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Will Congress Stop High-Tech Trolls?

The National Journal

February 26, 2005
By: Sarah Lai Stirland
The technology industry has come up with a name for companies that do not manufacture or invent anything, but merely own patents. The business model of these firms is to make money by forcing other companies to pay licensing fees for patent claims that some would call questionable.

Peter Detkin, now a managing director at Intellectual Ventures, a firm based in Bellevue, Wash., helped to coin the term "patent troll" several years ago when he was Intel's patent counsel -- and after Intel was sued for publicly referring to one of the patent-licensing firms as "patent terrorists" and "patent extortionists."

"A troll is someone who games the system," Detkin says. "What they're really looking for is the nuisance value of a settlement."
                                   ***
A report published last year by the National Academy of Sciences showed that, from 1988 to 2001, the number of patent-infringement lawsuits that were resolved in federal district courts doubled from 1,200 to 2,400 cases per year.

The report also cited a survey by the American Intellectual Property Law Association that found that the median cost to each party in bringing a patent-infringement case to trial verdict was about $500,000. In suits where more than $25 million was at stake, the median cost of litigation was $4 million for each side. Those costs did not include private settlements between companies that negotiate licenses simply to avoid going to court.

"A neglected and largely undocumented cost of the patent system is associated with working out licensing arrangements, or negotiating royalties, or simply fending off threats of infringement," said the NAS report.

Plans are afoot in Congress to explore possible legislative changes. The House Judiciary Subcommittee on Courts, the Internet, and Intellectual Property is expected to hold hearings on patent reform in upcoming months, according to a spokesman for Chairman Lamar Smith, R-Texas. Several Senate aides at a recent technology conference said they expect to work on patent reform issues this year.

Reps. Howard Berman, D-Calif., and Rick Boucher, D-Va., are also working on a bill that would address the concerns of the technology industry and those of public-interest advocates. A congressional source working on the issue said that a bipartisan bill is possible.

Meanwhile, the Federal Trade Commission, the National Academies' Board on Science, Technology, and Economic Policy, and the AIPLA are holding town hall meetings around the country to discuss how best to reform the system. And an industry group called the Intellectual Property Owners Association will hold a conference in March focusing on the most effective ways for companies to deal with patent trolls.

One step the Bush administration is taking to address the issue is to revamp the way the U.S. Patent and Trademark Office allows people to challenge patents. Jon Dudas, undersecretary of Commerce for intellectual property and director of the PTO, said his office is working with "owners of intellectual property, the public at large, and small and medium enterprises to put together a post-grant opposition system that we think will be a better alternative to litigation." Any changes would ultimately require legislation, however, and Dudas predicts "some movement on this fairly early on in Congress."

The Business Software Alliance (“BSA”) and its members have floated a package of ideas for minimizing the cost and nuisance of litigation. One proposal would make it harder for plaintiffs to seek injunctive relief in infringement cases; another would change existing law so that treble damages could be awarded only if a patent infringer is proved to have acted maliciously. The BSA also proposes that the PTO set up new procedures to allow companies to participate more fully in challenging questionable patents, and it is calling for more resources and improved databases so that patent examiners can spend sufficient time assessing patent applications and becoming familiar with ideas that are already obvious in various fields.

While there is widespread agreement in the technology industry that changes are needed, the idea of curbing injunctive relief is controversial. Backers of one version of the idea -- the Semiconductor Industry Association and Intel -- want to give courts the leeway to fine defendants when they are found to infringe, rather than stopping them from manufacturing the infringing product. They believe that this would reduce the trolls' incentive to sue.



"The big change we're looking for is to take the gun out of the trolls' hands," said David Simon, Intel's chief patent counsel. Trolls "just want to get money from us," he said. "If we can take away the threat of stopping us from shipping processors, it changes the negotiations pre- and post-litigation."

But some in the legal community believe that such a proposal is too big a trade-off. The legal community "is split right now, because this proposal limits your ability to get an injunction as a manufacturer, which strikes at the heart of patents," says an industry source at one legal trade associations.

And although the term "troll" has become a popular way of referring to patent-licensing firms that do nothing except hold patents and sue other companies, the line between such companies and other kinds of companies that hold patents is sometime fuzzy.

[Discusses how Detkin, who coined the term Troll, may now be a troll himself.  As noted by Prof. Morris, who knows Detkin, this would not be surprising. –DAE]

Intel -- which says it receives at least one letter a week accusing it of infringement -- and other deep-pocketed firms have made the practice of fighting off trolls a part of doing business. Simon estimates that Intel spends $20 million a year on each patent lawsuit that it decides to fight all the way through the courts. Intel is a BSA member, as are such other industry heavyweights as Apple, Cisco Systems, Dell, Hewlett-Packard, Macromedia, Microsoft, and Veritas Software. A glance at financial filings shows that almost every member of the BSA is currently involved in patent litigation.

Microsoft alone is involved in about 35 separate patent lawsuits. Currently, for example, the software giant is waiting for a court ruling on a closely watched infringement suit brought by Eolas Technologies, a patent-licensing firm that relies on academic research conducted by its founder, Michael Doyle. The law firm representing Doyle -- Robins, Kaplan, Miller & Ciresi -- is one of the biggest names in the world of intellectual-property litigation.

[I searched for how many times this firm was listed as counsel for a federal court decision in the last 10 years.  Somewhat surprising to me, 567 was the answer, compared to Fish & Richardson (466), Kirkland (1959), Jones Day (2655), and Foley Lardner (1167) –DAE]

Eolas maintains that Microsoft's Internet Explorer browser incorporates an idea that Doyle patented in 1998 -- specifically, the concept of enabling browsers to perform separate tasks, such as looking at photographs and playing movie clips, by incorporating a mechanism that launches the additional software needed to perform those functions. Eolas filed a patent-infringement suit against Microsoft in 1999; four years later, a jury awarded Eolas more than half a billion dollars in damages.

The Eolas patent dispute caused a storm across the technology community. For one thing, many argued that Doyle's idea wasn't new at the time he filed his patent. Technologists across the board were also upset because enforcing the patent could have rendered millions of Web pages inoperative. After receiving scores of letters from technology companies, and one from Tim Berners-Lee, the father of the World Wide Web, the PTO made a preliminary finding last year that Doyle's patent wasn't valid. The process of finalizing that decision, one way or another, could take years.

[Discusses a list of patent trolls compiled FBI most-wanted style. –DAE]
TIMELINE FOR THE PATENT ACT OF 2005

David Edsenga
April 14, 2005:  

-The Committee Print was created by Rep. Lamar Smith, (R) Texas, 21st, Chairman of The Subcommittee on Courts, the Internet, and Intellectual Property, Committee on the Judiciary.  

