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STATUTES

The Patent Act

35 U.S.C. §§ 284–285 (2005)
enacted 1952, § 284 amended 1999
§ 284. Damages 
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.

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. 
Increased damages under this paragraph shall not apply to provisional rights under section 154(d) of this title [35 U.S.C. § 154(d)].

The court may receive expert testimony 
- as an aid to the determination of damages or 
- of what royalty would be reasonable under the circumstances.
§ 285.  Attorney fees 

The court in exceptional cases may award reasonable attorney fees to the prevailing party.

[Note the vague language such as “reasonable royalty,” ”adequate,” “exceptional,” and that the court “may increase damages.” Due to a lack of statutory guidance, this doctrine was primarily developed through common law. -RRC] 
INTRODUCTION
Robert R. Cleary, Jr.
I. Willful Infringement Doctrine Generally 

Put simply, willful infringement is patent infringement that is done with a flagrant disregard for the patent owner’s property rights. Willful infringement is the most common basis for enhancing damages. Chisum on Patents, v. 7, §20.03[4][b]. The statute, 35 U.S.C. §284, authorizes, but does not mandate increased damages upon a finding of willful infringement. Transclean Corp. v. Bridgewood Servs., 290 F.3d 1364, 1378 (Fed. Cir. 2002).  
“A showing of willful infringement or bad faith must support an award of enhanced damages. Enhanced damages are punitive, not compensatory.” 

Delta-X Corp. v. Baker Huges Prod. Tools, Inc., 984 F.2d 410, 413 (Fed. Cir. 1993).     

A court’s finding of willful infringement is one of fact looking to the totality of the circumstances in each case. E.g. Stryker Corp. v. Intermedics Orthopedics, Inc., 96 F.3d 1409, 1413-1414 (Fed. Cir. 1996).  An analysis of the totality of the circumstances often looks to many of the factors listed in Read Corp v. Portec Inc., 970 F.2d 816,  

- deliberate copying; 
- infringer's investigation and good-faith belief of invalidity or non-infringement;
- litigation conduct; 
- infringer's size and financial condition; 
- closeness of the case; 
- duration of the misconduct; 
- remedial action by the infringer; 
- infringer's motivation for harm; and 
- concealment. 
Read Corp. v. Portec, Inc., 970 F.2d 816, 827 (Fed. Cir. 1992).  Where a potential infringer has “actual notice” of another’s patent rights, he has an affirmative duty to exercise due care to determine whether or not there is infringement. Underwater Devices, Inc. v. Morrison-Knudsen Co., 717 F.2d 1380, 1389 (Fed. Cir. 1983). Until recently,
“such an affirmative duty include[d], inter alia, the duty to seek and obtain competent legal advice from counsel before the initiation of any possible infringing activity.” 
Id. at 1390.
383 F.3d 1337 (Fed. Cir. 2004)
Knorr-Bremse Systeme Fuer Nutzfahrzeuge GmbH v. Dana Corp.

[Before Mayer, Newman, Lourie, Clevenger, Rader, Schall, Bryson, Gajarsa, Linn, Dyk, and Prost. Concurring in part and dissenting in part opinion filed by Circuit Judge DYK.  Michel took no part. – RRC]

[Patent Owner Knorr-Bremse sued Dana Corp. and joint venture partner Haldex (and Haldex’s US subsidiary) for patent infringement. In January 2001 bench trial, defendants/appellants were found liable for infringement and willful infringement. – RRC] 
No damages were awarded, for there were no sales of the infringing brakes. Based on the finding of willful infringement the court awarded partial attorney fees under 35 U.S.C. § 285.


The appellants seek reversal of the finding of willful infringement, arguing that an adverse inference should not have been drawn 
- from the withholding by Haldex of an opinion of counsel concerning the patent issues, and
- from the failure of Dana to obtain its own opinion of counsel. 
Applying our precedent, the district court inferred that the opinion of counsel withheld by Haldex was unfavorable to the defendants. After argument of the appeal we took this case en banc in order to reconsider our precedent with respect to these aspects. 

We now hold that no adverse inference that an opinion of counsel was or would have been unfavorable flows from an alleged infringer's failure to obtain or produce an exculpatory opinion of counsel. Precedent to the contrary is overruled. We therefore vacate the judgment of willful infringement and remand for re-determination, on consideration of the totality of the circumstances but without the evidentiary contribution or presumptive weight of an adverse inference that any opinion of counsel was or would have been unfavorable.

BACKGROUND

[Before and after judgment, Dana and others continued to use the infringing brake. Note there were no sales. -RRC]


On the issue of willful infringement, Haldex told the court that it had consulted European and United States counsel concerning Knorr-Bremse's patents, but declined to produce any legal opinion or to disclose the advice received, asserting the attorney-client privilege. Dana stated that it did not itself consult counsel, but relied on Haldex. Applying Federal Circuit precedent, the district court found: 
"It is reasonable to conclude that such opinions were unfavorable." 
The court discussed the evidence for and against willful infringement and concluded that 
"the totality of the circumstances compels the conclusion that defendants' use of the Mark II air disk brake, and indeed Dana's continued use of the Mark II air disk brake on various of its vehicles [after the judgment of infringement] amounts to willful infringement of the '445 patent." 
Knorr-Bremse II, 133 F. Supp. 2d at 863. Based on the finding of willful infringement the court found that the case was "exceptional" under 35 U.S.C. § 285, and awarded Knorr-Bremse its attorney fees for the portion of the litigation that related to the Mark II brake.

