear and convincing evidence, but it turns each case into a two-tier
trial. As explained above, the process for determining whether a reference is enabling is
complex. An alleged infringer would first have to prove that the reference is enabling just so it
could be used as “prior art.” At that point, the alleged infringer would then have to go forward
trying to prove that the prior art invalidates the patent claims at issue. The delay caused by such
a multi-tier approach would, by itself, harm the public.

In these significant ways, the Substitute and the Redline, just like HL.R. 2795 as
introduced, could make it easier for brand drug companies to delay generic competition for
lifesaving medicines using patents that they could not lawfully obtain under the current Patent
Act. Congress should consider the severe hardship that such a result would impose not only on
consumers, but on the taxpayers that must fund, among other things, the MMA’s prescription
drug benefit plan starting in 2006.
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2. Other Changes To § 102.
ER The Substitute.

Setting aside the definition of “publicly known,” other aspects of proposed § 102
will curtail the universe of information that can constitute prior art. For example, under
proposed § 102(b)(1), subject matter that would otherwise gualify as prior art under proposed
§ 102(a)(2) will not be considered “prior art™ if (a) “the subject matter was obtained directly or
indirectly from the inventor or a joint inventor” or (b) “the subject matter and the claimed
invention were, not later than the effective filing date of the claimed invention, owned by the
same person or subject to an obligation of assignment to the same person.” Such restrictions on
what constitutes “prior art” could be particularly useful to a large, brand drug company
attempting to protect generic-blocking patents from invalidity claims, For example, the Federal
Circuit has relied upon a prior art patent that the patentee had previously licensed in order to
strike down a pharmaceutical patent. District courts, too, have done so in both pharmaceutical
and non-pharmaceutical cases.

Also, the Substitute does not define what is meant by “directly or indirectly.” If
given a broad construction by the courts, the universe of information that can constitute “prior
art” could be signilficantly narrowed.

b. The Redline.

As with the Substitute, setting aside the definition of “publicly known,” other
aspects of proposed § 102 will curtail the universe of information that can constitute prior art. In
fact, the Redline goes even fusther than the Substitte in terms of possibly relaxing the
patentability standards of current § 102. For example, whereas H.R. 2795 and the Substitute
place some limits on what can constitute prior art under proposed § 102(a)(2), the Redline places
limits on what can constitute prior art under both proposed § 102(a}2) and proposed
§ 102(2)(1)(B). Furthermore, the Redline appears to exclude information that otherwise would
have qualified as “prior art” under proposed § 102(a)(2) of both the original bill language and the
Substitute. (See, e.g., Redline Proposed § 102(b)(2) and (3)).

2. Changes to 35 U.S.C. § 103.

Section 3(c) of H.R. 2795 as introduced contained proposed § 102(b)(2). That
proposal would have curtailed the universe of prior art. Specifically, under the original proposal,
subject matter that would otherwise qualify as prior art under proposed § 102(2)(2) would not be
considered prior art for purposes of § 103 if the claimed invention “was made by or on behalf of
parties to a joint research agreement that was in effect on or before the effective liling date of the
claimed invention.” This change could have eliminated key literature and other malerial as prior
art.
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The Substitute deletes the so-called “joint research” exception to what constitutes
prior art. Unfortunately, proposed § 102(b)(3) of the Redline adds the provision back in and, in
this way, yet again makes it easier for companies to obtain dubious and overbroad patents that
nevertheless block competition.

118 If Congress Pursues Patent Reform, Any Such Legislation Should Include
Provisions Designed To Eliminate Unjustifiable Advantages That The Case Law
Currently Bestows On Patentees.

If Congress decides to pursue patent reform legislation, several of the inequities in
the patent case law should be remedied. Examples of where the current case law unjustifiably is
stacked in favor of patentees include the lollowing:

Patentees presently enjoy a statutorily unsupported presumption with respect to
certain prior art. In essence, the case law currently presumes that the PTO reviewed and
expressly considered any information (hat the patentee submitted during prosecution.  See
American Hoist & Derrick Co. v. Sowa & Sons, Inc., 725 F.2d 1350, 1359 (Ped. Cir. 1984)
(observing that patent examiner is presumed to have properly done his or her job and interpreted
references presented during prosecution). This presumption exists even if there is ro evidence
that the patent examiner ever fully evaluated the information, In litigation, this presumption can
{ranslate into a heightened burden of proof for the alleged infringer, which, as discussed below,
already must satisfy the clear and convincing evidence standard to begin with. See Metabolite
Labs, Inc. v. Lab. Corp. of Am., 370 F.3d 1354, 1368 (Fed. Cir. 2004); Al-Site Corp. v. VSI Int’l,
174 F.3d 1308, 1323 (Fed. Cir. 1999). Nothing in the Patent Act warrants imposing any
heightencd burden merely because the patentee provided a copy of an article to the PTO. To
remedy these inequities, Congress should consider amending the Patent Act to provide that
information and references referred to during examination shall be deemed to have been
considered by the PTO if. and only if, the patent examiner makes an explicit indication of the
information’s or a reference’s scope and relevance to examination. A mere listing of information
or references by the patent examiner should not be sufficient to establish that the PTO actually
considered specific information or references.