April 20, 2005:  


-Oversight Hearing on the “Committee Print Regarding Patent Quality Improvement.” (Part I), before the Subcommittee on Courts, the Internet, and Intellectual Property.

-Witnesses:  

-J. Jeffrey Hawley on behalf of Intellectual Property Owners Association (IPO)

-Richard J. Lutton Jr. on behalf of the Business Software Alliance (BSA)

-Jeffrey P. Kusham Esq. on behalf of Genetech

-William L. LaFuze on behalf of the American Bar Association
  

April 28, 2005:

-Oversight Hearing on the “Committee Pring Regarding Patent Quality Improvement.” (Part II), before the Subcommittee on Courts, the Internet, and Intellectual Property.

-Witnesses:

-Honorable Jon W. Dudas on behalf of the U.S. Patent and Trademark Office

-Richard Levin on behalf of the National Research Council

-Dr. Nathan P. Myhrvold, CEO, Intellectual Ventures

-Darin E. Bartholomew on behalf of the Financial Services Roundtable

June 8, 2005:

- Rep. Smith introduces the Patent Reform Act of 2005 (the “Patent Act of 2005”), H.R. 2795.

June 9, 2005:

-Legislative Hearing on H.R. 2795, the “Patent Act of 2005.”

-Witnesses:

-Gary L. Griswold on behalf of the American Intellectual Property Law Association (AIPLA)

-Carl Gulbrandsen on behalf of the Wisconsin Alumni Research Foundation (WARF)

-Josh Lerner, Professor, Harvard Business School

-Daniel B. Ravicher on behalf of the Public Patent Foundation (PUBPAT)

July 26, 2005:

-Rep. Smith introduces an “Amendment in the Nature of a Substitute to H.R. 2795”

-[This amendment removed the injunction provision of the Committee Print and H.R. 2795, in favor of a venue provision. See DAE 4:60  –DAE]

September 1, 2005

-A “Coalition Print” authored by the Coalition for Patent Reform was published.

-Members of the Coalition for Patent Reform:  

-3M, Abbot Laboratories, Air Liquide, Air Products, AstraZeneca, BASF Corporation, Baxter Healthcare Corporation, Bridgestone Americas Holding, Inc., Bristol-Myers Squibb, Callaway Golf Company, Cargill Incorporated, Caterpillar, CheckFree, Dow, Eastman Kodak Company, EFI – Electronics for Imagine, Eli Lilly and Company, General Electric, Glaxo SmithKline, Henkel Corporation, Hoffman-La Roche Inc., Johnson & Johnson, Merck, Monsant, Motorola, Novartis Corporation, Novo Nordisk, Patent Café.com, Pfizer, Proctor & Gamble, Rohm and Haas Company, and Wyeth.

September 15, 2005

-Legislative Hearing on “The Amendment in the Nature of a Substitute to H.R. 2795, the ‘Patent Act of 2005’”

-Witnesses

-Emery Simon on behalf of the Business Software Alliance (BSA)

-Phillip S. Johnson on behalf of the Pharmaceutical Research and Manufacturers of America (PhRMA)

-Robert B. Chess on behalf of the Biotechnology Industry Organization (BIO)

-John R. Thomas, Professor, Georgetown University Law Center

October 20, 2005

-Rep. Smith offered an amendment to the “Coalition Print” in the form of a substitute bill.

INJUNCTIONS

The Patent Act

35 U.S.C. §283

enacted 1952

§ 283.  Injunction 

The several courts having jurisdiction . . .

-may grant injunctions 

-in accordance with the principles of equity 

-to prevent the violation of any right secured by      patent,

-on such terms as the court deems reasonable.

INJUNCTIONS
Proposed Law

The Committee Print, 

submitted April 14, 2005

Sec. 7.  Injunction

(a) IN GENERAL –  [Identical to §283 –DAE]

(b) GROUNDS FOR GRANTING INJUNCTION. – -A court shall not grant an injunction under this section 

-unless it finds 

-that the patentee is likely to suffer irreparable harm 

-that cannot be remedied by the payment of money damages.  

-In making such a finding, the court 

-shall not presume the existence of irreparable harm, 

but

-shall 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.

SMITH INTERNATIONAL, INC.,

V.

HUGHES TOOL CO.,

UNITED STATES COURT OF APPEALS

FOR THE FEDERAL CIRCUIT

718 F.2d 1573

October 6, 1983, Decided

[Before Bennett, Skelton, and Miller]

SUMMARY OF FACTS

August 20, 1968: ‘928 Patent issued to Galle, a Hughes employee, assigned to Hughes.

November 4, 1969:  ‘195 Patent issued to Galle, assigned to Hughes.

June 2, 1972:  Smith filed original complaint, seeking declaratory judgment of invalidity for ‘928 patent.

June 9, 1976:  Hughes answered declaratory judgment action and counterclaimed for infringement of ‘928 and ‘176 patents.  

July 2, 1976: Smith answered Hughes’ counterclaim, admitting making and selling devices coming within the claims of the ‘928 and ‘176 patents, while asserting an affirmative defense denying infringement because of invalidity.

November 30, 1979:  The U.S. District Court for the Central District of California held that the ‘928 and ‘195 patents were invalid and dismissed Hughes’ counterclaims.

January 7, 1982:  The Court of Appeals for the Ninth Circuit reversed the decision of the district court, declaring the ‘928 and ‘195 patents valid, reinstating Hughes’ counterclaim for infringement, and remanding for proceedings on the counterclaim.  Smith International, Inc. v. Hughes Tool Co., 664 F.2d 1373, cert denied 456 U.S. 976 (1982).

October 6, 1982:  On remand, Hughes moved for entry of judgment in its favor, contending Smith’s infringement of both patents, and sought a preliminary injunction.  The court acknowledged Smith’s admission of infringement, but declined to enter judgment in favor of Hughes.  The court found it appropriate to determine the nature and scope of Smith’s infringement before entering judgment.  The court also denied Hughes’ request for a preliminary injunction.  [DAE 5:68-72]
December 15, 1982:  The court issued an order declaring that the extent of Smith’s infringement must be determined, by trial or summary judgment, before an injunction could issue.  

Hughes appeals this order denying the motion for a preliminary injunction.

OPINION


This is an appeal from an order of the United States District Court for the Central District of California, which denied a motion of defendant-appellant Hughes Tool Company (Hughes) for the entry of a preliminary injunction against plaintiff-appellee, Smith International, Inc. (Smith) to prevent the further infringement by Smith of two patents owned by Hughes, which the Ninth Circuit Court of Appeals had previously declared valid, and which Smith had admitted it had infringed and was continuing to infringe. For reasons stated below, we reverse the decision of the district court and remand the case with instructions to issue the preliminary injunction.


