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I. Introduction and Background 

Under the patent statute, a patentee should receive damages "adequate to com
pensate for the infringement" 1 and "make the patentee whole."2 A patentee's eco
nomic recovery should correspond to an invention's value. 3 According to the Fed
eral Trade Commission (FTC), "[p]atent damages that either under or 
overcompensate patentees for infringement compared to the market can have detri
mental effects on innovation and competition."4 "Undercompensation undermines 
the patent system's incentives to innovate," while "[o]vercompensation raises costs 
to other innovators through multiple mechanisms and can deter innovation." 5 

When an accused product includes many features or components, and the pa
tent at issue covers only some of them, determining an invention's value-and 
therefore damages for infringement-may prove difficult. This article provides an 
overview of the legal principles applicable to damages in patent cases and then dis
cusses decisions in cases where patentees have alleged infringement by products 
with many features or components.  

II. A Patentee Should Recover at Least a Reasonable Royalty Due to 
Infringement 

The patent statute sets a floor for damages. A patentee should receive "no ...  
less than a reasonable royalty for the use made of the invention by the infringer." 6 

The Federal Circuit has observed that a reasonable royalty "derives from a hypo
thetical negotiation between the patentee and the infringer when the infringement 
began." 7 A reasonable royalty is often calculated by multiplying a royalty base by a 
royalty rate.8 The royalty base corresponds to "the revenue pool implicated by the 
infringement," 9 while the royalty rate corresponds to "the percentage of that pool 
'adequate to compensate"' for the infringement. 10 Depending on the facts in a par

35 U.S.C. 284 (2012).  
2 Pall Corp. v. Micron Separations, Inc., 66 F.3d 1211, 1223 (Fed. Cir. 1995).  
3 See King Instruments Corp. v. Perego, 65 F.3d 941, 950 (Fed. Cir. 1995) (discussing current laws 

allowing the market to set the value of inventions).  
4 U.S. FED. TRADE COMM'N, THE EVOLVING IP MARKETPLACE: ALIGNING PATENT NOTICE AND 

REMEDIES WITH COMPETITION 148 (2011), available at http://www.ftc.gov/sites/default/files 
/documents/reports/evolving-ip-marketplace-aligning-patent-notice-and-remedies-competition

report-federal-trade/110307patentreport.pdf.  
5 Id.  
6 35 U.S.C. 284; see also Bandag, Inc. v. Gerrard Tire Co., 704 F.2d 1578, 1583 (Fed. Cir. 1983) 

(noting that a reasonable royalty is the floor below which damages shall not fall).  
7 ResQNet.com, Inc. v. Lansa, Inc., 594 F.3d 860, 868 (Fed. Cir. 2010).  
8 Eric Phillips & David Boag, Recent Rulings on the Entire Market Value Rule and Impacts on Pa

tent Litigation and Valuation, 48 LES NOUVELLES 1, 1 (2013); see also Whitserve, LLC v. Com
puter Packages, Inc., 694 F.3d 10, 27 (Fed. Cir. 2012) (stating that multiplying the royalty base by 
the royalty rate is the "classic way" of determining the reasonable royalty amount).  

9 Cornell Univ. v. Hewlett-Packard Co., 609 F. Supp. 2d 279, 286 (N.D.N.Y. 2009).  
10 Id. (quoting 35 U.S.C. 284 (2006)); see Whitserve, 694 F.3d at 27 (stating that the royalty base 

represents the revenue generated by the infringement and the royalty rate represents the percentage 
of revenue owed to the patentee).
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ticular case, issues may arise when ascertaining an appropriate royalty base or an 
appropriate royalty rate (or both).  

In Georgia-Pacific Corp. v. United States Plywood Corp., the district court 
compiled a list from what it called a "conspectus of the leading cases" of fifteen fac
tors generally relevant when determining a reasonable royalty for a patent license." 
Those factors include royalties paid by others under the patent in suit; royalties paid 
by the licensee under comparable patents; the nature and scope of the license, e.g., 
exclusive or nonexclusive; the patentee's established policy of licensing or not li
censing its patents; the relationship between the parties, e.g., whether they compete 
directly against each other; and the profitability of products made under the patent 
in suit.12 The Federal Circuit has approved use of the Georgia-Pacific factors when 
determining a reasonable royalty.13 

III. With Suitable Evidence, a Patentee May Recover Lost Profits Due to 
Infringement 

Although the patent statute sets a reasonable royalty as a floor for damages, if a 
patentee can prove that it would have received additional profits "but for" the in
fringement, the patentee can recover lost profits as damages. 14 The "but for" analy
sis "requires a reconstruction of the market, as it would have developed absent the 
infringing product, to determine what the patentee" would have made. 5 A patentee 
need not prove "but for" causation "as an absolute certainty." 16 

The Federal Circuit has explained that a patentee may establish "but for" cau
sation for lost profits using the Panduit four-factor test: (1) demand for the patented 
product; (2) the absence of acceptable noninfringing substitutes; (3) the manufactur
ing and marketing capability to exploit the demand; and (4) the profit the patentee 
would have made "but for" the infringement. 17 A patentee may, however, demon
strate "but for" causation with other evidence. 18 

" 318 F. Supp. 1116, 1120 (S.D.N.Y. 1970), modified sub nom. Georgia-Pacific Corp. v. U.S. Ply
wood-Champion Papers, Inc., 446 F.2d 295 (2d Cir. 1971).  

12 Id.  
13 See, e.g., Whitserve, 694 F.3d at 26-27 (calling the factors a "reasoned economic framework."); 

Maxwell v. J. Baker, Inc., 86 F.3d 1098, 1109 (Fed. Cir. 1996) (noting that the fact finder may 
consider the Georgia-Pacific factors when determining the reasonable royalty); SmithKline Diag
nostics, Inc. v. Helena Labs. Corp., 926.F.2d 1161, 1168 (Fed. Cir. 1991) (affirming the district 
court's use of the factors enumerated in Georgia-Pacific).  

14 King Instruments Corp. v. Perego, 65 F.3d 941, 952 (Fed. Cir. 1995).  
15 Grain Processing Corp. v. Am. Maize-Prods. Co., 185 F.3d 1341, 1350 (Fed. Cir. 1999).  
16 Standard Havens Prods., Inc. v. Gencor Indus., Inc., 953 F.2d 1360, 1372 (Fed. Cir. 1991).  
17 Rite-Hite Corp. v. Kelley Co., 56 F.3d 1538, 1545 (Fed. Cir. 1995) (en banc) (citing Panduit Corp.  

v. Stahlin Bros. Fibre Works, Inc., 575 F.2d 1152, 1156 (6th Cir. 1978)).  
18 See Rite-Hite, 56 F.3d at 1548 (noting that Panduit is not the "sine qua non" to prove "but for" 

causation and that some situations may require other means); Standard Havens, 953 F.2d at 1372
73 (acknowledging that the four-part test applied in Panduit is one way to establish causation).

2014] 3
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IV. Apportionment and the Entire Market Value Rule Address Products 
with Many Features or Components 

As noted above, determining the value of an invention may prove difficult 
when an accused product includes many features or components and the patent at 
issue covers only some of them. But this problem has existed for some time.  

In 1884, the Supreme Court addressed this problem in Garretson v. Clark, 
where it considered damages for an improved clamping mechanism for a larger ap
paratus called a mop-head. 19 The Court noted: 

The patentee . .. must in every case give evidence tending to separate or apportion the de
fendant's profits and the patentee's damages between the patented feature and the unpat
ented features, and such evidence must be reliable and tangible, and not conjectural or 
speculative; or he must show, by equally reliable and satisfactory evidence, that the profits 
and damages are to be calculated on the whole machine, for the reason that the entire value 
of the whole machine, as a marketable article, is properly and legally attributable to the pa
tented feature.2 0 

The Federal Circuit has quoted this statement from Garretson with approval. 21 

In Garretson, the Supreme Court referred to both the "defendant's profits" and 
the "patentee's damages" because the then-applicable patent statute permitted a pa
tentee to recover an infringer's profits in addition to compensatory damages. 22 The 
current patent statute, however, provides for only compensatory damages.23 

In the 1995 Rite-Hite Corp. v. Kelley Co. en banc decision, the Federal Circuit 
explained that when a patentee seeks damages for "unpatented components sold 
with a patented apparatus, courts have applied a formulation known as the 'entire 
market value rule' to determine whether such components should be included in the 
damage computation, whether for reasonable royalty purposes, . .. or for lost profits 
purposes." 24 The entire market value rule provides an exception to the rule requir
ing apportionment where the patent at issue covers only some components in a mul
ti-component product.25 Issues involving the entire market value rule may arise 
whether a patentee seeks lost profits or a reasonable royalty. 26 

19 111 U.S. 120, 120-21 (1884).  
20 Id. at 121 (quoting Garretson v. Clark, 10 F. Cas. 40, 44 (C.C.N.D.N.Y. 1878) (No. 5,248)) (inter

nal quotation marks omitted).  
21 Uniloc USA, Inc. v. Microsoft Corp., 632 F.3d 1292, 1318 (Fed. Cir. 2011); Lucent Techs., Inc. v.  