The appellants appeal only the issue of willfulness of the infringement and the ensuing award of attorney fees. 
I. WILLFUL INFRINGEMENT
[A. History]

In discussing "willful" behavior and its consequences, the Supreme Court has observed that 
"the word 'willful' is widely used in the law, and, although it has not by any means been given a perfectly consistent interpretation, it is generally understood to refer to conduct that is not merely negligent," 
McLaughlin v. Richland Shoe Co., 486 U.S. 128, 133 (1988).  The concept of "willful infringement" is not simply a conduit for enhancement of damages; it is a statement that patent infringement, like other civil wrongs, is disfavored, and intentional disregard of legal rights warrants deterrence. Remedy for willful infringement is founded on 35 U.S.C. § 284 
("the court may increase the damages up to three times the amount found or assessed") 
and 35 U.S.C. § 285 
("the court in exceptional cases may award reasonable attorney fees to the prevailing party").

See generally Aro Mfg. Co. v. Convertible Top Replacement Co., 377 U.S. 476, 508 (1964) 
(the patentee "could in a case of willful or bad-faith infringement recover punitive or 'increased' damages under the statute's trebling provision").
Determination of willfulness is made on consideration of the totality of the circumstances, and may include contributions of several factors, as compiled, e.g., in  Rolls-Royce Ltd. v. GTE Valeron Corp., 800 F.2d 1101, 1110 (Fed. Cir. 1986) and Read Corp. v. Portec, Inc., 970 F.2d 816, 826-27 (Fed. Cir. 1992). {RRC-2} These contributions are evaluated and weighed by the trier of fact, for “willfulness” in infringement, as in life, is not an all-or-nothing trait, but one of degree. It recognizes that infringement may range from unknowing, or accidental, to deliberate, or reckless, disregard of a patentee's legal rights.

Fundamental to determination of willful infringement is the duty to act in accordance with law. Reinforcement of this duty was a foundation of the formation of the Federal Circuit court, at a time when widespread disregard of patent rights was undermining the national innovation incentive. Thus in Underwater Devices, Inc. v. Morrison-Knudsen Co., 717 F.2d 1380 (Fed. Cir. 1983) the court stressed the legal obligation to respect valid patent rights. The court's opinion quoted the infringer's attorney who, without obtaining review by patent counsel of the patents at issue, advised the client to 
"continue to refuse to even discuss the payment of a royalty, [and that] courts, in recent years, have - in patent infringement cases - found the patents claimed to be infringed upon invalid in approximately 80% of the cases," 
[F]or this reason the patentee would probably not risk filing suit. On this record of flagrant disregard of presumptively valid patents without analysis, the Federal Circuit ruled that 
"where, as here, a potential infringer has actual notice of another's patent rights, he has an affirmative duty to exercise due care to determine whether or not he is infringing," including "the duty to seek and obtain competent legal advice from counsel before the initiation of any possible infringing activity." 
Id. at 1389-90.

Later, the aspect of privilege arose in Kloster Speedsteel AB v. Crucible Inc., 793 F.2d 1565 (Fed. Cir. 1986), where the Federal Circuit held that the infringer’s 
“silence on the subject, in alleged reliance on the attorney-client privilege, would warrant the conclusion that it either obtained no advice of counsel or did so and was advised that its importation and sale of the accused products would be an infringement of valid U.S. Patents.”
Id. at 1580. Thus arose the adverse inference.  

[I]mplementation of this precedent has resulted in inappropriate burdens on the attorney-client relationship.

[B. Analysis]

We took this case en banc to review this precedent. While judicial departure from stare decisis always requires "special justification," the "conceptual underpinnings" of this precedent have significantly diminished in force. The adverse inference that an opinion was or would have been unfavorable, flowing from the infringer's failure to obtain or produce an exculpatory opinion of counsel, is no longer warranted. Precedent authorizing such inference is overruled.

We answer the four questions presented for en banc review, as follows: 


QUESTION 1 

[AI’s Invoking Attorney-Client Privilege]
 
When the attorney-client privilege and/or work-product privilege is invoked by a defendant in an infringement suit, is it appropriate for the trier of fact to draw an adverse inference with respect to willful infringement? {Small caps added for emphasis. -RRC}

The answer is "no." Although the duty to respect the law is undiminished, no adverse inference shall arise from invocation of the attorney-client and/or work product privilege.

Although this court has never suggested that opinions of counsel concerning patents are not privileged, the inference that withheld opinions are adverse to the client's actions can distort the attorney-client relationship, in derogation of the foundations of that relationship. We conclude that a special rule affecting attorney-client relationships in patent cases is not warranted. 

 A defendant may of course choose to waive the privilege and produce the advice of counsel. However, the assertion of attorney-client and/or work-product privilege and the withholding of the advice of counsel shall no longer entail an adverse inference as to the nature of the advice.

QUESTION 2
[AI’s Who Failed To Get An Opinion]
 
When the defendant had not obtained legal advice, is it appropriate to draw an adverse inference with respect to willful infringement?

The answer, again, is "no." The issue here is not of privilege, but whether there is a legal duty upon a potential infringer to consult with counsel, such that failure to do so will provide an inference or evidentiary presumption that such opinion would have been negative.

Dana Corporation did not seek independent legal advice, upon notice by Knorr-Bremse of the pendency of the '445 application in the United States and of the issuance of the '445 patent, followed by the charge of infringement. In tandem with our holding that it is inappropriate to draw an adverse inference that undisclosed legal advice for which attorney-client privilege is claimed was unfavorable, we also hold that it is inappropriate to draw a similar adverse inference from failure to consult counsel. Although there continues to be 
"an affirmative duty of due care to avoid infringement of the known patent rights of others," 
L.A. Gear Inc. v. Thom McAn Shoe Co., 988 F.2d 1117, 1127 (Fed. Cir. 1993), the failure to obtain an exculpatory opinion of counsel shall no longer provide an adverse inference or evidentiary presumption that such an opinion would have been unfavorable. 
QUESTION 3
[This question and answer contained a brief application of the holding to the narrow facts of the case and is omitted here. -RRC] 

***

Today we resolve only the question of whether adverse inferences of unfavorable opinions can be drawn, and hold that they can not.
QUESTION 4

[AI’s Defense to Infringement in General]

Should the existence of a substantial defense to infringement be sufficient to defeat liability for willful infringement even if no legal advice has been secured?