Both of the patents at issue in the declaratory judgment action involve the design of "rock bits", which are earth boring tools used in the rotary drilling of oil and gas wells. The bits were designed by Edward M. Galle, an employee of Hughes, in an effort to extend the life-span of rock bits exposed to the high temperatures and stresses created in the drilling of oil wells. This goal was achieved by mounting the bit cutting elements on a journal or roller bearings and sealing the bearings with an O-ring compressed by at least ten percent. A one-way pressure relief valve was employed to prevent pressure buildup in the sealed bit. These design changes resulted in a substantial lengthening of the life-span of the bits. 

***

The [district] court denied Hughes' request for a preliminary injunction, because it considered Smith's admission of infringement to be too general to meet the requirement of specificity for injunctive relief under Fed. R. Civ. P. 65(d). Hughes sought to overcome this defect by filing a 

"Motion for Preliminary and Permanent Injunction, or in the Alternative, for Reconsideration of Order of October 6, 1982." 

In a proposed order, it recited Claim 1 of the ‘928 patent and stated that Smith had infringed the patent 

"by making, using and selling rock bits of the type specified in the aforesaid Claim 1." 

The proposed order also recited the fact that the Ninth Circuit Court had declared the ‘928 patent to be valid and enforceable, and stated that continued infringement by Smith would result in irreparable harm to Hughes. In addition, Hughes presented portions of the record from the trial, which had not been considered by the court when it denied Hughes' first motion for an injunction. This evidence was intended to demonstrate the scope of infringement by Smith.

Because of the presentation of evidence, the district court viewed the motion as one for partial summary judgment, apparently on the issue of the extent of Smith's infringement. Because the motion was not presented as one for summary judgment, the court declined to grant the motion, holding in an order dated December 15, 1982, that the extent of Smith's infringement must be determined by trial or motion for summary judgment before an injunction could issue. However, the court specifically rejected Smith's argument that there had been no determination of infringement. Hughes has appealed from this order denying its motion for a preliminary injunction.

GROUNDS FOR GRANTING PRELIMINARY INJUNCTIONS

The constitutional provision, which is the basis of patent law, grants Congress the power to award 

"inventors the exclusive right to their... discoveries." 

U.S. Const. art. 1, § 8, cl. 8. Congress has exercised this power by enacting the Patent Statute, which provides that

-patents shall have the attributes of personal property (35 U.S.C. §261) and 

-grants to the patentee the right to exclude others from 

-making, 

-using or 

-selling the invention for a period of seventeen years (35 U.S.C. §154). 

The grant of a patent is the grant of the right to invoke the state's power in order to exclude others from utilizing the patentee's discovery without his consent. Zenith Radio Corp. v. Hazeltine Research, 395 U.S. 100, 135 (1969). Protection of this right to exclude has been provided by Congress through 35 U.S.C. §283, inter alia, which provides that injunctions may be granted under the principles of equity to 

"prevent the violation of any rights secured by patent, on such terms as the court deems reasonable." 

Without this injunctive power of the courts, the right to exclude granted by the patent would be diminished, and the express purpose of the Constitution and Congress, to promote the progress of the useful arts, would be seriously undermined. The patent owner would lack much of the "leverage," afforded by the right to exclude, to enjoy the full value of his invention in the market place. Without the right to obtain an injunction, the right to exclude granted to the patentee would have only a fraction of the value it was intended to have, and would no longer be as great an incentive to engage in the toils of scientific and technological research. See I. KAYTON, KAYTON ON PATENTS, ch. 1, pp. 17-20 (1979).

However, courts have over the years developed a reluctance to resort to preliminary injunctions in patent infringement cases, and have constructed a rather strict standard for the granting of this form of equitable relief. It is generally recognized that the grant or denial of a preliminary injunction in a patent case is a matter committed to the sound discretion of the district court. Pacific Cage and Screen Co. v. Continental Cage Corp., 259 F.2d 87, 88 (9th Cir. 1958).  The standard for granting such relief has been characterized as "unusually stringent." Rohm & Haas Co. v. Mobil Oil Co., 525 F. Supp. 1298, 1302 (D. Del. 1981). A preliminary injunction will normally issue only for the purpose of

-preserving the status quo and 

-protecting the respective rights of the parties pending final disposition of the litigation. 

Superior Electric Co. v. General Radio Corp., 194 F. Supp. 339 (D.N.J. 1961) The usual requirement of a showing of probability of success on the merits before a preliminary injunction will issue has historically been even stronger in a patent case. Besides having to prove title to the patent, it has been stated as a general proposition that the movant must show that the patent is beyond question valid and infringed. Mayview Corp. v. Rodstein, 480 F.2d 714, 717 (9th Cir. 1973); String omitted. In order to meet the burden of showing validity, the movant has sometimes been required to show either that 

-his patent has previously been adjudicated valid, that 

-there has been public acquiescence to its validity, or that 

-there is conclusive direct technical evidence proving its validity. 

Carter Wallace Inc. v. Davis Edwards Pharmacal Corp., 443 F.2d 867, 871. However, other courts have employed a less stringent standard of proof on the issue of validity. See Eli Lilly and Co. v. Premo Pharmaceutical Labs., 630 F.2d 120, 136 (3rd Cir. 1980). The basis for the more severe rule appears to be both a distrust of and unfamiliarity with patent issues and a belief that the ex parte examination by the Patent and Trademark Office is inherently unreliable. Duft, Patent Preliminary Injunctions and the United States Court of Appeals for the Federal Circuit, 65 J. Pat. Off. Soc'y #131 (1983).

As with preliminary injunctions in other types of cases, the movant is also required to demonstrate in a patent case that he will suffer immediate irreparable harm if the injunction is not granted. Singer Co. v. P.R. Mallory & Co., Inc., 671 F.2d 232, 234 (7th Cir. 1982). Some courts refuse to find irreparable injury where the alleged infringer is solvent and money will adequately compensate the injury. Nuclear-Chicago Corp. v. Nuclear Data, Inc., 465 F.2d 428 (7th Cir. 1972). However, at least one court is of the opinion that where the showing on patent validity is very strong, invasion of the inventors right to exclude granted by the patent laws should be sufficient irreparable harm without a showing that the infringer is financially irresponsible. Zenith Laboratories, Inc. v. Eli Lilly and Co., 460 F. Supp. 812 (D.N.J. 1978). 

Finally, where relevant, the court should take into account both 

-the possibility of harm to other interested persons from the grant or denial of the injunction, and 

-the public interest. 

Eli Lilly and Co. v. Premo Pharmaceutical Labs., 630 F.2d 120, 136 (3rd Cir. 1980). In reaching its decision, the district court must consider the above factors and balance all of the elements. No one element will necessarily be dispositive of the case. Id. at 136. 

On appeal, the scope of review of a district court's decision involving the denial of an injunction is narrow. One denied a preliminary injunction must meet the heavy burden of showing that the district court 

-abused its discretion, 

-committed an error of law, or 

-seriously misjudged the evidence. 