Gateway, Inc., 580 F.3d 1301, 1337 (Fed. Cir. 2009).  
22 See Nike, Inc. v. Wal-Mart Stores, Inc., 138 F.3d 1437, 1440 (Fed. Cir. 1998) (citing the Patent 

Act of 1870, ch. 230, 55, 16 Stat. 198, 201 (1870)).  
23 See 35 U.S.C. 284 (2012) (requiring damages adequate to compensate the claimant for the in

fringement).  
24 56 F.3d 1538, 1549 (Fed. Cir. 1995) (en banc) (citations omitted).  
25 See LaserDynamics, Inc. v. Quanta Computer, Inc., 694 F.3d 51, 66-67 (Fed. Cir. 2012).  
26 See Uniloc, 632 F.3d at 1318-21 (reasonable royalty); Lucent, 580 F.3d at 1336-38 (reasonable 

royalty); Rite-Hite, 56 F.3d at 1549-51 (lost profits).
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According to the entire market value rule, "a patentee may be awarded damag

es as a percentage of revenues or profits attributable to the entire product" if it can 

prove that "the patented feature drives the demand for an entire multi-component 

product." 27 Similarly, a patentee may rely on the rule if it can prove that the patent

ed feature "was of such paramount importance that it substantially created the value 

of the component parts." 28 Thus, the rule reduces the risk that a patentee will re

ceive excessive compensation where a patent covers only some components in a 

multi-component product. 29 

In the 2009 DePuy Spine, Inc. v. Medtronic Sofamor Danek, Inc. panel deci

sion, however, the Federal Circuit held that if a patentee pursues lost profits using 

the Panduit four-factor test, it just needs to demonstrate demand for the patented 

product, not demand for the patented feature. 30 Consistent with this, the FTC has 

stated that the entire market value rule "is not needed in an economic assessment of 

lost profits." 31 But insofar as the 2009 DePuy Spine panel decision conflicts with 

the 1995 Rite-Hite en banc decision that the patented feature must drive the demand 

for an entire multi-component product to avoid apportionment, an alleged infringer 

may challenge a patentee's reliance on that panel decision.32 

In any event, some relationship appears to exist between the Panduit four

factor test and the entire market value rule. In particular, a decrease in the patent

ee's ability to show that the patented feature drives demand should correspond to an 

increase in the alleged infringer's ability to establish the existence of an acceptable 

noninfringing substitute. That is, if customers purchase the patented product for 

reasons other than the patented feature, they should willingly purchase competing 

products lacking the patented feature, and those competing products should consti

tute acceptable noninfringing substitutes.  

V. Relatively Recent Federal Circuit Decisions Have Addressed 

Apportionment and the Entire Market Value Rule 

The Federal Circuit has considered apportionment issues in a few relatively re

cent cases. In Lucent Technologies, Inc. v. Gateway, Inc., for instance, the asserted 

Lucent patent covered a method for entering information into fields cn a computer 

screen without using a keyboard. 33 According to the patented method, a "prede

fined tool" associated with a field provided a menu that permitted a user to select 

27 LaserDynamics, 694 F.3d at 67.  

28 Rite-Hite, 56 F.3d at 1549 (quoting Marconi Wireless Tel. Co. v. United States, 53 U.S.P.Q. 246, 

250 (Ct. Cl. 1942), aff'd in part and vacated in part, 320 U.S. 1 (1943)).  
29 Id. at 1550.  
30 567 F.3d 1314, 1329-31 (Fed. Cir. 2009).  

31 U.S. FED. TRADE COMM'N, supra note 4, at 155.  
32 See Newell Cos. v. Kenney Mfg. Co., 864 F.2d 757, 765 (Fed. Cir. 1988) ("This court has adopted 

the rule that prior decisions of a panel of the court are binding precedent on subsequent panels un

less and until overturned in banc.").  

33 580 F.3d 1301, 1308 (Fed. Cir. 2009).

5
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menu information to insert into the field.3 4 Lucent alleged infringement based on 
various Microsoft programs, including Outlook.35 Although Outlook's e-mail fea
tures were the ones most commonly used, it contained many others that permitted it 
to serve as a personal organizer by enabling a user to, among other things, manage 
contacts, arrange meetings, and maintain a calendar.36 

Outlook's calendar function included a date-picker tool.37 When creating a 
new calendar appointment, the software displayed a monthly calendar as a grid of 
numbered dates. 38 When a user selected a particular grid, the software inserted a 
numerical month, day, and year into the corresponding field in an appointment 
form.39 The other two accused Microsoft programs included similar tools.40 

Lucent relied on the accused Microsoft programs as the royalty base and 
sought an 8% royalty rate based on the sales revenues for the accused programs.4 1 

Although Lucent requested royalty damages of about $562 million, the jury award
ed about $358 million.42 The Federal Circuit noted that "infringement by the use of 
Outlook apparently constituted the vast majority of the award." 4 3 It also noted that 
the date-picker tool amounted to nothing more than "a tiny feature of one part of a 
much larger software program ... comprising hundreds, if not thousands" of nonin
fringing features. 44 

On appeal, the Federal Circuit decided that substantial evidence did not sup
port the damages award. 45 Thus, it vacated the award and remanded for a new trial 
on damages. 46 With regard to the entire market value rule, the court pointed to the 
lack of evidence showing that the patented feature constituted the basis for customer 
demand for Outlook.47 In view of Outlook's many noninfringing features, the court 
reached the "unmistakable conclusion" that the patented feature was "not the reason 
consumers purchase Outlook." 48 Thus, the court decided that Lucent failed to carry 
its burden of proving that the entire market value rule applied to Outlook.4 9 

The Federal Circuit observed that Lucent's licensing expert initially applied 
the entire market value rule to an entire computer loaded with Outlook and ad

34 Id. at 1310-11.  

35 Id. at 1308, 1317.  
36 Id. at 1332.  

37 Id. at 1317.  
38 Id 

39 Lucent, 580 F.3d at 1317.  
40 Id.  

41 Id at 1323.  
42 Id. at 1309, 1323-24.  

43 Id at 1325.  
44 Id. at 1332.  
45 Lucent, 580 F.3d at 1335.  
46 Id. at 1340.  
47 Id. at 1337.  
48 Id. at 1338.  
49 Id. at 1337-38.

6
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vanced a 1% royalty rate. 50 Before trial, however, the district court disallowed that 
evidence.51 At trial, the licensing expert attempted to justify the same total royalty 
by increasing the royalty rate by a factor of eight to account for a decreased royalty 
base, i.e., Outlook alone as opposed to an entire computer loaded with Outlook.52 

The Federal Circuit took a dim view of that tactic, saying that it "ignore[d] what the 
district court's evidentiary ruling tried to accomplish." 53 

About sixteen months after the Lucent decision, the Federal Circuit again ad
dressed the entire market value rule in Uniloc USA, Inc. v. Microsoft Corp.5 4 There, 
the asserted Uniloc patent covered a software-registration mechanism that attempted 
to combat software piracy by permitting the software to run without restrictions on
ly if certain identification numbers matched. 55 Uniloc alleged infringement based 
on a product-activation feature in certain versions of Microsoft's Windows and Of
fice products. 56 

By multiplying a $2.50 per-unit royalty and the number of new licenses to 
Windows and Office products, Uniloc's damages expert calculated a total royalty of 
about $565 million.57 As a "check" on the reasonableness of that total royalty, the 
damages expert estimated sales revenues for the accused products to be about $19 
billion by multiplying the number of new licenses and the average sales price per 
license. 58 He then determined that a total royalty of about $565 million correspond
ed to a royalty rate of about 2.9% and opined on the reasonableness of that rate for 
software products. 5 9 The jury awarded Uniloc $388 million in damages.6 0 

On appeal, the Federal Circuit decided that Microsoft was entitled to a new tri
al on damages because Uniloc's damages expert based his opinion about the total 
royalty on an "arbitrary, general" 25% rule of thumb that was "unrelated to the 
facts" of the case. 6 1  As for the entire market value rule, the court held that 
"Uniloc's use of the $19 billion 'check' was improper." 62 The court noted that the 
infringing product-activation feature was not the basis for customer demand and 
that binding precedent permits a patentee to rely on the entire market value rule on
ly if the patented feature is the basis for customer demand. 63 The court expressed its 

50 Id. at 1338.  

51 Lucent, 580 F.3d at 1338.  
52 Id.  

53 Id.  

54 632 F.3d 1292, 1318-21 (Fed. Cir. 2011).  
5 Id. at 1296-97.  
56 Id at 1297-98, 1311 (citing Uniloc USA, Inc. v. Microsoft Corp., 640 F. Supp. 2d 150, 156 (D.R.I.  