The answer is "no." Precedent includes this factor with others to be considered among the totality of circumstances, stressing the 
“theme of whether a prudent person would have sound reason to believe that the patent was not infringed or was invalid or unenforceable, and would be so held if litigated,” 
SRI Int'l v. Advanced Tech. Lab., 127 F.3d 1462, 1465 (Fed. Cir. 1997). However, precedent also authorizes the trier of fact to accord each factor the weight warranted by its strength in the particular case. We deem this approach preferable to abstracting any factor for per se treatment, for this greater flexibility enables the trier of fact to fit the decision to all of the circumstances. We thus decline to adopt a per se rule.
***

SUMMARY

An adverse inference that a legal opinion was or would have been unfavorable shall not be drawn from 
· invocation of the attorney-client and/or 
· work product privileges or 
· from failure to consult with counsel. 
Contrary holdings and suggestions of precedent are overruled.

 This case is remanded for redetermination of the issue of willful infringement and any remedy therefore.

VACATED AND REMANDED 


DISSENT

DYK, Circuit Judge, concurring-in-part and dissenting-in-part.

I join the majority opinion insofar as it eliminates an adverse inference (that an opinion of counsel would be unfavorable) from the infringer's failure to disclose or obtain an opinion of counsel. I do not join the majority opinion to the extent that it may be read as reaffirming that 
“where, as here, a potential infringer has actual notice of another's patent rights, he has an affirmative duty to exercise due care to determine whether or not he is infringing.”

There is a substantial question as to whether the due care requirement is consistent with the Supreme Court cases holding that punitive damages can only be awarded in situations where the conduct is reprehensible.
 While the majority properly refrains from addressing this constitutional issue, as it has not been briefed or argued by the parties or amici in this case, I write separately to note my view that enhancing damages for failure to comply with the due care requirement cannot be squared with those recent Supreme Court cases.

[I. Punitive Damages Resulting From Duty of Due Care] 

We have often recognized that enhanced damages awarded pursuant to 35 U.S.C. § 284 are a form of punitive damages.  Punitive damages are awarded to punish reprehensible behavior, referred to in this context as willful infringement. "Enhancement . . . depends on a showing of willful infringement or other indicium of bad faith warranting punitive damages." Liability for willfulness of infringement turns on considerations of intent, state of mind, and culpability. Under our cases, enhanced damages may be awarded only as a penalty for an infringer's increased culpability, namely willful infringement or bad faith.
Willful infringement is . . . a measure of reasonable commercial behavior in the context of the tort of patent infringement. The extent to which the infringer disregarded the property rights of the patentee, the deliberateness of the tortious acts, or other manifestations of unethical or injurious commercial conduct, may provide grounds for a finding of willful infringement and the enhancement of damages.
 
But a potential infringer's mere failure to engage in due care is not itself reprehensible conduct. To hold that it is effectively shifts the burden of proof on the issue of willfulness from the patentee to the infringer, which must show that its infringement is not willful by showing that it exercised due care. While the duty of care is only one factor in the determination of enhanced damages, no one can seriously doubt that, both in the minds of the jurors (in determining willfulness) and in the decision of the district court (concerning enhancement), the duty of care is by far the preeminent factor in the vast majority of cases.

[II. Duty of Care Has No Statutory Basis]

The duty of care requirement finds no support in the patent damages statute, the legislative history, or Supreme Court opinions. The enhancement statute merely provides that "the court may increase the damages up to three times the amount found [by the jury] or assessed [by the court]. 35 U.S.C. § 284. No other mention is made of enhancement, willful infringement, or a duty of care.  {Is Dyk trying to deny the entire common law doctrine? -RRC} The present statute, which was enacted in 1952, simply "consolidates the provisions relating to damages" from the previous version of the patent law. The previous version of the statute - in effect since 1836 - provided that courts can enhance damages "according to the circumstances of the case." 

Nor does any of the few Supreme Court cases interpreting section 284 provide any basis for a duty of care. Indeed, they appear to limit enhanced damages to cases of "willful or bad-faith infringement," or "wanton or malicious" injury. 

[III. Punitive Damages Only For Reprehensible Conduct]

Whatever justification there may have been for the due care approach in the past, that doctrine has been undermined by the decisions of the Supreme Court beginning in 1996, which have limited the award of punitive damages on due process grounds. See, e.g., State Farm, 538 U.S. at 416-18; Gore, 517 U.S. at 568. 

Punitive damages should only be awarded if the defendant's culpability, after having paid compensatory damages, is so reprehensible as to warrant the imposition of further sanctions to achieve punishment or deterrence.


Thus, even where the damages multiple is within accepted bounds, the Court has required a finding of reprehensibility as a predicate to an award of punitive damages. Patent law is not an island separated from the main body of American jurisprudence. The same requirement of reprehensibility restricts an award of enhanced damages in patent cases as in other cases. When an infringer merely fails to exercise his supposed duty of care, there are "none of the circumstances ordinarily associated with egregiously improper conduct" that could be sufficiently reprehensible to warrant imposition of punitive damages, as in Gore. 517 U.S. at 580. 