Id. The district court's discretion is not absolute, however, and must be measured against the standards governing the issuance of injunctions. Singer Co. v. P.R. Mallory & Co. Inc., 671 F.2d 232, 234 (7th Cir. 1982). Where a case for a temporary injunction is clearly made out, it is not open to the trial court to deny the remedy. Western Electric Co. v. Cinema Supplies, Inc. 80 F.2d 106, 110 (8th Cir. 1935). 


THE VALIDITY OF THE HUGHES PATENTS

[The court found that the Hughes patents have been held valid by a competent appellate court, and accepted validity. –DAE]  


THE INFRINGEMENT OF THE HUGHES PATENTS

In its brief and in oral arguments, Smith steadfastly denied that it had infringed the Hughes patents. It argued that 

-there has been no finding of infringement by any court, that 

-its former admissions are stale, and that, 

-in any event, the admissions did not specify any particular product of Smith that infringed the patents, but 

-only admitted "claim coverage" by unspecified devices. 


Smith's arguments are unconvincing. In our view, the record establishes the fact of infringement beyond all question. As the pleadings quoted above reveal, Smith never denied that its F series bits infringed the claims of the Hughes patents. It never denied that it would continue to make and sell these bits unless enjoined by the court. Instead, it relied solely upon its contention that the patents were invalid. As the Pre-Trial Conference Order reveals, Smith had no reservation about admitting that it manufactured and sold rock bits coming within the claims of the Hughes patents. The Ninth Circuit Court's decision removed any question about the validity and enforceability of the patents. Therefore, we have before us a clear admission that Smith makes and sells bits falling within the claims of Hughes' patents. Smith's failure to deny Hughes' allegations that Smith's F series bits infringed the Hughes' patents, and that it intended to continue making and selling them also amounts to an admission of infringement under Fed. R. Civ. P. 8(d). Even the district court recognized that Smith had 

"conceded liability on the issue of infringement." 

It stated that Smith would not be allowed to contend that it had in no way infringed the patents. Order of October 6, 1982.

The inclusion of Smith's admissions in the district court's pre-trial orders amounts to an adjudication that Smith had infringed the patents. Under Fed. R. Civ. P. 16, those orders controlled the subsequent course of action, unless modified. Here, no modification occurred. Those orders were merged into the final declaratory judgment of the district court. Cohen v. Beneficial Loan Corp., 337 U.S. 541, 546 (1949). No issue relating to infringement was appealed by Smith to the Ninth Circuit Court, thus rendering the district court's adjudication of infringement final and conclusive. Richardson v. Communications Workers of Amer. 486 F.2d 801, 804 (8th Cir. 1973). We see no reason why any further adjudication on the fact of infringement is needed.

The district court, while recognizing that infringement occurred, nonetheless declined to grant an injunction until the extent of the infringement was shown. We have found no case in our research that places such a burden on one seeking a preliminary injunction in a patent infringement case, and none has been cited to us. Such a requirement would make the standard practically impossible to meet. This inquiry is better left for the accounting proceeding, and the district court erred in making such a requirement of Hughes. n4 

Thus, the decisions on validity and infringement weigh heavily in Hughes' favor on the injunction issue before us. This is so even though these two issues, validity and infringement, have historically made preliminary injunctions difficult to obtain in 

patent cases.

IRREPARABLE HARM

As mentioned above, some courts will not find irreparable harm to exist without a showing of financial irresponsibility. In this case, no such showing exists. However, none of the cases we have reviewed in which injunctions were denied for lack of irreparable harm involved such a strong showing of validity and infringement as exists in the instant case. Courts faced with strong showings of validity and infringement, on the other hand, have found irreparable harm from continued infringement of a valid patent. Zenith Laboratories, Inc. v. Eli Lilly and Co., 460 F. Supp. 812 (D.N.J. 1978) (where validity is very strong, invasion of the right to exclude is sufficient irreparable harm); Teledyne Industries, Inc. v. Windmere Products, Inc. 433 F. Supp. 710, 741 (S.D. Fla. 1977) (to permit infringement during pendency of suit would be to grant a license valid as long as the infringer could contest the suit, and encourage others to infringe as well). We agree with the reasoning in these cases. The very nature of the patent right is the right to exclude others. Once the patentee's patents have been held to be valid and infringed, he should be entitled to the full enjoyment and protection of his patent rights. The infringer should not be allowed to continue his infringement in the face of such a holding. A court should not be reluctant to use its equity powers once a party has so clearly established his patent rights. We hold that where validity and continuing infringement have been clearly established, as in this case, immediate irreparable harm is presumed. To hold otherwise would be contrary to the public policy underlying the patent laws. 

Upon balancing the requisite factors, we hold that the district court erred in denying Hughes' motion for a preliminary injunction. It committed a clear error of law in requiring proof of the extent of infringement prior to granting the preliminary injunction. The extent of infringement relates to damages and is a question to be determined at the trial on the merits. In addition, there do not appear to be any equitable considerations in this case that could in any way offset the strong showing of validity and infringement made by Hughes, coupled with the presumption of irreparable harm. Smith argues that public policy and the balance of hardship are in its favor, because it is a substantial competitor and has on hand a large inventory of the rock bits at issue here, and it would be unfair to disrupt its activities with an injunction. But it is clearly established that Smith knew of the Hughes patents when it designed the F series bits and took a calculated risk that it might infringe those patents. It instituted this action in an attempt to invalidate its competitor's patents, and, having failed, it will not now be heard to say that public policy is in its favor. To the contrary, public policy favors protection of the rights secured by the valid patents. Under these circumstances, we hold that the denial of a preliminary injunction was based on a clear error of law and constituted an abuse of discretion. n8 

N8 Though the parties and the district court treated the matter as involving a "preliminary" injunction, and we have reviewed the case in those terms, we intend no implication that a patentee is not entitled to a permanent injunction against the infringer in the case upon final judicial determination that the involved patent is valid and has been infringed by that infringer. Such an injunction prohibits infringement by any product, not just those involved in the original suit. The burden of avoiding infringement at the risk of contempt falls upon the one enjoined.
 
The decision of the district court is reversed, and the cause is remanded with instructions to issue an appropriate preliminary injunction enjoining Smith International, Inc. from infringing claim 1 of the ‘928 patent on such terms as are deemed proper by the district court.
MERCEXCHANGE, L.L.C.,

V. 

EBAY, INC. and HALF.COM, INC.