2009)).  
57 Id. at 1311.  
58 Id 

59 Id. at 1311-12.  
60 Uniloc, 632 F.3d at 1311.  
61 Id. at 1318.  
62 Id. at 1319.  
63 Id. at 1319-20.
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concern that "[t]he disclosure that a company has made $19 billion dollars in reve
nue from an infringing product cannot help but skew the damages horizon for the 
jury .... " 64 Thus, the court affirmed the district court's conditional grant of a new 
trial on damages due to Uniloc's violation of the entire market value rule.65 

About twenty months after the Uniloc decision, the Federal Circuit again ad
dressed the entire market value rule in LaserDynamics, Inc. v. Quanta Computer, 
Inc.66 There, the asserted LaserDynamics patent covered a method for automatical
ly determining the type of optical disc, e.g., CD or DVD, inserted into an optical 
disc drive. 67 Quanta assembled and sold laptop computers having optical disc 
drives. 68 Quanta purchased the optical disc drives from various sources.6 9 

Because Quanta sold laptop computers but not optical disc drives, La
serDynamics's damages expert used the laptops as the royalty base.7 0 Based on lap
top sales revenues of $2.53 billion and a 2% royalty rate, he testified at trial that La
serDynamics should receive a royalty of $52.1 million.71 

After trial, however, the district court decided that LaserDynamics's damages 
expert improperly relied on the entire market value rule.7 2 It reasoned that La
serDynamics presented no evidence that the patented disc-discrimination method 
drove demand for Quanta's laptops. 73 

On appeal, the Federal Circuit agreed with the district court's decision regard
ing the entire market value rule.7 4 The Federal Circuit held that "in any case involv
ing multi-component products, patentees may not calculate damages based on sales 
of the entire product, as opposed to the smallest saleable patent-practicing unit, 
without showing that the demand for the entire product is attributable to the patent
ed feature." 

Like the district court, the Federal Circuit reasoned that LaserDynamics pre
sented no evidence that the patented disc-discrimination method drove demand for 
Quanta's laptops. 76 In explaining the evidence needed to show that a patented fea
ture drives consumer demand, the court said that "[i]t is not enough to merely show 
that" the patented feature "is viewed as valuable, important, or even essential to the 

64 Id. at 1320.  
65 Id. at 1321, 1323.  
66 694 F.3d 51, 66-70 (Fed. Cir. 2012).  
67 Id. at 56-57.  
68 Id. at 58.  
69 Id 

70 Id. at 60.  

71 Id. at 60-61.  

72 LaserDynamics, 694 F.3d at 63.  

73 Id 

74 Id. at 69.  
7 Id. at 67-68.  
76 Id. at 68.
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use of' the entire product. 77 The court similarly noted that evidence of commercial 
unsuitability without the patented feature would fail to show that the patented fea
ture constitutes the basis for customer demand.7 8 

To support the rule that the royalty base should generally correspond to the 
smallest saleable patent-practicing unit, the Federal Circuit, in LaserDynamics, cit
ed Circuit Judge Rader's79 decision from Cornell University v. Hewlett-Packard 
Co.8" Further, the court quoted Judge Rader's statement from Cornell that the roy
alty base for products with significant noninfringing features should correspond to 
"the smallest salable infringing unit with close relation to the claimed invention." 81 

About two years after the LaserDynamics decision, the Federal Circuit again 
quoted Judge Rader's statement from- Cornell in VirnetX, Inc. v. Cisco Systems, 
Inc.82 There, VirnetX asserted that the "On Demand" and "FaceTime" features in 
certain Apple mobile devices, such as the iPhone, infringed various VirnetX pa
tents. 83 The district court gave the following jury instruction regarding the royalty 
base: 

In determining a royalty base, you should not use the value of an entire apparatus or prod

uct unless either: (1) the patented feature creates the basis for customers' demand for the 
product, or the patented feature substantially creates the value of the other component 
parts of the product; or (2) the roduct in question constitutes the smallest saleable unit 

containing the patented feature.  

Apple objected to part two of this instruction because "it allowed the jury to 

consider an astronomically large royalty base, thus skewing the damages in Vir
netX's favor." 85 Apple's objection comported with the concern expressed in the 
Federal Circuit's Uniloc decision that the disclosure of total product revenues "can
not help but skew the damages horizon for the jury."86 But the district court dis
missed Apple's objection. 87 It reasoned that "if the smallest saleable unit is the 
product itself, then the entire market value rule should not be considered." 88 

On appeal, Apple argued that the royalty-base jury instruction misstated the 
law by wrongly providing an exception to the entire market value rule whenever a 
multi-component product "is the smallest salable unit containing the patented 'fea

77 Id 

78 LaserDynamics, 694 F.3d at 68.  

79 Cornell Univ. v. Hewlett-Packard Co., 609 F. Supp. 2d 279, 282 (N.D.N.Y. 2009) (sitting by des
ignation as a trial judge).  

80 LaserDynamics, 694 F.3d at 67 (citing Cornell, 609 F. Supp. 2d at 283, 287-88).  
81 Id. (quoting Cornell, 609 F. Supp. 2d at 287-88).  
82 767 F.3d 1308 (Fed. Cir. 2014).  
83 Id. at 1314-15.  
84 Id. at 1327.  
85 VirnetX Inc. v. Apple Inc., 925 F. Supp. 2d 816, 840 (E.D. Tex. 2013).  
86 Uniloc USA, Inc. v. Microsoft Corp., 632 F.3d 1292, 1320 (Fed. Cir. 2011).  
87 VirnetX, 925 F. Supp. 2d at 841.  
88 Id
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ture." 89 The Federal Circuit agreed with Apple that the jury instruction misstated 
the law.90 

The Federal Circuit explained that "the fundamental concern about skewing 
the damages horizon ... does not disappear simply because the smallest salable unit 
is used." 91 The court also explained that the focus on the smallest saleable unit 
"was intended to produce a royalty base much more, closely tied to the claimed in
vention than the entire market value of the accused products." 92 Hence, the court 
said that a patentee should "base[] its damages on 'the smallest salable infringing 
unit with close relation to the claimed invention."'93 

The Federal Circuit called that unit's identification "simply a step toward 
meeting the requirement of apportionment." 94 According to the court, where that 
unit is "a multi-component product containing several non-infringing features with 
no relation to the patented feature ... the patentee must do more to estimate what 
portion of the value of that product is attributable to the patented technology." 95 In 
particular, the patentee must "apportion the royalty down to a reasonable estimate of 
the value of its claimed technology, or else establish that its patented technology 
drove demand for the entire product." 96 The court reasoned that a contrary holding 
would allow the entire market value exception to swallow the apportionment rule.9 7 

VI. Before the Federal Circuit's VirnetX Decision, District Courts 
Inconsistently Applied Earlier Federal Circuit Precedent to 
Reasonable-Royalty Issues 

As explained in more detail below, before the Federal Circuit's VirnetX deci
sion, district courts were inconsistent in their rulings regarding apportionment be
low the smallest saleable unit to determine the royalty base. Some courts required 
further apportionment to determine the royalty base, while others permitted patent
ees to use the smallest saleable unit. And some sidestepped the issue, for example, 
by deciding that a jury should determine the royalty base because the parties pre
sented conflicting evidence on that issue.  

A. Most District Courts Required Apportionment Below the Smallest 
Saleable Patent-Practicing Unit 

In A VM Technologies, LLC v. Intel Corp., the asserted AVM patent covered 
improved dynamic-logic circuits. 98 Intel made and sold microprocessors that con

89 VirnetX, 767 F.3d at 1327.  
90 Id.  
91 Id.  
92 Id.  

93 Id. (emphasis added by the Federal Circuit).  
94 Id.  

95 VirnetX, 767 F.3d at 1327.  
96 Id. at 1329.  
97 Id. at 1327-28.  
98 No. 10-610-RGA, 2013 WL 126233, at *1 (D. Del. Jan. 4, 2013).
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tained many components in addition to the accused circuits. 99 AVM's damages ex
pert used Intel's microprocessors as the royalty base, and Intel moved to exclude his 
testimony because, among other reasons, it allegedly violated the entire market val
ue rule.1 00 

In deciding Intel's motion, the district court cited the Federal Circuit's La
serDynamics decision for the proposition that royalties should generally correspond 
to the smallest saleable patent-practicing unit. 101 The court then rejected AVM's 
argument that discerning the smallest saleable patent-practicing unit was "the end of 
the analysis" for the royalty base.10 2 The court reasoned that "[t]he use of a saleable 
unit that is greater than the patented feature is going to introduce ... error when the 
patented feature is a 'date picker' whether the saleable unit is a computer loaded 
with 'Outlook' or simply 'Outlook."' 103 It explained that this "error will be greater 
with the computer loaded with 'Outlook' than with 'Outlook' alone, but the differ
ence in error is one of degree, not of kind." 104 

This analysis appears sound in view of the Federal Circuit's Lucent, Uniloc, 
and LaserDynamics decisions. Although the Federal Circuit in Lucent did not ex
pressly identify Outlook as the smallest saleable patent-practicing unit-or even use 
that phraseology-it decided that the patentee failed to satisfy the entire market val
ue rule for Outlook.105 Further, the court in Uniloc decided that the patentee failed 
to satisfy the entire market value rule for Windows and Office. 10 6 Since those soft
ware products were the smallest saleable patent-practicing units, the Federal Circuit 
implicitly required apportionment below the smallest saleable unit.  