***

[V. Preliminary Injunction As Alternative for Punitive Damages]

Finally, in my view, the imposition of the due care requirement has produced nothing of benefit to the patent system. In cases where the potential infringer has been guilty of deliberate copying, concealment of infringement, or other reprehensible conduct, enhanced damages serve a useful purpose. But where such reprehensible conduct is absent, it is unnecessary to stretch the law of punitive damages to protect the patentee because the patentee can secure a preliminary injunction once he has learned of infringement. If the patentee is unable to secure a preliminary injunction because he cannot make a clear showing of likelihood of success on the merits, there is no reason the patentee should be able to secure punitive damages based merely on a showing of lack of "due care" by the accused infringer during the pendency of the litigation.

The due care requirement exists in the context of patent law that is complex, where ultimate outcomes are difficult to predict, and, as the majority holds, the existence of a substantial defense on the merits will not bar a finding of willfulness. 
As the amici point out, the due care requirement has fostered a reluctance to review patents for fear that the mere knowledge of a patent will lead to a finding of lack of due care; a cottage industry of window-dressing legal opinions by third party counsel designed to protect the real decision-making process between litigating counsel and the company's executives; the imposition of substantial legal costs on companies seeking to introduce innovative products; and an enhanced ability of holders of dubious patents to force competitors' products off of the market through the threat of enhanced damages
The majority opinion here ameliorates these concerns to some very limited extent by eliminating the inference that an undisclosed or unobtained opinion of counsel was or would have been adverse. But the majority opinion does not address whether a potential infringer can satisfy the requirement of due care without securing and disclosing an opinion of counsel, or, if such an opinion is not absolutely required, whether an adverse inference can be drawn from the accused infringer's failure to obtain and disclose such an opinion. More fundamentally, the opinion does not address whether the due care requirement, whatever its parameters, is consistent with the Supreme Court's punitive damages jurisprudence.

I would recognize that the due care requirement is a relic of the past and eliminate it as a factor in the willfulness and enhancement analysis. 
372 F. Supp. 2d 833 (E.D. Va. 6/6/05)

Knorr-Bremse Systeme Fuer Nutzfahrzeuge GmbH v. Dana Corp.

[On remand from the 2004 “Knorr III” Federal Circuit case, the district court re-determined the issues of willful infringement and the award of attorney’s fees under the “exceptional case” standard of 35 U.S.C. §285.  While the court affirmed that there was willful infringement under the totality of the circumstances test (minus any adverse presumptions), the court determined that the case was not exceptional within the meaning of § 285. Knorr's motion for attorney's fees was denied. -RRC]

***
[I. Application of the New Willfulness Standard]
The instant reassessment of willful infringement must be guided by the same principles that governed the initial willfulness analysis minus the adverse inference concerning the defendants' failure to disclose or obtain any legal opinions on infringement and validity issues. Thus, the test for willful infringement is still 
“whether, under all the circumstances, a reasonable person would prudently conduct himself with any confidence that a court might hold the patent invalid or not infringed.” 
Hall v. Aqua Queen Manufacturing, Inc., 93 F.3d 1548, 1555 (Fed. Cir. 1996).  Put differently, 

“[a] finding of willfulness requires the fact-finder to find that clear and convincing evidence shows ‘that the infringer acted in disregard of the patent...[and] had no reasonable basis for believing it had a right to do the acts.’” 
American Medical Systems, Inc. v. Medical Engineering Corp., 6 F.3d 1523, 1530 (Fed. Cir. 1993) {citations omitted -RRC}
In all cases, a determination of willfulness is a factual determination to be "made on consideration of the totality of the circumstances." Knorr III, 383 F.3d at 1337  And, in this regard, although there are no "hard and fast per se rules" with respect to a finding of willful infringement, various factors have been recognized as relevant and thus appropriately considered in the willfulness analysis. {Read v. Portec factors omitted. See RRC-2} 

***
In the application of the various factors relevant to the willfulness analysis it is important to have in mind that "fundamental to [a] determination of willful infringement is the duty to act in accordance with law." Knorr III, 383 F.3d at 1343. Indeed, the Federal Circuit reaffirmed in Knorr III that there continues to be "an affirmative duty of care to avoid infringement of the known patent rights of others." Id. at 1345-46. Thus, the primary focus in a willful infringement inquiry is ultimately on the infringer's intent and reasonable beliefs concerning non-infringement and patent invalidity.
[Public policy arguments against finding of willful infringement and punitive damages omitted. -RRC]

***

Even absent the adverse inference now prohibited by the Federal Circuit, a number of factors still support a finding of willful infringement with respect to the Mark II air disk brake. ... [W]eighing in favor of a willfulness finding is the fact that defendants failed to take prompt remedial action after Knorr was awarded summary judgment on the issue of literal infringement as to the Mark II device in November 2000. Rather, the record reflects that a number of test vehicles that Dana had previously equipped with Mark II air disk brakes were still being used for commercial purposes as of January 2001, when the bench trial on the remaining issues commenced. And, in this regard, Dana did not show convincingly that it would have suffered any exceptional hardship in immediately replacing the Mark II air disk brakes on these test vehicles with non-infringing brakes following the entry of summary judgment in  plaintiff's favor. ... [W]here, as here, a party acts in the best interest of their customers, without any realistic or good faith belief that their product does not infringe the valid patent rights of others, and continues to engage in infringing behavior until a modified product is ready for distribution, a finding of willful infringement is warranted. 

In sum, the totality of the circumstances presented here -- and wholly without the now-proscribed adverse inference -- still compels the conclusion that defendants' use of the Mark II air disk brake, and indeed their continued use of the Mark II air disk brake throughout the instant litigation, amounted to willful infringement of the '445 patent.

[II. Analysis Regarding Attorney Fees]
Given the willful infringement finding, the next question presented is whether the award of attorney's fees to Knorr pursuant to 35 U.S.C. § 285 should likewise remain intact.