UNITED STATES COURT OF APPEALS

FOR THE FEDERAL CIRCUIT

401 F.3d 1323

March 16, 2005, Decided

[Before Michel, Clevenger, and Bryson]

Summary of Facts

[MercExchange filed suit against eBay and Half.com, a wholly owned subsidiary of eBay, for infringement of 3 patents.  At the conclusion of the trial, the jury found that eBay and Half.com had willfully infringed a number of claims in one patent.  The district court denied MercExchange’s motion for a permanent injunction.  This case came before the Federal Circuit on appeal for, among other things, reversal of the district court’s denial of a permanent injunction. –DAE]

Injunction

MercExchange challenges the district court's refusal to enter a permanent injunction. Because the 

"right to exclude recognized in a patent is but the essence of the concept of property," 

the general rule is that a permanent injunction will issue once infringement and validity have been adjudged. Richardson v. Suzuki Motor Co., 868 F.2d 1226, 1246-47 (Fed. Cir. 1989).  To be sure,

"courts have in rare instances exercised their discretion to deny injunctive relief in order to protect the public interest." 

Rite-Hite Corp. v. Kelley, Inc., 56 F.3d 1538, 1547 (Fed. Cir. 1995). [String cite omitted. –DAE]  Thus, we have stated that a court may decline to enter an injunction when 

"a patentee's failure to practice the patented invention frustrates an important public need for the invention," such as the need to use an invention to protect public health.

Rite-Hite Corp., 56 F.3d at 1547.


[1. Business Method Patents]

In this case, the district court did not provide any persuasive reason to believe this case is sufficiently exceptional to justify the denial of a permanent injunction. In its post-trial order, the district court stated that the public interest favors denial of a permanent injunction in view of 

"a growing concern over the issuance of business-method patents, which forced the PTO to implement a second level review policy and cause legislation to be introduced in Congress to eliminate the presumption of validity for such patents." 

A general concern regarding business-method patents, however, is not the type of important public need that justifies the unusual step of denying injunctive relief.


[2. Design Around/Contempt Litigation]

Another reason the court gave for denying a permanent injunction was that the litigation in this case had been contentious and that if a permanent injunction were granted, the defendants would attempt to design around it. That strategy, in turn, would result in 

"contempt hearing after contempt hearing requiring  essentially conduct separate infringement trials to determine if the changes to the defendants' systems violates the injunction" and in "extraordinary costs to the parties, as well as considerable judicial resources."


The court's concern about the likelihood of continuing disputes over whether the defendants' subsequent actions would violate MercExchange's rights is not a sufficient basis for denying a permanent injunction. A continuing dispute of that sort is not unusual in a patent case, and even absent an injunction, such a dispute would be likely to continue in the form of successive infringement actions if the patentee believed the defendants' conduct continued to violate its rights.


[3. Licensing]

The trial court also noted that MercExchange had made public statements regarding its willingness to license its patents, and the court justified its denial of a permanent injunction based in part on those statements. The fact that MercExchange may have expressed willingness to license its patents should not, however, deprive it of the right to an injunction to which it would otherwise be entitled. Injunctions are not reserved for patentees who intend to practice their patents, as opposed to those who choose to license. The statutory right to exclude is equally available to both groups, and the right to an adequate remedy to enforce that right should be equally available to both as well. If the injunction gives the patentee additional leverage in licensing, that is a natural consequence of the right to exclude and not an inappropriate reward to a party that does not intend to compete in the marketplace with potential infringers.


[4. No Preliminary Injunction]

Finally, we do not agree with the court that MercExchange's failure to move for a preliminary injunction militates against its right to a permanent injunction. A preliminary injunction is extraordinary relief that is available only on a special showing of need for relief pendente lite; a preliminary injunction and a permanent injunction 

"are distinct forms of equitable relief that have different prerequisites and serve entirely different purposes." Lermer Germany GmbH v. Lermer Corp., 94 F.3d 1575, 1577 (Fed. Cir. 1996).

We therefore see no reason to depart from the general rule that courts will issue permanent injunctions against patent infringement absent exceptional circumstances. Accordingly, we reverse the district court's denial of MercExchange's motion for a permanent injunction.

PROPONENTS OF THE COMMITTEE PRINT ON INJUNCTIONS

Richard J. Lutton Jr., 

Chief Patent Counsel, Apple

On behalf of the

Business Software Alliance (BSA)

Testimony Before the Senate Subcommittee on Intellectual Property of the Committee on the Judiciary, 109th Congress (April 20, 2005).

Mr. Chairman and members of the Subcommittee, my name is Richard Lutton and I am the chief patent counsel for Apple. I appear today representing the Business Software Alliance [DAE 1:86]
***

The current patent system has given rise to too many low quality patents being issued, and a growing pattern of assertions of weak patents that threaten to damage productive companies and stifle innovation. 

[1] REDUCE THE DISRACTIONS CAUSED BY LITIGATION
BSA is extremely grateful to see that the Committee print recognizes the disruptive effects that bad litigation practices can have . . . [especially] with respect to monetary and injunctive remedies. 

Principles of Equity in Granting Injunctive Relief

BSA strongly supports the approach taken by the Committee print directing courts to do what the law says: balance equities before issuing an injunction. Section 283 of the current patent statute provides that the courts 

“may grant injunctions in accordance with the principles of equity to prevent the violation of any right secured by patent.” 


The Federal Circuit has in recent times interpreted very narrowly the ability of a district court to consider equitable factors (largely limited to health emergencies) when deciding whether or not to grant [a permanent] injunction. Only weeks ago, the Court overturned a district court’s judgment, based on the specific facts of the case, that a permanent injunction was not warranted because of the patentee’s demonstrated willingness to license the patent.  [DAE 8:79-9:94]  Only in cases of public health emergencies or well-being has the Court readily considered non-issuance of an injunction. Thus, the courts seldom engage in a balance of the equities, and the granting of an injunction has become nearly automatic. Moreover, there is no automatic stay of an injunction pending appeal. 


Combined, these factors mean that an accused infringer must go into a patent infringement trial prepared for the possibility of an immediate [permanent] injunction at the end of trial. [Is this a bad thing? –DAE]  This leverage point is recognized and exploited by patentees who do not actually desire injunctive relief, but use its threat to extract disproportionately high payments from defendants. This problem is especially burdensome for vendors of “system products” that, as explained above, may have thousands of patented or patentable features contained within them. A trial on any of those patents threatens to shut down the entire product.

OPPONENTS OF THE COMMITTEE PRINT ON INJUNCTIONS
Jeff Hawley

Vice President, Legal Director

Eastman Kodak Co.

On Behalf of Intellectual Property Owners of America(IPO), Current President

Testimony Before the Senate Subcommittee on Intellectual Property of the Committee on the Judiciary, 109th Congress (April 20, 2005).