Further, in LaserDynamics, the Federal Circuit ratified a royalty base corre
sponding to the smallest saleable unit having "close relation to the claimed inven
tion." 107 If the smallest saleable unit includes many nonpatented features or compo
nents, then that unit would not have "close relation to the claimed invention" to 
warrant its use as the royalty base. 108 And consistent with its earlier apportionment 
decisions, the Federal Circuit in VirnetX expressly required apportionment below 
the smallest saleable unit for "multi-component product[s] containing several non
infringing features with no relation to the patented feature .... "1 09 

99 See id. at *2-3.  
100 Id. at *1.  
101 Id. at *2 (citing LaserDynamics, 694 F.3d at 67).  
102 Id. at *2-3.  
103 Id. at *3.  
104 AVM Techs., 2013 WL 126233, at *3.  
105 Lucent Techs., Inc. v. Gateway, Inc., 580 F.3d 1301, 1337-38 (Fed. Cir. 2009).  
106 Uniloc USA, Inc. v. Microsoft Corp., 632 F.3d 1292, 1318-21 (Fed. Cir. 2011).  
107 LaserDynamics, Inc. v. Quanta Computer, Inc., 694 F.3d 51, 67 (Fed. Cir. 2012) (quoting Cornell 

Univ. v. Hewlett-Packard Co., 609 F. Supp. 2d 279, 287-88 (N.D.N.Y. 2009)).  
108 See A VMTechs., 2013 WL 126233, at *2-3.  
109 VirnetX, Inc. v. Cisco Sys., Inc., 767 F.3d 1308, 1327 (Fed. Cir. 2014).
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In A VM Technologies, the district court indicated that it would likely exclude 
evidence from AVM's damages expert because AVM failed to show that the pa
tented circuits drove demand for Intel's microprocessors. 110 After a Daubert hear
ing, the court granted Intel's motion to exclude. 1" 

In Brocade Communications Systems, Inc. v. A10 Networks, Inc., the asserted 
Brocade patents covered features that improved the performance and reliability of 
routers for sending data across networks. 112  The district court noted that the ac
cused routers included many features in addition to the allegedly infringing fea
tures. 11 Although the accused routers were the smallest saleable patent-practicing 
unit, the court decided that Brocade's damages expert improperly relied on them as 
the royalty base because the evidence failed to show that the patented features were 
"the primary reason that consumers buy the product... ."114 Due to that failure, the 
court vacated the jury's reasonable-royalty award."' 

In Dynetix Design Solutions, Inc. v. Synopsys, Inc., the patented feature consti
tuted just one of many in the accused Synopsis product.116 Dynetix's damages ex
pert-like the experts in A VM and Brocade-used the entire Synopsis product as 
the royalty base because Synopsis did not sell anything smaller. 1 7 Dynetix's expert 
did not further apportion the royalty base to account for the accused product's non
patented features.118 Synopsis moved to exclude evidence from that expert.119 

The district court decided that Dynetix's expert used an improperly large royal
ty base.120 The court viewed the Federal Circuit's Lucent decision as standing for 
the proposition that the royalty base must be "apportioned to reflect the value" of 
the patented feature relative to the nonpatented features absent evidence that the pa
tented feature drives customer demand. 12 1  The court then quoted Circuit Judge 
Rader's statement from Cornell that the patentee must use as the royalty base the 
"smallest salable infringing unit with close relation to the claimed invention." 122 

The court reasoned that there was "no logical basis to depart from an apportionment 
requirement in a case, such as the present one, where the alleged smallest salable 

110 AVMTechs., 2013 WL 126233, at *3-4.  
'1 AVM Techs., LLC v. Intel Corp., 927 F. Supp. 2d. at 141 (D. Del. 2013).  

112 See No. C 10-3428 PSG, 2013 WL 831528, at *1, *9, *11, *16 (N.D. Cal. Jan. 10, 2013) (discuss
ing each relevant claim limitation as it pertains to the asserted Brocade patents).  

113 Id at *14.  
114 Id.  

115 Id. at *14-15.  
116 No. C 11-05973 PSG, 2013 WL 4538210, at *1 (N.D. Cal. Aug. 22, 2013).  
117 Id 

118 Id.  
119 Id 
120 Id at *1, *4 
121 Id at *3.  
122 Dynetix, 2013 WL 4538210, at *3 (quoting Cornell Univ. v. Hewlett-Packard Co., 609 F. Supp. 2d 

279, 287-88).
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unit plainly is not closely tied to the patented feature." 12 3 Thus, the court granted 
Synopsis's motion to exclude. 124 

Like the district court in Dynetix, the district court in Rembrandt Social Media, 
LP v. Facebook, Inc. sustained a challenge to a royalty calculation as improperly 
failing to apportion down to the allegedly infringing features. 12 5 There, the two as
serted Rembrandt patents allegedly covered Facebook features called BigPipe and 
Audience Symbol.126 Rembrandt's damages expert determined the royalty base by 
considering Facebook's entire revenue stream during the period of alleged in
fringement and excluding much of it as related to noninfringing features.127 Ulti
mately, he concluded that the royalty base should include the revenue attributable to 
four Facebook features: Timeline, News Feed, Groups, and Photo/Video Sharing.12 8 

While those features could work with BigPipe and Audience Symbol, they could 
also work independently without infringing.129 But Rembrandt's damages expert 
did not attempt to ascertain the revenue attributable only to BigPipe and Audience 
Symbol.130 

The district court determined that Rembrandt's damages expert used an im
properly large royalty base.131 Citing the Federal Circuit's Lucent decision, the 
court noted that "[w]here. . . the accused technologies represent a small improve
ment to an existing technology," a patentee "is only entitled to a royalty based on 
the incremental value provided by that improvement."' 3 2 And citing the Federal 
Circuit's LaserDynamics decision, the court observed that a patentee "must appor
tion down to the 'smallest salable patent-practicing unit' closely tied to the patent at 
issue."133 The court then observed that "the smallest salable infringing unit must be 
the starting point for the royalty base" and that "further apportionment is required 
'even when the accused product is the smallest salable unit. . . if the smallest sala
ble unit is still a multi-component product encompassing non-patent related fea
tures."" 3 4 The court reasoned that "an apportionment including value attributable 
to more features than just the improvement overcompensates the patentee."135 

Because the four features used for the royalty base could work without infring
ing, the district court considered the expert's royalty base excessive and ruled that a 

123 Id 

124 Id at *5.  
125 No. 1:13-CV-158, 2013 WL 6327852, at *5-6 (E.D. Va. Dec. 3, 2013).  
126 Id. at *2-3.  
127 Id 
128 Id. at *5.  
129 Id 
130 Id. at *5.  
131 Rembrandt, 2013 WL 6327852, at *5.  
132 Id. at *5 (citing Lucent Techs., Inc. v. Gateway, Inc., 580 F.3d 1301, 1337 (Fed. Cir. 2009)).  
133 Id. (citing LaserDynamics, Inc. v. Quanta Computer, Inc., 694 F.3d 51, 68 (Fed. Cir. 2012)).  

134 Id. (quoting Dynetix Design Solutions, Inc. v. Synopsys, Inc., No. C 11-05973 PSG, 2013 WL 
4538210, at *3 (N.D. Cal. Aug. 22, 2013)).  