A determination as to whether attorney's fees should be awarded to a prevailing party under § 285 is a two-step process. In the first step, the district court must determine whether the prevailing party -- in this case Knorr -- has established by clear and convincing evidence that the case is indeed "exceptional" within the meaning of the statute. n22 The starting point in the analysis is the language of the governing statute, which expressly grants district courts the discretion to award reasonable attorney's fees to the prevailing party "in exceptional cases." 35 U.S.C. § 285. Although the patent statute itself does not provide any guidance as to the contours of the exceptional case category, it is important to begin the analysis by recognizing that the term "exceptional" is generally defined as "forming an exception," "being out of the ordinary," "uncommon" or "rare." WEBSTER'S THIRD NEW INT'L DICTIONARY 791 (1993).

While not explicitly referring to any such plain meaning or dictionary definition, courts have typically found cases to be exceptional where a party has engaged in bad faith litigation or inequitable conduct in the course of the patent proceedings. Indeed, it is clear that 
“district courts possess inherent power to assess attorney fees as a sanction when a party acts in bad faith, vexatiously, wantonly, or for oppressive reasons.” 
See, e.g., L.E.A. Dynatech, Inc. v. Allina, 49 F.3d 1527, 1530 (Fed. Cir. 1995). Thus, a case is appropriately classified as exceptional under the statute 
“when the defendant's conduct causes an unnecessary and outcome certain lawsuit or where the defendant displays bad faith in the pre-trial and trial states of the suit.” 
Oscar Mayer Foods Corp. v. Conagra, Inc., 869 F. Supp. 656 (W.D. Wis. 1994) (citing Kloster, 793 F.2d at 1580).
***
In addition to a finding of bad faith or inequitable conduct, a finding of willful or deliberate infringement may, by itself, likewise constitute a sufficient basis for finding a case "exceptional" under the statute. Nonetheless, and especially significant here, an award of attorney's fees does not automatically follow from a finding of willful infringement. See, e.g., Jurgens v. CBK, Ltd., 80 F.3d 1566, 1572 (Fed. Cir. 1996). ... 

"[W]illfulness is only one factor, albeit a sufficient one, for the court to examine in determining whether an award of attorney fees or costs is warranted." 
Century Wrecker Corp. v. E.R. Buske Manufacturing Co., Inc., 913 F. Supp. 1256, 1293 (N.D. Iowa 1996) (citing Revlon, Inc. v. Carson Prods. Co., 803 F.2d 676, 679 (Fed. Cir. 1986). And, in this regard, the question whether a finding of willful infringement is sufficient to render a case exceptional under the statute necessarily hinges on a careful examination of the specific facts presented as willfulness itself is always a matter of degree.  [I]mportantly, when a finding of willful infringement has been made, the district court must explain its reasons for not finding the case "exceptional" for purposes of awarding attorney's fees to the prevailing party.
In the event a case is deemed "exceptional" under the statute, the second step in the § 285 analysis requires the district court then to exercise its discretion in determining whether an award of attorney's fees is warranted given the particular circumstances of the case. See Enzo Biochem, Inc., v. Calgene, Inc., 188 F.3d 1362, 1370 (Fed. Cir. 1999).  As an initial matter, Knorr has failed to establish by clear and convincing evidence that defendants engaged in any bath faith litigation or inequitable conduct in the course of the proceedings. Counsel for both sides litigated their clients' respective positions vigorously and aggressively, as must be reasonably expected where, as here, there are experienced and zealous legal advocates involved. Moreover, although defendants may indeed have engaged in willful infringement with respect to the Mark II air disk brake, defendant's specific conduct underlying the willfulness finding is not so egregious or in contempt of their legal obligations under the patent laws as to justify an award of attorney's fees. In this regard, it is undisputed that there were no sales of any Mark II air disk brakes to customers in the United States, either before or after the instant litigation was initiated. The record is also devoid of any evidence that Knorr lost a single sale, order, customer or license as a result of defendant's willful infringement of the '445 patent; indeed, Knorr ultimately claimed no infringement damages. Thus, although a finding of willful infringement, in appropriate circumstances, entitles the prevailing party to an enhanced damages award under § 284, Knorr actually stipulated to a summary judgment finding of "no damages" with respect to defendants' use of the Mark II air disk brake, thereby waiving its right to seek any damages or enhanced damages under the applicable statute. {Is all this analysis for naught? -RRC} 
...

Accordingly, ... Knorr's motion for attorney's fees under § 285 is properly denied.

2005 Duke L. & Tech. Rev. 5 (2005)
Willful Infringement and the Evidentiary Value of Opinion Letters after Knorr-Bremse V. Dana

Joshua Stowell
[Joshua Stowell is a second year J.D. candidate at Duke University School of Law. -RRC]

RAMIFICATIONS OF KNORR-BREMSE

While the Federal Circuit clearly eliminated adverse inference from the test for willful infringement, the court failed to clearly explain how this decision would affect the current state of patent law, leaving patent attorneys with two fundamental questions.

A. May the plaintiff inform the fact-finder that the alleged infringer failed to consult legal counsel?

The Federal Circuit has previously acknowledged that the duty to consult counsel is one component of the "totality of the circumstances" and relevant to determining the potential infringer's state of mind at the time of infringement. In that respect the plaintiff must be allowed to inform the fact-finder that the alleged infringer failed to consult legal counsel.