Additionally, an alleged infringer currently must establish invalidity by clear and
convincing evidence. Nothing in the Patent Act requires this heightened showing. The mere fact
that the patent is presumed valid does not, by itself, justify imposing this considerable burden.
At most, the clear and convineing evidence standard should apply only when an alleged infringer
attempts to establish invalidity using information or references that were expressly considered by
the PTO during patent prosecution. The burden of proving invalidity of a patent based, in whole
or in part, on any information or references nof expressly considered by the PTO should be by a
preponderance of the evidence,

Further, patentees enjoy unwarranted presumptions when it comes to injunctive
relief. Under the current case law, a patentee seeking an injunction against an alleged patent
infringer often enjoys a presumption that it will suffer irrcparable harm if an injunction does not
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issue. See, e.g., Purdue Pharma L.P. v. Boehringer Ingelheim GmbH, 237 F.3d 1359, 1367-68
(Fed. Cir. 2001) (upholding the grant of a preliminary injunction preventing drug company from
launching its competing product).

Barr believes that if Congress moves forward with patent reform legislation, the
public interest is best served by revising 35 U.S.C. § 283 to include the following concepts, some
of which appeared in the April 2005 Committee Print of H.R. 2795:

s a preliminary or permanent injunction should not be issued unless the court
finds that the patentee is likely to suffer irreparable harm that cannot be
remedied by the payment of money damages; and

e the court will not presume the existence of irreparable harm, but instead will
consider and weigh evidence that establishes or negates any equitable factor
relevant to a determination of the existence of irreparable harm, including the
extent to which the patentee makes use of the invention.

Unfortunately, neither the Substitute nor the Redline contain any provisions along
these lines. Indeed, both actually took steps backward in some important respects. For instance,
neither contains any changes to the injunctive relief provisions of 35 U.8.C. § 283, which means
that the law will continue to unfairly favor patentees, especially brand-name drug companies, to
the significant detriment of the public.

1.  if Congress Enacts Patent Reform Legislation, Caution Should Be Exercised When
Implementing Such Changes.

If Congress enacts patent reform legislation, it should enswre that those changes
are implemented in a way that does not upset settled expectations. Barr previously expressed
concern about the effective date provisions of H.R. 2795, explaining that they could, and likely
would, have immediate negative consequences for the generic drug industry, Neither the
Substitute nor the Redline does anything to address these real-life concerns, For example,
Section 10(g) of these proposals (Section 11(g) of the original bill) continues to provide:

(g) DETERMINING VALIDITY OF CLAIMS.—For the purpose of determining
the validity of a claim in any patent or the patentability of any claim in a
nonprovisional application for patent that is made before the effective date of the
amendments made by section 3, other than in an action brought in a court before
the date of the enactment of this Act—

(1) the provistons of sections 102(c) and 102(d} of title 35, United States
Code, shall be deemed to be repealed;

(2) the provisions of sections 102(f) of title 35, United States Code, shail be
deemed to be repealed and replaced by the provisions of section 101 of title
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33, United States Code, as amended by section 4(a) of this Act, relating to the
inventor’s right to seek and obtain a patent, except that a claim in a patent that
is otherwise valid shall not be invalidated by reason of this paragraph; and

(3) the term “in public use or on sale” as used in section 102(b) of title 35,
United States Code, shall be deemed Lo exclude the use, sale, or offer for sale
of any subject matter that had not become reasomably and effectively
accessible to persons of ordinary skill in the art to which the subject matter
pertains, as defined in the amendments made by section 3 of this Act.

As Barr previously explained. enacting such a provision could be immediately harmf{ul for at
feast the following reasons.

First, the proposal upsels the settled expectations of generic drug companies, and
perhaps competitors in other industries. The process for preparing a generic drug application
takes years. For drugs currently under development, generic companies have reviewed the
relevant patent landscape and made decisions about what drugs to pursue based upon the law as
it currently stands. Section 10(g), if enacted, could significantly change that law to the detriment
of those companies. For example, Section 10(g)(3) would eliminate the current law involving
the public use and on-sale bar defenses of § 102(b), and replace it with “reasonably and
effectively accessible” standard found in Section 3 of the proposals. For the previously-
discussed reasons, such a change could negatively impact generic drug companies.

Second, the provision conceivably could create situations where dilferent patents
in the same law suit are governed by different law. For example, Generic Company X currently
is engaged in litigation invelving several patents, but Brand Company Y has other patent
applications pending in the PTO. H.R. 2795 is enacted, as written, today. The PTO grants two
new patents to Brand Company Y next week. Brand Company Y adds those patents to its
existing litigation against Generic Company X. The cument law governs the patents issued
hefore cnactment of HLR. 2795, but Scction 10{g)(3) arguably can be construed as applying to
the patents issued after its enactment. If so, Generic Company X now has two sets of patents,
cach governed by different legal standards, in the same litigation. Such a situation plainly should
be avoided, as it severely prejudices the generic company.

* # ®
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Barr appreciates the opportunity to address these issues — issues important not
only for the generic drug industry, but also the consumers and taxpayers that rely on that industry
to bring less-expensive produets to market, Barr looks forward to continuing Lo assist Congress
in its work with respect to patent reform legislation.

Respectfuily submitted,

RAKOCZY MOLIN(

AZZOCHI STWIK LLP

Chribtine J-Siwik
On behalf of Barr Laboratories, Inc.

cc:  Representative Howard Berman
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