135 Id
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proper royalty base would have reflected "the worth of the features actually causing 
the infringement-BigPipe and Audience Symbol." 136 The court required further 
apportionment even though BigPipe and Audience Symbol were arguably smaller 
than the smallest saleable unit. 137 

In Network Protection Sciences, LLC v. Fortinet, Inc., the district court 
reached a similar conclusion. 138 There, NPS accused certain Fortinet operating
system software, either installed in Fortinet hardware or used with Fortinet software 
that emulated hardware, of infringing a patent covering firewall technology. 13 9 The 
accused products contained allegedly patented and nonpatented components. 140 

Fortinet argued that NPS's damages expert "improperly based royalties on the entire 
market value of the accused products." 141 

The district court agreed that NPS "failed to provide sufficient evidence that 
the patented features drive demand" for the accused products. 14 2 The court 
acknowledged that NPS's damages expert correctly identified the accused products, 
including associated hardware, as the smallest saleable units. 14 3 The court then not
ed NPS's assertion that its expert properly "performed the apportionment analysis 
required by the Federal Circuit by first ascertaining the smallest salable patent
practicing unit, and then analyzing the proportion of product value derived from the 
allegedly infringing technology." 144 But the court criticized NPS's position saying, 
"Analytically, this statement is incomplete. When using a multi-component product 
as a royalty base, even if it is the smallest salable unit, a patentee must still show 
that the patented feature drives demand for the entire product." 145 Hence, the court 
concluded that "[u]sing the accused products as a royalty base.. . [ran] afoul of the 
entire market value rule." 146 

In GPNE Corp. v. Apple, Inc., the district court reached a similar conclusion. 147 
There, GPNE asserted that various Apple iPhone and iPad devices infringed three 
patents covering two-way pager technologies incorporated in certain telecommuni
cations standards. 148 GPNE's damages expert relied on the accused devices as the 
royalty base. 14 9 In contrast, Apple's damages expert relied on the baseband proces

136 Id. at *5-6.  
137 Rembrandt, 2013 WL 6327852, at *5.  
138 No. C 12-01106 WHA, 2013 WL 5402089, at *5-8 (N.D. Cal. Sept. 26, 2013).  
139 Id at *1.  
140 Id. at *1, *8.  
141 Id. at *5.  
142 Id. at *7, *8.  
143 Id. at *6.  
144 Network Prot. Scis., 2013 WL 5402089, at *7.  
145 Id 
146 Id. at *8.  
147 No. 12-CV-02885, 2014 WL 1494247, at *5, *13 (N.D. Cal. Apr. 16, 2014).  
148 Id. at *1, *3, *5.  
149 Id. at *2, *10.
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sor chips in the accused devices as the royalty base. 150 Each party moved to exclude 
evidence from its adversary's damages expert.151 

The district court granted Apple's motion to exclude evidence from GPNE's 
expert because, among other reasons, he performed no apportionment and failed to 
even consider the propriety of apportionment.15 2 The court noted that GPNE's pa
tents concerned "just one aspect" of the telecommunications standards implemented 
in the accused devices. 15 3 The court then ruled that GPNE's expert should have 
made some attempt to distinguish the infringing features from the noninfringing fea
tures and apportion value between them. 15 4 

In contrast, the district court denied GPNE's motion to exclude evidence from 
Apple's expert.155 The court reasoned that Apple's expert properly identified the 
smallest saleable patent-practicing unit-the baseband processor chips-and then 
apportioned the supplier's profits between GPNE's asserted patents and other tech
nology incorporated in the pertinent telecommunications standards.15 6 In denying 
GPNE's motion, the court rejected GPNE's assertion that the alleged infringer must 
make or sell the smallest saleable patent-practicing unit.15 7 The court observed that 
a make-or-sell requirement would permit patentees to circumvent the smallest
saleable-unit rule by simply suing end-product producers rather than component 
manufacturers. 158 

B. Some District Courts Did Not Require Apportionment Below the 
Smallest Saleable Patent-Practicing Unit 

As the preceding discussion demonstrates, where the smallest saleable unit in
cludes many unpatented features or components, most district courts required fur
ther apportionment to determine an appropriate royalty base. But a few did not.  

For example, the district court in Internet Machines LLC v. Alienware Corp.  
deemed apportionment below the smallest saleable patent-practicing unit unneces
sary. 159 There, Internet Machines (IM) asserted that certain switches incorporated 
into larger computer systems infringed two of its patents. 160 Although the switches 
contained unpatented features, IM's damages expert used the switches as the royalty 
base. 161 After trial, the infringer sought judgment as a matter of law on damages 

150 Id. at *6-7, *10.  

151 Id. at *1.  
152 Id. at *4-5.  

153 GPNE, 2014 WL 1494247, at *5.  
154 Id.  
155 Id. at *6-10.  
156 Id. at *7-8.  
157 Id. at *11-12.  
158 Id at *12.  
159 No. 6:10-CV-23, 2013 WL 4056282, at *13-14 (E.D. Tex. June 19, 2013).  
160 Id. at *1, *13.  
161 Id. at *13.
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because IM's expert did not further apportion royalties or show that the entire mar
ket value rule applied.162 

The district court rejected that argument, reasoning that the switches constitut
ed the smallest saleable patent-practicing unit and therefore "additional apportion
ment is unwarranted." 16 3 The court said, "For practical economic purposes, any fur
ther apportionment of value within a switch would be entirely speculative and 
arbitrary." 164 But the court also decided that "[e]ven if the entire market value rule 
were applicable," substantial evidence showed that "the patented invention drove 
customer demand for the product." 165 Thus, the court's statements about further ap
portionment could constitute dicta.  

As another example, the district court in Summit 6 LLC v. Research in Motion 
Corp. deemed apportionment below the smallest saleable patent-practicing unit un
necessary. 166 In that case, Summit accused various Samsung mobile devices, such 
as cell phones with cameras that resized images before transmission, of infringing a 
patented method for processing digital information. 167 Samsung argued that Sum
mit's damages expert improperly used. the accused devices as the royalty base be
cause the evidence did not show that the entire market value rule applied.168 

When analyzing contributory infringement, which involves a "component" of a 
patented invention that has no substantial noninfringing use, the district court fo
cused on the image-resizing software as the appropriate unit. 16 9 But when consider
ing Samsung's argument regarding the entire market value rule, the court viewed 
the entire device as the appropriate unit for royalty purposes and rejected Sam

sung's argument. 0 The court reasoned that "only the entire device itself is capable 
of performing the image resizing ... [and] [t]hus, using the entire device as the roy
alty base is proper under LaserDynamics because the device itself is the 'smallest 
patent-practicing unit." 171 

Similarly, the district court in Tomita Technologies USA, LLC v. Nintendo Co.  
deemed apportionment below the smallest saleable patent-practicing unit unneces
sary.172 There, Tomita accused Nintendo's 3DS handheld gaming console of in
fringing a patent covering stereoscopic (or three-dimensional) imaging technolo

162 Id 

163 Id 

164 Id 
165 Internet Machs., 2013 WL 4056282, at *14.  
166 No. 3:11-CV-367, 2013 U.S. Dist. LEXIS 95164, at *30-35 (N.D. Tex. June 26, 2013).  
167 Id. at *5-7, *25.  
168 Id. at *34.  
169 Id. at *22-23.  
170 Id. at *32-35.  

171 Id. at *34 (quoting LaserDynamics, Inc. v. Quanta Computer, Inc., 694 F.3d 51, 67 (Fed. Cir.  
2012)).  

172 No. 11 Civ. 4256(JSR), 2013 WL 4101251, at *7-8 (S.D.N.Y. Aug. 14, 2013).
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gy. 17 3 The asserted patent covered only two features in Nintendo's 3DS console. 17 4 

Consequently, Nintendo contended that Tomita's damages expert improperly based 

royalties on the entire market value of the 3DS console. 17 5 

The district court acknowledged that the patented technology "was in some 
sense ancillary to the core functionality of the 3DS as a gaming system" and that 
"consumer reception for the patent-related features was mixed."176 But the court re
jected Nintendo's challenge to the royalty base because the 3DS console constituted 
the smallest saleable patent-practicing unit.177 The court reasoned that Tomita's 

damages expert "looked to the 3DS itself as the 'smallest salable patent-practicing 
unit,' and therefore did not rely on the entire market value rule."17 8 

Still, the district court concluded that the jury's $30.2 million damages award 
was "intrinsically excessive" and unsupported by the evidence. 17 9 The court be

lieved that the jury "likely weighed too heavily" Nintendo's profits for games de
signed for the 3DS console. 180 Hence, the court gave Tomita the choice of accept
ing a remittitur of half the jury's $30.2 million damages award ($15.1 million) or 
conducting a new trial on damages. 18 1 

The apportionment issue has arisen in at least one case involving drug prod
ucts. In In re Omeprazole Patent Litigation, AstraZeneca owned two patents cover
ing "pharmaceutical preparations" with three features: (1) a core containing 
omeprazole together with an alkaline-reacting compound; (2) an inert subcoating 
over the core; and (3) an enteric coating over the inert subcoating. 182 Apotex manu
factured omeprazole capsules by first making pellet cores containing omeprazole 

and certain inactive ingredients.'83 Apotex then applied an enteric coating to the 
pellets cores without applying a subcoating. 184 To complete the manufacturing pro

cess, Apotex introduced the enteric-coated pellet cores into capsule shells.18 5 

In 2007, the district court decided that Apotex's omeprazole capsules infringed 
two AstraZeneca patents. 18 6 It found that an inert subcoating formed in situ be
tween the pellet cores and the enteric coating. 187 