The Federal Circuit's decision in Knorr-Bremse only addressed the issue of whether the court may instruct the fact-finder to interpret the defendant's failure to present an opinion letter as indicating that any opinion letter so obtained by the defendant would have been negative. The court never addressed whether the plaintiff could simply inform the fact-finder that the defendant failed to consult counsel. However, the Federal Circuit's prior jurisprudence strongly suggests a plaintiff must be allowed to inform the fact-finder that the defendant failed to consult legal counsel in any case where the defendant had a duty to consult counsel. See, e.g., Underwater Devices, Inc. v. Morrison-Knudsen Co., 717 F.2d 1380, 1389-90 (Fed. Cir. 1983).
Generally, inventors do not have a duty to investigate whether each product they develop has been patented because the costs associated with such due diligence may be prohibitive. However, once an inventor gains knowledge of a patent relating to his device {Is this the illusive and undefined “actual notice”? -RRC}, the costs of determining infringement decrease dramatically. Along these lines the Federal Circuit adopted the affirmative duty rule. In Knorr-Bremse {RRC-3} the court continued to adhere to the principle that a potential infringer 
"has an affirmative duty to exercise due care to determine whether or not he is infringing" 
when he has knowledge of prior patents his product may infringe. While the court originally required defendants to consult legal counsel in order to satisfy their duty, the court currently only requires a defendant to consult legal counsel if the totality of the circumstances warrants it. Consequently, a blanket rule punishing potential infringers for failing to obtain legal counsel, regardless of whether the circumstances require consultation, is overly inclusive. 

In Knorr-Bremse, the court seemed to recognize the over-inclusive nature of the existing rule. The court stressed that willful infringement hinges on 
"whether a prudent person would have sound reason to believe that the patent was not infringed or was invalid or unenforceable, and would be so held if litigated." {RRC-5:44-47} 
In judging the defendant's reasonableness the court has repeatedly stated it must consider the "totality of the circumstances," one of which is whether the defendant reasonably investigated the validity of any infringement claims. 

The question for any defendant becomes: What is a reasonable investigation? In certain cases where the inventor lacks any background in patent law, the only reasonable course of conduct may be to consult a patent attorney. In contrast, in cases where the inventor is well educated on patent law, perhaps a large corporation that deals with patent issues on a regular basis, a reasonable investigation may not include consulting counsel. However, in either case, whether the defendant consulted patent counsel may be helpful in explaining the defendant's state of mind at the time of the infringing activity. Thus, in the interest of considering the "totality of the circumstances," it appears that the fact-finder must be told whether the defendant consulted counsel because it is one component of the circumstances and may aid the jury in determining intent.

While some may think this outcome simply sounds like adverse inference in disguise, the results are much more just and favorable for the defendant. Pre-Knorr-Bremse, if the defendant failed to present an opinion of counsel at trial, the judge would instruct the jury that the defendant failed to consult counsel and that an opinion letter, had it actually been obtained, would have been against the defendant's interests. Not only does the jury learn that the defendant failed to pursue the wise course of action of consulting counsel, but it is also instructed to presume that any legal counsel, if consulted, would have said that the defendant was guilty of infringement. Under such circumstances, it becomes almost impossible for the defendant to win the trial. [After] Knorr-Bremse, however, the plaintiff at most merely instructs the jury that the defendant failed to consult counsel. The defendant then would have an opportunity to rebut the plaintiff's charge of willfulness and explain why he did not consult counsel. Unlike the old system, there would be no presumption of guilt and the defendant would be permitted an opportunity to mount an actual defense.
B. How can potential infringers avoid a finding of willful infringement in the absence of obtaining an opinion from legal counsel?

In order to avoid a finding of willfulness, the defendant must convince the court that he did not intentionally infringe the plaintiff's patent. A good faith intent, absent an opinion from counsel, can be difficult to prove but not impossible. The defendant must present concrete evidence showing he was aware of the plaintiff's patent and took constructive action not to infringe it.

1. The Federal Circuit's definition of willfulness

... The Federal Circuit has defined willfulness as a form of mens rea. In other words, willfulness requires a showing of deliberate or intentional infringement. The Federal Circuit has stated that in order 
"to willfully infringe a patent, the patent must exist and one must have knowledge of it."  
Potential infringers may obtain actual knowledge of a patent in a variety of ways, including receiving an offer to license, receiving a notice of infringement, or discussing a competing product with a manufacturer. Constructive knowledge is also possible if the infringer has knowledge of a product with a patent number affixed. 

As the court established in Kloster Speedsteel v. Crucible, 793 F.2d 1565, 1580 (Fed. Cir. 1986),  and reaffirmed in Knorr-Bremse, a finding of willful infringement should be based on the "totality of the circumstances." The court must 
"look at exculpatory evidence as well as evidence tending to show deliberate disregard of [the patentee's] rights. ...[Ultimately,] the court must consider factors that render [the] defendant's conduct more culpable, as well as factors that are mitigating or ameliorating." 
Id. Although the relevant factors may vary greatly depending on the case, the Federal Circuit has provided some guidance through its prior case law as to some of the factors it may consider. One factor that clearly weighs into the willfulness determination is whether the alleged infringer consulted legal counsel. Consulting legal counsel, however, does not automatically compel a finding against or for willful infringement, but is merely one factor the court must consider.
[A. Analyzing Totality of the Circumstances Factors]
In CPG Products Corp. v Pegasus Luggage, Inc., 776 F.2d 1007 (Fed. Cir. 1985), the court identified three inquiries relevant to determining willfulness: 
- whether the defendant had knowledge of the plaintiff's patent, 
- whether the defendant reasonably investigated the validity of any infringement claims, and 
-  whether the defendant took remedial action upon learning of the potential infringement. 
The court expanded upon the willfulness inquiry in Bott v. Four Star Corp., 807 F.2d 1567 (Fed. Cir. 1986) by asking "whether the infringer deliberately copied the ideas or design of another" and how "the infringer[] [behaved] as a party to the litigation." Furthermore, in Read, 970 F.2d at 826, the court noted that the factors in the previous cases were not "all inclusive" and recognized five additional factors courts could consider when determining willfulness: [Read v. Portec factors omitted. See RRC-2.] ...
Generally the defendant in a willful infringement suit will argue that he created his invention with a "good faith belief that it did not infringe" the plaintiff's patent. Based on this defense, a finding of willfulness will typically turn on the defendant's state of mind at the time of the infringement. Defendants, however, run into difficulty proving their good faith intent because their state of mind is entirely within their own possession. An opinion of counsel can be effective in proving a defendant's state of mind and, based on prior Federal Circuit decisions, seems to be the preferred method of evidence for proving intent. 
... While Federal Circuit precedent is heavily populated by decisions turning on the presence of opinions of counsel, the court has issued a few decisions that found the defendant not liable for willful infringement despite the lack of an opinion of counsel. These cases provide insights into how potential infringers may prove a good faith intent not to infringe despite the failure to obtain an opinion of counsel.