IPO is a trade association representing companies and individuals in all industries and fields of technology who own or are interested in intellectual property rights. IPO’s membership overlaps with the membership of many organizations, including BIO and BSA who are here today. IPO members include more than 100 large and medium-size corporate members and a number of small business and individual inventor members. Our members file about 30 percent of the patent applications that are filed in the United States Patent and Trademark Office (PTO) by U.S. nationals. In addition to our legislative interests, we comment frequently and in detail on PTO rules changes and file amicus briefs in cases of interest to us. We have more than 850 people volunteering in 34 standing committees studying trends in IP law
Injunctions

Section 7 of the Committee Print makes it more difficult for patent owners to obtain injunctions to stop infringement of patents.  

A fundamental distinguishing feature of American intellectual property rights for more than 200 years, embodied in Article I, Section 8, Clause 8 of the U.S. Constitution, is that patent and copyrights rights are EXCLUSIVE rights.  Exclusivity comes from the 

availability of permanent injunctions. Many believe the principle of exclusivity has contributed mightily to America’s leadership in technology, in the case of patent rights, and to literary and artistic creativity, in the case of copyright. Exclusive rights should be available to the same extent for patented inventions and for copyrighted works such as books, motion pictures, sound recordings, and software. We expect that because of the way it is written, this particular proposal would come under constitutional attack.

We understand the proposal to be directed to permanent injunctions. It is sometimes said [that] permanent injunctions issue at as a matter of course at the conclusion of patent or copyright litigation.  

[He goes on to discuss an 1890 treatise that made this point and which distinguished between preliminary and permanent injunctions. -DAE]
This is not precisely today’s law, however, and permanent injunctions do not issue as a matter of course. A permanent injunction is not issued if a case is exceptional –i.e., if a sufficient reason exists for denying it. Permanent injunctions have been denied, for example, because the defendant agreed to eliminate the infringement within a period of time, or because of laches or estoppel, or, in rare cases, because of “public interest.”  [The difference between laches and estoppel is that laches does not bar injunctions, and estoppel does.  Is Hawley wrong then? –DAE]

By introducing a standard that, 

“A court shall not grant an injunction . . . unless  . . . the patentee is likely to suffer irreparable harm that cannot be remedied by payment of money damages,”

the proposed language in the Committee Print would make a drastic change in existing law. A permanent injunction would be denied unless there was a reason to grant it – the opposite of the law today, where it is granted unless there is a reason to deny it.  Also, a major new hurdle would be introduced with the requirement for irreparable harm, which is a preliminary injunction concept. The likely effect of these two changes would be to make patent rights in the U.S., in many cases, subject to compulsory licensing, a common feature of patent systems abroad. In addition, the Committee Print as presently worded would make injunctions more difficult to obtain if a patent owner is not using the invention. By encouraging courts to consider the patent owner’s use, this would essentially establish a requirement similar to “working requirements” found in patent laws abroad that provide weaker incentives for innovation.  IPO has consistently been opposed to working requirements.

By removing the prospect of obtaining a permanent injunction in many cases, Section 7 would remove an injunction as the patent owner’s leverage to encourage infringers to settle disputes by taking licenses. With reduced prospect of an injunction, voluntary license agreements would become more difficult to obtain and royalty rates would be more often determined by courts and less often by market forces.  

[He goes on to discuss the arguments of supporters of the proposal. –DAE]

Permanent injunctions often are not issued because 

-the parties can negotiate a settlement or 

-the accused infringer can redesign its product during the several years usually required to complete patent litigation. 

If a product cannot be redesigned to avoid a patent, it may be an indication the patent is for a fundamental invention and the infringer should be prepared to withdraw the product and expect to pay large compensation. Manufacturers can help themselves avoid patent infringement by monitoring and analyzing patents and patent applications as they are published by the PTO and by conducting product clearance patent searches before new products are put on the market. These practices are followed routinely in many industries.  

***

[He goes on to suggest that the Subcommittee collect injunction statistics and their effects on different industries. –DAE]

Jeffrey P. Kusham

Partner, Sidley Austin Brown and Wood, LLP

On Behalf of Genetech, Inc.

Testimony Before the Senate Subcommittee on Intellectual Property of the Committee on the Judiciary, 109th Congress (April 20, 2005).

Today, I have the privilege of offering testimony on behalf of Genentech, Inc. Genentech was the first biotechnology company, founded in 1976, in South San Francisco, California. Genentech’s mission is to be the leading biotechnology company, using human genetic information to discover, develop, manufacture and commercialize biotherapeutics that address significant unmet medical needs. Genentech presently markets 13 products, with more than 30 more in development.

Proposed Reforms to the Standards Governing Injunctive Relief 


Section seven of the Committee Print would fundamentally alter the nature of a United States patent by altering the standards governing entitlement to permanent injunctive relief under section 283. While Genentech is sympathetic to the problems associated with the unpredictability of patent litigation, it cannot support legislation that would call into question the basic premise under current law that infringement of a valid patent can be enjoined.

Section 7 begins by incorporating into section 283 in express terms the standard governing entitlement of any litigant to injunctive relief. However, section seven then would prohibit a court from presuming that there will be irreparable harm to the patent owner as a consequence of a finding of infringement of the patent. The proposed legislation also directs courts to consider evidence that would support or negate any of the equitable factors governing the award of injunctive relief, including whether or not the patent owner makes use of the invention. 


Section seven of the Committee Print thus would overrule the well-established and long-standing precedent that the owner of a patent is presumed to be irreparably harmed by an infringement of a valid United States patent. The existing presumption is based on sound public policy reasons, and we see no justification for altering this existing precedent.  [DAE 4-95]  The reason is simple – the value of a patent derives from its status as a property right. There is nothing more essential to the character of the patent as a property right than its capacity to prevent unauthorized use of the patented invention. 

[He goes on to discuss the capacity to prevent unauthorized use as a fundamental attribute of the economic value of a patent. –DAE]

The specific issue implicated by the proposed modifications to section 283 is who bears the burden of putting forward evidence to establish that an injunction is appropriate once the patent has been fully adjudicated and found to be valid and infringed. The standard thus speaks to valid [by-adjudication] patents, not to patents that are of questionable validity.  [Patents are only declared not invalid, never valid.  That follows from presumption and burden of proof. –DAE]  It also concerns the question of permanent injunctive relief, not preliminary injunctions that may be awarded pending resolution of the litigation over whether the patent is valid or infringed. As a standard governing the burdens that are to be applied with respect to valid and infringed patents, it is appropriate to maintain the standard in the form it exists today. Genentech believes the [current] law appropriately places the 
burden on the shoulders of the infringer to establish why an injunction should not be granted. Whether that infringer is able to do so or not will turn on the facts and circumstances of each case. 


[He discusses Genetech’s sensitivity to permanent injunctions disrupting business. –DAE]

In this respect, Genentech encourages the Congress to focus on the specific and unique concerns being expressed that have led to this proposal. For example, one scenario that has been identified is the potential grant of a permanent injunction in favor of a patent owner 

-that has taken no steps to bring a competing product to market, or 

-who has extensively licensed the patent on a non-exclusive basis to other parties, and 

-who can be fully compensated through money damages. 