173 Id. at *1.  
174 Id. at *1, *8.  
175 Id. at *7.  
176 Id. at *8.  
177 Id.  

178 Tomita Techs. USA, 2013 WL 4101251, at *8.  
179 Id.  
180 Id.  
181 Id. at *9.  
182 490 F. Supp. 2d 381, 393-94 (S.D.N.Y. 2007), aff'd, 281 F. App'x 974 (Fed. Cir. 2008), aff'd on 

other grounds, 536 F.3d 1361 (Fed. Cir. 2008).  
183 Id. at 472.  
184 Id.  
185 See id.  
186 Id. at 486.  
187 Id. at 483.
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In 2013, the court conducted a nonjury trial to determine damages due to Apo
tex's infringement.1 88 The parties agreed that damages should "be based on a rea
sonable royalty for the use made of the patents."189 Apotex argued that royalties 
should depend on "the value of the infringing aspect of its formulation, that is, the 
inert subcoating that formed in situ between" the pellet cores and the enteric coat
ing. 190 The district court rejected Apotex's argument for two reasons. 19 1 

First, the district court cited the Federal Circuit's LaserDynamics decision for 
the proposition that royalties for a product containing many different components 
should usually be based on the smallest saleable patent-practicing unit rather than 
the entire product. 192 The court observed that the issue concerning the appropriate 
unit for royalty purposes typically arises for electronic products.193 Without much 
analysis, the court said that "there is little reason to import these rules for multi
component products like machines into the generic pharmaceutical context." 19 4 The 
court noted that "Apotex has cited no precedent for doing so."195 The court also 
discussed the absence of evidence that the subcoating constituted a saleable patent
practicing unit. 196 

Second, the district court recognized the entire market value rule as an excep
tion to the general principle that the royalty base should correspond to the smallest 
saleable patent-practicing unit.197 But the court decided that the subcoating did 
"'substantially create[] the value"' of Apotex's omeprazole capsules even though 
the subcoating did not create customer demand for omeprazole. 198 The court con
sidered the subcoating a "crucial aspect" of the claimed inventions because earlier 
formulations lacking subcoatings "were not commercially viable." 199 

So the district court relied on alternative theories. 20 0 It decided that it need not 
consider the propriety of apportionment for the drug products at issue and, in any 
event, that AstraZeneca satisfied the entire market value rule since the patented fea
tures substantially created the value of those products.201 

188 Astrazeneca AB v. Apotex Corp., 985 F. Supp. 2d 452, 460 (S.D.N.Y. 2013).  
189 Id. at 459.  

190 Id. at 489.  
191 Id. at 489-90.  
192 Id. at 489.  

193 Id. at 489.  
194 AstraZeneca AB, 985 F. Supp. 2d at 490.  
195 Id 
196 Id 

197 See id. at 490 (stating that the entire market value rule allows damages based on the entire market 
value of the product).  

198 Id. at 490 (alteration in original) (quoting Uniloc USA, Inc. v. Microsoft Corp., 632 F.3d 1292, 
1318 (Fed. Cir. 2011)).  

199 Id 
200 See AstraZeneca AB, 985 F. Supp. 2d at 490 (discussing how the patented feature satisfied an en

tire market value theory due to drug improvements).  
201 See id. (finding that the patented feature made the drug commercially viable).
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C. Some District Courts Ducked the Apportionment Issue 

Some district courts have avoided addressing whether a patentee should have 

used a royalty base smaller than the smallest saleable patent-practicing unit by rul

ing that the patentee's evidence, while perhaps weak, satisfies the entire market val

ue rule. For example, in Interwoven, Inc. v. Vertical Computer Systems, Interwoven 

sought a declaration that its accused TeamSite and LiveSite software products did 
not infringe two Vertical patents. 202 Vertical's damages expert used the revenues 

for TeamSite and LiveSite as the royalty base.20 3 Interwoven argued that the expert 
improperly relied on the entire market value rule because the smallest saleable unit 

was a TeamSite software component previously sold as an add-on option to an ear

lier version of TeamSite.204 

The district court recognized the entire market value rule as an exception to the 

general principle that the royalty base should correspond to the smallest saleable pa

tent-practicing unit.205 The court observed that Vertical's damages expert pointed to 

evidence that the patented features drove consumer demand, i.e., advertising mate
rial and statements by one of Vertical's officers.20 6 Citing a 2011 decision by an

other district court that predates the Federal Circuit's LaserDynamics decision, the 

court said that "[o]n occasion, courts have permitted evidence of the entire market 
[value] rule to be presented in reliance on articles showing that the patented feature 

was important to the defendant's ability to compete in the market." 20 7 The court 
then remarked that the evidence supporting reliance on the entire market value rule 

was "relatively weak." 208 But it ruled that the evidence still sufficed to create a fac

tual issue. 20 9 Thus, it held that a jury must determine whether the patented features 

drove consumer demand.210 

VII. District Courts Have Inconsistently Applied Federal Circuit 
Precedent to Lost-Profits Issues 

As noted above, issues involving the entire market value rule may arise wheth

er a patentee seeks a reasonable royalty or lost profits. 211 As in the reasonable

202 No. CV 10-04645 RS, 2013 WL 3786633, at *l, *3 (N.D. Cal. July 18, 2013).  
203 Id. at *10.  
204 Id.  
205 Id.  
206 Id.  

207 Id. at *10 (citing DataQuill Ltd. v. High Tech Computer Corp., 887 F. Supp. 2d 999, 1027-28 

(S.D. Cal. 2011)).  
208 Interwoven, 2013 WL 3786633, at *10.  
209 Id.  
210 Id.  
211 See Uniloc USA, Inc. v. Microsoft Corp., 632 F.3d 1292, 1318-21 (Fed. Cir. 2011) (allowing a 

reasonable royalty); Lucent Techs., Inc. v. Gateway, Inc., 580 F.3d 1301, 1336-38 (Fed. Cir. 2009) 
(allowing a reasonable royalty); Rite-Hite Corp. v. Kelley Co., 56 F.3d 1538, 1549-51 (Fed. Cir.  
1995) (en banc) (awarding lost profits).
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royalty context, district courts have inconsistently applied the entire market value 
rule in the lost-profits context.  

For instance, in Carefusion 303, Inc. v. Sigma International, the patent at issue 
covered a sensor for an infusion pump. 212 Sigma sought summary judgment that 
Carefusion failed to establish entitlement to lost profits under the entire market val
ue rule. 213 The court deemed evidence that the patented sensor was "an 'important' 
or 'critical' component of the pump" insufficient to show that it drove customer 
demand. 214 Similarly, the court deemed "[e]vidence that the patented sensor tech
nology contributes to the safety of the infusion pump" insufficient. 215 Thus, the 
court granted summary judgment because Carefusion failed to prove that the patent
ed sensor was "the 'basis for customer demand"' or that it "'substantially create[s] 
the value of the component parts."' 216 

In Electro-Mechanical Corp. v. Power Distribution Products, Inc., the district 
court also disallowed lost profits due to a failure to demonstrate that the entire mar
ket value rule applied.2 17 There, E-M and PDP sold competing electrical power dis
tribution systems "approximately the size of a train car" for underground coal min
ing.2 18 E-M's patent covered a system component called a draw-out tray containing 
the system's essential electrical equipment.2 19 The patented draw-out tray decreased 
downtime for repairs and improved safety.22 0 

E-M's damages expert based his lost-profits opinion on profits for the entire 
power distribution system because he considered the patented draw-out tray the ba
sis for customer demand. 221 The jury found that PDP infringed E-M's patent and 
awarded lost profits.222 PDP moved for a new trial on damages on the grounds that 
insufficient evidence supported the jury's lost-profits award. 223 

The district court granted PDP's motion. 22 4 Citing the Federal Circuit's La
serDynamics decision, the court held that a patentee who relies on the entire market 
value rule to seek lost profits for a larger product containing a patented component 
"must prove that the customer's decision to buy the larger product in the first place 
is motivated by the presence of the patented component." 225 Because E-M "did not 