2. Proving a good faith intent not to infringe

[A. Design Around]
One of the more common ways a defendant can demonstrate its good faith intent is to provide evidence that he tried to "design around" an already existing patent. According to the Federal Circuit, the ability to design around an existing patent is a benefit of a patent system that ensures a "steady flow of innovations to the marketplace." Because the ability to design around is so valuable, the Federal Circuit has stated that "it should not be discouraged by punitive damages." In Rite-Hite Corp. v. Kelley, 819 F.2d 1120, 1125 (Fed. Cir. 1987), for example, the defendant refused to present any opinion of counsel at trial, citing attorney-client privilege. Despite the absence of legal counsel on the record, the court still determined the defendant did not willfully infringe the plaintiff's patent. According to the court, the factors influencing its decision were "that the infringer's copying of a certain feature was not exact and that the infringer's stated aim was to 'design around' the patentee's claims." 

Similarly, in Rolls-Royce Ltd. v. GTE Valeron Corp., 800 F.2d 1101, 1109-10 (Fed. Cir. 1986), the defendant failed to obtain an opinion of counsel. Once again, the court was favorably influenced by the defendant's attempt to "design around" the original invention.  The defendant provided evidence that engineers discussed whether its invention infringed the plaintiff's, as well as evidence indicating the defendant was conscious of the need not to infringe. This evidence was sufficient to convince the court that the defendant "did not intentionally copy the plaintiff's patent." 

[B. Abandoning the Accused Model]
Providing evidence that demonstrates an attempt to "design around" an existing patent is not the only way to avoid willful infringement liability. In Wesley Jessen Corp. v. Lomb, Inc., 209 F. Supp. 2d 348 (D. Del. 2002), the defendant did not produce an opinion of counsel at trial.  Nonetheless, the court did not find the defendant liable for willful infringement because the defendant abandoned its infringing action immediately upon learning of the defendant's patent. 

408 F.3d 1374 (Fed. Cir. 5/23/05)
Imonex Servs. v. W.H. Munzprufer Dietmar Trenner GmbH 
[Before Rader, Archer, and Bryson.]
[A jury found plaintiff Imonex’s “coin selection” patents valid, enforceable and willfully infringed. The district court denied defendant’s motion for JMOL, awarded damages and found it an “exceptional case” awarding attorney fees as well.]
The defendants dispute the district court's denial of JMOL on the jury's verdict of willful infringement. Willfulness requires a showing that the totality of the circumstances evince the egregious conduct that constitutes willful infringement. Knorr-Bremse System e Fuer Nutzfahrzeuge GmbH v. DanaCorp., 383 F.3d 1337, 1342 (Fed. Cir. 2004) (en banc). Actual notice of another's patent rights triggers an affirmative duty of due care. See Rolls-Royce Ltd. v. GTE Valeron Corp., 800 F.2d 1101, 1109 (Fed. Cir. 1986). Constructive notice, as by marking a product with a patent number, is insufficient to trigger this duty. See Nike, Inc. v. Wal-Mart Stores, Inc., 138 F.3d 1437, 1446 (Fed. Cir. 1998). This court has identified several criteria for assessing damages, including, inter alia, 
· whether the infringer, when he knew of the other's patent protection, investigated the scope of the patent and formed a good-faith belief that it was invalid or 
· that it was not infringed, and the duration of defendant's misconduct. 
Read Corp. v. Portec, Inc., 970 F.2d 816, 826-28 (Fed. Cir. 1992). 
Willful infringement in this case hinges on when the defendants had actual knowledge of Imonex's patent rights, and their actions after that time. The record shows that Imonex disclosed its coin selection devices to employees of the original equipment manufacturer (“OEM”) defendants at trade shows years before it filed suit. Those Imonex devices were marked with the numbers of both of the patents in suit. Imonex also distributed advertising literature which stated that the products were patented. Imonex corresponded with employees of the [defendant] OEMs about use of the patented devices in the OEMs' products. The record also disclosed that none of the OEM defendants commissioned an opinion of counsel about infringement, until after they were sued for infringement. The defendants do not deny that Imonex displayed its properly marked products at trade shows, but insist that this notice was insufficient to trigger its duty of due care, because no defendant employees with decision-making capacity received notice or studied the patents themselves. The jury could have reasonably concluded that several instances recounted in the record triggered the OEM's duty of care. Those instances that provide actual notice to the OEMs of the patents on Imonex's products include 
· Imonex's display of its products at trade shows, 
· the widespread distribution of literature depicting the products as patented, and 
· correspondence with OEM employees about the use of patented devices in the OEM products.