Genentech believes courts presently do consider such factors in determining whether to award a permanent injunction. Similarly, some concerns arise from the situation of a company facing the requirement to immediately comply with an injunction issued by a District court. In many instances, courts will stay the effect of the injunction pending appeal of the judgment on validity or infringement, which provides the infringer the time needed to alter its product or take other steps.

The most significant concern, however, appears to be the use by a party that is not in the market of the accused infringer of the threat of an injunction solely for the purpose of increasing the risk of liability to a manufacturer, and to increase the amount of a potential settlement. [i.e. Patent Trolls.  DAE 1:15]  In that setting, significant questions of validity or enforceability of the patent often exist. These problems have led to more refined jurisprudence addressing issues such as prosecution laches, enhanced obligations for written description and the like. Certainly, if a patent owner elects to seek injunctive relief against an accused infringer, and causes harm by such an assertion, that party should face some consequences if the patent is shown to be invalid, unenforceable or not infringed. One approach may be to simply alter the amount of discretion given to courts to award fees and costs incurred in defending against such a claim, and to ensure that 

such liability extends to all parties that stand to gain economically from the infringement action. Congress also may wish to consider legislative solutions that specifically address the unique circumstances faced by specific industries, but which will leave intact the well-established body of law that ensures that a patent owner can rely on the presumption of irreparable harm stemming from proven infringement of a valid U.S. patent to establish entitlement to permanent injunctive relief. Genentech believes such approaches may prove to be a more fruitful avenue in deliberations for reform than the approach taken in section seven of the Committee Print. 
DAMAGES

The Patent Act

35 U.S.C. § 284
enacted 1952, 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 USCS §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.

DAMAGES
Proposed Law

The Committee Print, 

submitted April 14, 2005

Sec. 6.  Right of the Inventor to Obtain Damages
(a) AWARD OF DAMAGES – [Identical to §284 –DAE]
 

(b) ROLE OF THE COURT; TREBLE DAMAGES – [Identical to §284 -DAE] 

(c) EXPERT TESTIMONY – [Identical to §284 –DAE]

(d) BASIS FOR INCREASED DAMAGES – 

(1)
 WILLFULNESS – For purposes of determining whether to increase damages under this section, the court may consider the willfulness of any infringement.  The absence of an opinion of counsel shall not create an inference that the infringement was willful.  Increased damages may not be awarded based merely 

upon the knowledge of a patent or its contents by the defendant prior to suit.  

(2) OTHER FACTORS – Increased damages may be awarded for any infringement

(A) 
occurring after the defendant receives from the plaintiff written notice that –

(i) contains a charge of infringement,

(ii) identifies the 


-specific patent, 


-claims, and 


-allegedly infringing products or processes infringed, and

(iii)
is sufficient to give the defendant an objectively reasonable apprehension of suit on such patent,

Unless the defendant had an informed good faith belief that a court would reasonably hold that the patent is invalid, not infringed, or unenforceable;

(B) 
in which the defendant intentionally copied the patent subject matter with knowledge that it was patented, 


-unless the defendant had an informed good faith belief that a court would reasonably hold the patent is invalid, not infringed, or enforceable; or

(C) 
if the patent was asserted against the defendant in a previous judicial proceeding in a Federal court, and the present infringement is more than colorably different from the conduct asserted to be infringing in the previous proceeding.  

(e) DETERMINATION OF ROYALTIES OR DAMAGES FOR COMPONENTS – 


Whenever the invention 



-is incorporated into, or 



-is made part of, 

-a method or apparatus otherwise known in the art, or 

-is an approved method or apparatus including within it elements otherwise known in the art, 

then any award of a reasonable royalty or other damages shall be based only upon such portion of the total value of the method or apparatus as is attributable to the method, apparatus, or elements 


-otherwise known in the art or 


-contributed by the infringer or its licensors.  

READ V. PORTEC

FACTORS
[Here, it is worth reviewing the Read factors for determining enhancement of damages.  Professor Morris provided a handout earlier in the semester.  

http:// http://www-personal.umich.edu/~rjmorris/fall05/129_READ_EXC.doc  

-DAE]
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Jeff Hawley

Vice President, Legal Director

Eastman Kodak Co.

On Behalf of Intellectual Property Owners of America (IPO), Current President

Testimony Before the Senate Subcommittee on Intellectual Property of the Committee on the Judiciary, 109th Congress (April 20, 2005).

WILLFUL INFRINGEMENT AS BASIS FOR TREBLE DAMAGE LIABILITY

IPO supports the amendment in Section 6 of the Committee Print that clarifies and limits the law on awards of treble damages for patent infringement.  The section implements recommendations of the [Federal Trade Commission] [See Cohen 4], the [National Academy of Sciences] and others including IPO that treble damages should be assessed against infringers only in limited situations. Some companies have stated that existing judicial interpretations on treble damages have caused them to be wary of even permitting their employees to read competitors’ patent documents for fear the company will be found to be on notice of infringement for purposes of treble damages liability. Some feel that treble damages are too readily available and encourage owners of questionable patents to file law suits and obtain settlements in cases in which defendants have not knowingly infringed a valid patent.  

We believe these reforms on willfulness and treble damages will reduce litigation costs and discourage unwarranted suits. These reforms together with limited post-grant opposition proceedings and improvements in inter partes reexamination proceedings would constitute significant reform of the patent litigation system.  

Richard J. Lutton Jr., 

Chief Patent Counsel, Apple

On behalf of the

Business Software Alliance (BSA)
Testimony Before the Senate Subcommittee on Intellectual Property of the Committee on the Judiciary, 109th Congress (April 20, 2005).

Punitive Damages for Willful Infringement 


[Mostly In Favor of The Committee Print, 
See DAE 15:47]

BSA supports the approach taken in the Committee print to address the issue of willful infringement, and suggest that further changes be made in the language to avoid perpetuating the need to have dueling opinions from counsel. 

The current law allows the courts to impose punitive increased damages (up to three times actual damages) in cases involving willful infringement. However, the standard on which they may be awarded under current jurisprudence is far less than what is required for punitive damages in other areas of law. In fact, merely knowing that the patent exists is often the basis for an allegation of “willfulness” and a claim for triple damages, shifting to the defendant the burden of showing the exercise of due care.  [Does he overstate this?  See Cleary-6:57-62 –DAE]

Trying to satisfy this duty of care, patent defendants will often seek the opinion of counsel. But reliance on that opinion in defense of a charge of willfulness requires pre-trial disclosure of that opinion to the other side, waiver of the attorney-client privilege and often waiver of privileged materials relating to the subject matter of the opinion generally. In some cases, this threatens even the integrity of trial preparations. Thus, the existence of an opinion presents defendants with a dilemma of whether to waive privilege in order to defend against the charge of willfulness or, alternatively, preserve the privilege. This choice can be especially unfair when plaintiffs are allowed to use discovery obtained pursuant to the waiver to help establish or color underlying liability for patent infringement. 