212 No. 10CV0442 DMS WMC, 2012 WL 392808, at *2 (S.D. Cal. Jan. 3, 2012).  
213 Id. at *1-2.  
214 Id. at *2.  
215 Id. at *3.  
216 Id. (alteration in original) (quoting Uniloc, 632 F.3d at 1318).  
217 970 F. Supp. 2d 485, 487 (W.D. Va. 2013).  
218 Id. at 488.  
219 Id 
220 Id. at 488-89.  
221 Id. at 489.  
222 Id. at 487, 493.  
223 Electro-Mech. Corp., 970 F. Supp. 2d at 487, 489-90.  
224 Id. at 493, 497.  
225 Id. at 497 (citing LaserDynamics, Inc. v. Quanta Computer, Inc., 694 F.3d 51, 68 (Fed. Cir. 2012)).
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present adequate evidence at trial showing that any customer decided to purchase 

a ... power distribution system in the first place for the purpose of obtaining the pa

tented draw-out tray," the court gave E-M the option of accepting a remittitur or 

agreeing to a new trial on damages. 226 

In Plantronics, Inc. v. Aliph, Inc., however, the district court permitted an ex

pert to opine about lost profits for a larger product containing a patented compo

nent.227 There, Plantronics and Aliph sold competing wireless, Bluetooth headsets 

having various software and hardware components, including noise-suppression 

features.228 Plantronics's patent covered the headset's earbud part, which helped 

keep the headset on the ear.22 9 Earbuds were sold together with headsets and sepa

rately as spare or replacement parts.230 Before trial, Aliph moved to exclude evi

dence of lost profits based on headset sales. 231 

The district court denied Aliph's motion and rejected Aliph's assertion that 

Plantronics's expert performed apportionment improperly.23 2 The court considered 

the Panduit four-factor test and decided that there was sufficient evidence of de

mand for the patented product, i.e., the earbuds.23 3 The court did not require evi

dence that the patented earbuds drove customer demand for the headsets. 234 

Instead, the district court relied on the test for convoyed sales and ruled that a 

reasonable jury could find that Plantronics satisfied that test.235 In particular, the 

court quoted the Federal Circuit's decision in American Seating Co. v. USSC 

Group, Inc. stating, "A patentee may recover lost profits on unpatented components 

sold with a patented item, a convoyed sale, if both the patented and unpatented 

products together were considered to be components of a single assembly or parts of 

a complete machine, or they together constituted a functional unit."23 6 Then, citing 

the Federal Circuit's Rite-Hite decision, the court articulated the test for convoyed 

sales as "whether the allegedly infringing component and other components consti

tute a functional unit or hold an interrelated relationship such that they are parts of a 

complete machine." 237 

The district court concluded that a reasonable jury could find that test satisfied 

because the jury could decide that an earbud alone without a headset "is of little to 

226 Id. at 492-93.  
227 No. C 09-01714 WHA, 2014 WL 691193, at *1-5 (N.D. Cal. Feb. 21, 2014).  
228 Id. at *1-2, *4.  
229 Id. at *1, *3.  
230 Id. at *1.  
231 Id 
232 Id. at *1, *5.  
233 Plantronics, 2014 WL 691193, at *1-2.  
234 Id. at *2.  
235 Id. at *3.  
236 Id (quoting 514 F.3d 1262, 1268 (Fed. Cir. 2008)).  
237 Id. at *3 (citing Rite-Hite Corp. v. Kelley Co., 56 F.3d 1538, 1550 (Fed. Cir. 1995) (en bane)).
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no use to a consumer." 2 38 As for Aliph's arguments that its earbuds had "little to no 
effect" on headset sales and that customers chose its headsets for different reasons, 
the court said that Aliph should advance them "via admissible evidence at trial" to 
allow "the jury to weigh the competing evidence." 239 

The district court's convoyed-sales test-"whether the allegedly infringing 
component and other components constitute a functional unit or hold an interrelated 
relationship such that they are parts of a complete machine"-seems questionable in 
view of the Federal Circuit's VirnetX decision. Although VirnetX involved a rea
sonable royalty, the appellate court's reasoning that the entire market value excep
tion would swallow the apportionment rule unless applied narrowly appears perti
nent to district court's convoyed-sales test for lost profits. 240 The court's broad 
functional-unit/interrelated-relationship test would seem to swallow the apportion
ment rule for lost profits.  

In Plantronics, the district court also addressed Aliph's motion to exclude evi
dence concerning a reasonable royalty. 241 In contrast to its ruling regarding lost 
profits, the court required Plantronics's expert to focus on the earbuds rather than 
the headsets. 242 The court characterized the earbud as the smallest saleable patent
practicing unit.243 It then ruled that the expert should "stick to the earbud" and "not 
veer off into overall sales revenues on ... the overall units" when addressing the 
royalty base. 24 4 

As for the evidence necessary to pursue lost profits under the entire market 
value rule, at least one district court has permitted a patentee to proceed based on 
somewhat flimsy evidence-at least in view of the Federal Circuit's statements in 
LaserDynamics. In L. C. Eldridge Sales Co. v. Azen Manufacturing Private, Ltd., 
Azen moved before trial to exclude evidence from Eldridge's damages expert. 245 

The district court denied Azen's motion because it concluded that Eldridge satisfied 
the entire market value rule based on the expert's seemingly unsupported explana
tion that "the patented invention is the driving force of the system" and that "[t]he 
remaining parts ... are merely the vehicles to bring to life the patented invention 
and would not independently be consider[ed] 'saleable units."'246 

VIII. Conclusion 

The Federal Circuit's Lucent, Uniloc, LaserDynamics, and VirnetX decisions 

provide guidance concerning apportionment and the entire market value rule. Be

238 Plantronics, 2014 WL 691193, at *3.  
239 Id.  
240 VirnetX, Inc. v. Cisco Sys., Inc., 767 F.3d 1308, 1327-28 (Fed. Cir. 2014).  
241 Plantronics, 2014 WL 691193, at *1, *5-6.  
242 Id. at *5-6.  
243 Id. at *5.  
244 Id. at *6.  
245 No. 6:11CV599, 2013 WL 7964028, at *1 (E.D. Tex. Nov. 14, 2013).  
246 Id
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fore the VirnetX decision, however, district courts applied that guidance inconsist

ently when considering reasonable royalties and lost profits. The VirnetX decision 

should provide more clarity-at least in the reasonable-royalty context-about the 

need to ascertain a royalty base smaller than the smallest saleable patent-practicing 

unit where that unit constitutes "a multi-component product containing several non

infringing features with no relation to the patented feature."24 7 To provide more 

clarity in the lost-profits context, however, the Federal Circuit may need to resolve a 

question concerning convoyed sales. Until then, patentees and alleged infringers 

should recognize that there is some room for argument-even if only a little

regarding the propriety of apportionment below the smallest saleable patent

practicing unit. Moreover, they should understand that different district courts may 

have different perspectives on the evidence necessary to satisfy the entire market 

value rule for reasonable royalties as well as lost profits.

247 VirnetX, Inc. v. Cisco Sys., Inc., 767 F.3d 1308, 1327 (Fed. Cir. 2014).
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I. Introduction 

On September 1, 2013, Texas's modified version of the Uniform Trade Secrets 
Act (TUTSA) became effective.' This statute brings with it a new definition of 
trade secrets, misappropriation, and damages. However, the statute did not abrogate 
prior state law. Instead, the statute provides that the prior common law will still be 
applied to all acts of misappropriation that occurred before the new statute took ef
fect as well as for all continuing acts.2 As a result, attorneys and their business cli
ents should be aware of both the old common law and the new TUTSA in order to 

* The author is an Assistant Professor at Texas State University, and she has published articles in 

American Law Reports and in journals including Texas Tech Law Review and Southern Law 
Journal.  
TEX. Civ. PRAc. & REM. CODE ANN. 134A.001-134A.008 (West 2013).  

2 Act of May 2, 2013, ch. 10, 1, 2013 Tex. Sess. Law Serv. (West) (to be codified at Tex. Civ.  
Prac. & Rem. 134A). This is consistent with the Uniform Trade Secrets Act. UNIF. TRADE 
SECRETS ACT 11 (amended 1985), 14 U.L.A. 657 (2005).
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protect trade secret interests in Texas.3 To make matters more difficult, the Texas 
legislature made several changes within the new TUTSA from that of the Uniform 
Trade Secrets Act (UTSA), which limits the predictability of the statute in some ar
eas. Not only does the attorney need to be aware of two different laws, details of 
how the new law will be applied are not yet entirely known.  

This article presents a guide to Texas trade secret law post-TUTSA for attor
neys who represent business owners doing business in Texas. 4 Specifically, this ar
ticle looks at the new TUTSA in comparison to the old common law that was ap
plied by both state and federal courts in Texas. In addition, differences between the 
TUTSA and the UTSA are discussed where appropriate.  

II. Texas's Version of the UTSA 

Texas was one of the last states to adopt a version of the UTSA. Prior to that 
time, Texas trade secret, law followed a common law approach through the Re
statement of Torts. Texas courts first recognized the Restatement of Torts's defini
tions of a trade secret and trade secret misappropriation in 1958 with the Texas Su
preme Court's decision in Hyde Corp. v. Huffines. Unfortunately, Hyde Corp. did 
not provide much guidance for future interpretation of either definition. As a result, 
case law in this area developed slowly on a case-by-case basis. In 2003, however, 
trade secret case law took a dramatic turn with the Texas Supreme Court's decision 
in In re Bass.6 In re Bass was pivotal because it adopted the factors from comment 
b of the Restatement of Torts for determining trade secret status in Texas.' Texas 
trade secret case law became much more predictable when these factors were used 
in analyses.  