The defendants also argue that they exercised their duty of due care by obtaining opinions of counsel regarding possible infringement of the patents in suit shortly after being served with the complaint. Imonex argues that the defendants should have obtained these opinions as soon as they learned of their possible infringement of Munzprufer's patents. This issue is informed, however, by this court's recent decision in Knorr-Bremse, which was decided shortly after the briefs in this case were submitted. In that case, the affirmative duty of due care to avoid infringement was reiterated, but it was found no longer appropriate to draw an adverse inference with respect to willful infringement from failure to obtain legal advice. Knorr-Bremse, 383 F.3d at 1345-46. {RRC-2} Therefore, while early receipt of legal advice would have strengthened the defendants' argument that they had not willfully infringed, failure to have solicited such advice does not give rise to an inference of willfulness. Overall, the jury had substantial evidence to find willfulness, and this court affirms the district court's denial of JMOL on this point. {Note that although there is no “inference”, failure to timely obtain opinions of counsel is a factor jurors can use to find willfulness! -RRC} 
                   [Attorney Fee Dispute]
Defendants also dispute the finding by the trial court that this case is exceptional, and the court's award of attorney fees and costs. In an exceptional case, a court may award attorney fees. 35 U.S.C. § 285. This court reviews a district court's exceptional case finding for clear error. The criteria for declaring a case exceptional include willful infringement, bad faith, litigation misconduct and unprofessional behavior. See Sensonics, Inc. v. Aerosonic Corp., 81 F.3d 1566, 1574 (Fed. Cir. 1996). The trial court has broad discretion in the criteria by which it determines whether to award attorney fees.
In this case, although the jury found willfulness in the first trial, the court assessed fees only from the time of the first verdict to the end of the case. The first verdict certainly placed defendants on notice of the patent, and that they were likely infringing it. Yet, the record includes evidence that the defendants sold more than one hundred thousand [infringing] devices after the first trial. This court concludes, based on these facts, that the district court did not abuse its discretion in making an exceptional case finding, and awarding attorney fees for the period after the first verdict.

2005 U.S. App. LEXIS 21425 (Fed. Cir. 10/3/05)
Union Carbide Chems. & Plastics Tech. Corp. v. Shell Oil Co.,
[Before Mayer, Rader, and Prost, Circuit Judges.]

[The Delaware District Court found that Shell Oil Company infringed Union Carbide’s patents on  catalysts used for the production of ethylene oxide (“EO,” used to create sterilants for foodstuffs and medical supplies). Shell appealed the denial of its JMOL motions and the damages amount ($150 million plus!) while Union Carbide cross-appealed the jury’s finding that Shell’s infringement was not willful.] 

***
A finding of willful infringement may qualify a case as exceptional under 35 U.S.C. § 285 (1952), thereby allowing a party to obtain enhanced damages. 
"This court reviews a district court's exceptional case finding for clear error." 
Imonex Servs., Inc. v. W.H. Munzprufer Dietmar Trenner Gmbh, LLC, 408 F.3d 1374, 1378 (Fed. Cir. 2005) (citing Pharmacia & Upjohn Co. v. Mylan Pharms., Inc., 182 F.3d 1356, 1359 (Fed. Cir. 1999)). The trial judge has discretion to increase damages for exceptional cases; hence, a district court's refusal to award increased damages will not be overturned absent an abuse of that discretion. 
In reviewing a district court's damages award, 
"the amount of a prevailing party's damages is a finding of fact on which the plaintiff bears the burden of proof by a preponderance of the evidence. . . . However, certain subsidiary decisions underlying a damage theory are discretionary with the court, such as, the choice of an accounting method of determining profit margin . . . or the methodology for arriving at a reasonable royalty." 
SmithKline Diagnostics, Inc. v. Helena Lab. Corp., 926 F.2d 1161, 1164 (Fed. Cir. 1991). 
"A jury's decision with respect to an award of damages 'must be upheld unless the amount is 'grossly excessive or monstrous', clearly not supported by the evidence, or based only on speculation or guesswork.'" 

Id. Finally, "this court reviews questions of statutory interpretation without deference." 
***
[1. UC’s Willful Infringement Cross-Appeal]  

The cross appeal also questions the district court's denial of Union Carbide's motion for JMOL that Shell willfully infringed the '243 patent. Specifically, Union Carbide contends that Shell became aware of the '243 patent shortly after issuance, but continued to produce EO in an infringing process without ever obtaining a formal opinion of counsel. Thus, according to Union Carbide, the undisputed facts demonstrate Shell willfully infringed the '243 patent. This argument overstates the facts in the record before the district court.

This court has already declined to draw a negative inference from a party's failure to obtain a formal opinion of counsel after it becomes aware of an issued patent. See Imonex Servs. v. W.H. Munzprufer Dietmar Trenner GmbH, 408 F.3d 1374, 1378 (Fed. Cir. 2005) (citing Knorr-Bremse Systeme Fuer Nutzfahrzeuge GmbH v. Dana Corp., 383 F.3d 1337, 1342 (Fed. Cir. 2004) (en banc)). {RRC-12}Thus, Shell's decision to proceed without an opinion of counsel does not affect the jury verdict in this case.

Moreover, the record shows that Shell was reasonable in its response to the '243 patent. Shell first became aware of the '243 patent when Dr. Clendenen, an in-house patent attorney, discovered the patent as part of a routine monitoring of recently issued patents in the EO catalyst field. The record shows that Dr. Clendenen, a Ph. D. chemical engineer and licensed patent attorney, interpreted the claims as requiring a specific efficiency equation for development of the catalyst in the claimed process. Because Shell did not make catalysts with this specific efficiency equation, Dr. Clendenen concluded that Shell had no reason to fear infringement. The district court at first adopted Dr. Clendenen's reading of the patent which was later rejected by this court. Nonetheless this record suggests that Dr. Clendenen's analysis was not entirely implausible. Accordingly, Shell did not engage in the kind of egregious and reckless conduct that warrants a willfulness finding. Imonex Servs., 408 F.3d at 1377 ("Willfulness requires a showing that the totality of the circumstances evince the egregious conduct that constitutes willful infringement.") In sum, substantial evidence supports the jury verdict.

                 [2. Conclusion ]

In conclusion, because substantial evidence supports the jury verdicts of infringement and no willfulness, this court affirms those verdicts.
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