The uncertainty about willfulness has also led to the undermining of one of the fundamental points of the patent system: that is, disclosing to the public the invention. To avoid “knowledge” and charges of willfulness, too many companies now instruct their employees to avoid reading patents. This too can lead to reduced patent quality.  [Does he have any data to support this? –DAE] 


BSA believes that Congress should change the statute to make clear that punitive increased damages should be imposed only when there is evidence of reprehensible conduct, such as copying the patent or violating a prior court order. The provision included in the Committee print includes these concepts, and we support these changes. 

[Opposed to The Committee Print, Sec. 6(d)(2)(A)]

But it also includes countervailing provisions that we fear would perpetuate the current inefficient and costly practice. We fear the draft provision would perpetuate the current gamesmanship by permitting a well-drafted notice letter from the patentee to give rise to a charge of willfulness. It would also continue the practice of having to obtain counsel’s opinions by making an “informed good faith belief” the touchstone of liability. We fear, based on experience, that this standard may be manipulated and does not reflect the sort of reprehensible conduct by the infringer that should warrant punitive damages. 

Jeffrey P. Kusham

Partner, Sidley Austin Brown and Wood, LLP

On Behalf of Genetech, Inc.

Testimony Before the Senate Subcommittee on Intellectual Property of the Committee on the Judiciary, 109th Congress (April 20, 2005).

Proposed Reforms to the Standard for Willful Infringement

[In Favor of The Committee Print, 
Sec. 6(d)(2(A,B,C) ONLY]
In contrast to its views on proposals that would alter the standard for injunctive relief, Genentech does support reforms to the law governing the doctrine of willful infringement. The Committee Print proposes to alter the standard by identifying three specific types of actions as being indicative of situations of “willful” infringement of a patent that are sufficient to justify the award of enhanced damages. 

Genentech believes that the articulation of the three scenarios found in the legislation is a sound basis for proceeding. Genentech, however, believes that these scenarios should be the only situations that warrant a finding of “willful” infringement. Part of the problem with the existing standard is that it is difficult to ascertain what will constitute willful infringement under present law. Making a more specific and 

explicit definition of those acts that will constitute willful infringement will help address part of the problem. Genentech also supports the approach in proposed legislation that precludes a court from drawing an inference of willful infringement from the absence of opinion of counsel, and that willful infringement may not be established solely upon proof of knowledge of the patent by the defendant prior to suit. 


[Wants to Add More to The Committee Print, Sec. 6]

The changes proposed by section six of the Committee Print, however, do not go far enough. A significant problem with the existing willful infringement doctrine is that parties often claim willful infringement simply as a litigation tactic. The claim then manifests itself in demands for production of opinions of counsel as to the validity or infringement of the patent, and efforts to place into evidence information that is unnecessary and irrelevant to the question of infringement. Genentech believes that in addition to establishing more objectively defined standards for willful infringement, three additional measures are needed. 

First, the law should preclude a court from addressing the question of willful infringement until after a party had been found to have infringed the patent. Taking up the question of willfulness only after a party has been found in a final unappealable judgment to have infringed the patent will go far in helping to curb some of the abuses that exist in today’s modern litigation environment.  [What about validity upheld?  Enforceability? –DAE]

Second, the question of willfulness should be addressed only by the court, and not by a jury. 

Finally, the law should preclude a party from attempting to obtain discovery of opinions of counsel incidental to a claim of willful infringement until after the court has first determined that infringement was established. With these additional changes, Genentech can support the reforms to willful infringement being proposed in section 6 of the Committee Print.

OPPONENTS OF THE COMMITTEE PRINT
Nathan P. Myhrvold 
Chief Executive Officer 
Intellectual Ventures

Testimony Before the Senate Subcommittee on Intellectual Property of the Committee on the Judiciary, 109th Congress (April 28, 2005).

[He begins by discussing his background in great detail, including receiving a PhD at 23 and working for Stephen Hawking at Cambridge.  He also helped found a software startup that was later acquired by Microsoft.  After being acquired by Microsoft, he became Microsoft’s Chief Technology Officer. –DAE]

I retired from Microsoft in 2000, and founded Intellectual Ventures, a company dedicated to investing in innovation and creativity in the form of invention. [He goes on to discuss his company’s business of financing inventors. –DAE]

Small Inventors: America’s Economic Engine 


The leading component of America’s invention output is driven by individual inventors, academic institutions, and small and medium businesses.  [He then admits that large technology companies are important inventors, frequently leading in sheer number of patents. –DAE]

According to US Patent Office records, 45% of American patent holders are classified as “small entities” which includes small businesses, universities and individuals.

[He discusses his empirical research concluding that “small entites” have more processor patents than IBM and Intel combined.  He states that the case is the same in every technology field he has looked. –DAE]

The typical pattern in a technology field is that the top company (or even the sum of the top five or ten companies) has only a small fraction of the patents in that field – often no more than 10% of the patents. Most invention is not done by the largest companies in the field. Invention occurs across the whole spectrum of the economy – from technology giants all the way down to the lone inventor in the garage. Those lone inventors aren’t just working on low-tech areas – no matter how technical a field, a huge number of patents are held by private individuals. Critics of the patent system sometimes talk derisively about the “myth of the small inventor,” ignoring their contribution. Well, I am here to tell you that small inventors are not only alive and well, but they actually contribute more inventions than the biggest corporations do. 


 [He pleads with the Subcommittee to appreciate small inventors and take note that small inventors depend on the patent system more than large companies. –DAE]

The Proposed Changes Would Reward Willful Patent Infringers

The topic of willful infringement is clearly an area of patent law where reform is needed. The current willfulness standard should be clearly reviewed. However, I cannot support the Committee Print which goes too far in reducing the conditions under which a company can be found liable for willfulness. 

Note that willfulness goes hand in hand with the injunction issue. If large corporations know that they don’t have to worry either about an injunction or about an increased financial penalty due to a finding of willfulness, then they can infringe at will. At worst, a court will make them pay a license fee, but even that is not certain because the court might not make such a finding. Even if a court eventually rules against them, the infringer can delay for many years. The best strategy for a large company is simply to infringe widely, and refuse any negotiation with the patent holder. 

This creates an incentive for exactly the kind of behavior the patent system is supposed to oppose. This is another example of a reform that, as an unintended consequence, would increase the volume of patent litigation by motivating companies to infringe. Small inventors would be adversely affected because their only means to bring such deliberate infringers to heel is to resort to expensive litigation they can ill afford.
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