With the level of predictability established by using the In re Bass factors over 
the last ten years and considering that the uniform statute is nearly thirty years old, 
it is surprising that the Texas legislature decided now to adopt a version of the 
UTSA. Unfortunately, Texas trade secret law may be back to square one with the 
adoption of this statute. A period of unpredictability, like that with Hyde Corp., is 
expected with the adoption of this new statute. However, this period of unpredicta
bility is expected to be shorter since the TUTSA is based on a uniform statute. How 
much shorter is unknown at this point, but the TUTSA does clarify that the law "be 
applied and construed to effectuate its general purpose to make uniform the law 

3 See TEX. Civ. PRAC. & REM. CODE ANN. 16.010(a) (requiring a plaintiff to bring suit no "later 
than three years after the misappropriation is discovered or by the exercise of reasonable diligence 
should have been discovered").  

4 This article is also expected to be useful to business-law instructors. For a case study illustrating a 
hypothetical company's efforts to protect its secrets according to the Uniform Trade Secrets Act 
that can be used equally well to introduce students to the new TUTSA, see generally Michelle Ev
ans, Trade Secrets in the Legal Studies Curriculum-A Case Study, 29 J. LEGAL STUD. EDUC. 1 
(2012).  

5 314 S.W.2d 763 (Tex. 1958).  
6 113 S.W.3d 735 (Tex. 2003).  
' Id. at 739.
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with respect to the subject. . . among states enacting it."8 This is consistent with the 
UTSA.9 Therefore, comments to the UTSA can act as a guide for interpretation.  
However, the TUTSA is not identical to the UTSA, so the comments provided by 
the UTSA will not be useful in all instances. Fortunately, many of the differences 
in the Texas statute are found in Texas common law, which provides some level of 
predictability even though the common law is only persuasive authority. 10 

In addition, Texas courts can also look to other states' interpretations of their 
own UTSAs.11 A few states have similar variations in their UTSAs to those of the 
TUTSA, potentially allowing these states to be persuasive authority while Texas 
courts make the transition.12 However, it is important to note that the TUTSA, in its 
entirety, is unlike any other states' UTSA. Therefore, until Texas courts start using 
this persuasive authority, there is no way to determine to which state law Texas 
courts will rely.  

This persuasive authority from both Texas common law and other states' inter
pretations of their own UTSAs will be particularly useful in determining what con
stitutes a trade secret under the TUTSA. The next section looks at how trade secret 
status changed with this new statute.  

III. What Constitutes a Trade Secret Under the TUTSA? 

Under the TUTSA, a "trade secret" is defined as: 

information, including a formula, pattern, compilation, program, device, method, tech
nique, process, financial data, or list of actual or potential customers or suppliers, that: (A) 
derives independent economic value, actual or potential, from not being generally known 
to, and not being readily ascertainable by proper means by, other persons who can obtain 
economic value from its disclosure or use; and (B) is the subject of efforts that are reason
able under the circumstances to maintain its secrecy.13 

8 TEX. Civ. PRAC. & REM. CODE ANN. 134A.008.  

9 UNIF. TRADE SECRETS ACT 8 (amended 1985), 14 U.L.A. 656 (2005).  
10 The Texas Code Construction Act permits a Texas court to consider the common law during statu

tory construction regardless of whether the statute is considered ambiguous. TEX. Gov'T CODE 
ANN. 311.023(4) (West 2012). For further discussion of statutory construction in Texas, see 
generally Ron Beal, The Art of Statutory Construction: Texas Style, 64 BAYLCR L. REV. 339 
(2012).  

" For a list of statutory citations for states that have adopted the Uniform Trade Secrets Act, see 
UNIF. TRADE SECRETS ACT Refs & Annos, 14 U.L.A. 529.  

12 For further discussion of some of these state specific Uniform Trade Secrets Acts, see generally 
Brandon B. Cate, Saforo & Associates, Inc. v. Porocel Corp.: The Failure of the Uniform Trade 
Secrets Act to Clarify the Doubtful and Confused Status of Common Law Trade Secret Principles, 
53 ARK. L. REV. 687 (2000); Douglas F. Halijan, The Past, Present, and Future of Trade Secrets 
Law in Tennessee: A Practitioner's Guide Following the Enactment of the Uniform Trade Secrets 
Act, 32 U. MEM. L. REV. 1 (2001); Robert W. Kiesnowski, Jr., Trade Secrets, Duties of Confidenti
ality, and Misappropriation Claims Under the Colorado Uniform Trade Secrets Act, 37 COLO.  
LAW. 81 (2008); C. Geoffrey Weirich & Daniel. P. Hart, Protecting Trade Secrets and Confiden
tial Information in Georgia, 60 MERCER L. REV. 533 (2009).  

13 TEX. Civ. PRAC. & REM. CODE ANN. 134A.002(6).
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In contrast, Texas common law used the Restatement of Torts definition of a 
trade secret.14 Specifically, a "trade secret" was defined as: 

any formula, pattern, device or compilation of information which is used in one's business, 
and which gives him an opportunity to obtain an advantage over competitors who do not 
know or use it. It may be a formula for a chemical compound, a process of manufacturing, 
treating or preserving materials, a pattern for a machine or other device, or a list of cus
tomers. . . . A trade secret is a process or device for continuous use in the operation of the 
business. Generally it relates to the production of goods, as, for example, a machine or 
formula for the production of an article. 15 

While at first glance these two definitions appear significantly different, there 
is only one major distinction. The TUTSA definition removes the "continuous use" 
requirement, which effectively broadens the definition of a trade secret from com
mon law. The comments to Section 1 of the UTSA confirm that the definition per
mits protection for "information that has commercial value from a negative view
point," such as information that something does not work. 16 This is an important 
extension to Texas trade secret law.  

However, the TUTSA definition of a "trade secret" is not identical to the 
UTSA definition. 17 Specifically, the TUTSA preamble regarding potentially pro
tectable items includes "financial data" and a "list of actual or potential customers 
or suppliers."'8 The TUTSA does not define these terms. There is support, howev
er, for both customer and supplier lists found in Texas common law.1 9 Despite this 
subtle change, the full list of potentially protectable items indicates that although the 
individual phrases are found in other state UTSAs,2 0 the Texas statute is still unlike 
any other state's definition.21 

14 See generally Michelle Evans, What Constitutes a Trade Secret in Texas?, 23 S. L. J. 99 (2013) 

(discussing what constituted a trade secret under Texas common law).  
15 Hyde Corp. v. Huffines, 314 S.W.2d 763, 776 (Tex. 1958) (emphasis added) (quoting 

RESTATEMENT (FIRST) OF TORTS 757 cmt. b (1939)).  
16 UNIF. TRADE SECRETS ACT 1 cmt., 14 U.L.A. 538.  

17 Under the Uniform Trade Secrets Act, a trade secret is defined as "information, including a formu

la, pattern, compilation, program, device, method, technique, or process, that: (i) derives independ
ent economic value, actual or potential, from not being generally known to, and not being readily 
ascertainable by proper means by, other persons who can obtain economic value from its disclo
sure or use, and (ii) is the subject of efforts that are reasonable under the circumstances to maintain 
its secrecy." UNIF. TRADE SECRETS ACT 1, 14 U.L.A. 538-39.  

18 TEX. CIv. PRAC. & REM. CODE ANN. 134A.002(6).  
19 See, e.g., Hyde Corp., 314 S.W.2d at 776; Tex. Integrated Conveyor Sys., Inc. v. Innovative Con

veyor Concepts, Inc., 300 S.W.3d 348, 372 (Tex. App. 2009); John Paul Mitchell Sys. v. Randalls 
Food Mkts., Inc., 17 S.W.3d 721,.738 (Tex. App. 2000).  

20 The phrase "financial data" is in the UTSA statutes for Colorado, Georgia, Illinois, Ohio, and Ten
nessee. Colorado, Connecticut, Georgia, Illinois, Ohio, Oregon, and Pennsylvania all have provi
sions that protect customer lists. Only Colorado, Georgia, Illinois, and Ohio have definitions that 
protect supplier lists. Michelle Evans, Determining What Constitutes a Trade Secret Under the 
New Texas Uniform Trade Secrets Act (TUTSA), 46 TEx. TECH. L. REv. 469,473-74 (2014).  

21 The list of protectable items found in the TUTSA does appear similar to the Illinois UTSA. Com
pare 765 ILL. COMP. STAT. ANN. 1065/2 (West 1998) ("'Trade secret' means information, includ
ing but not limited to, technical or non-technical data, a formula, pattern, compilation, program,
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Aside from these modifications to the preamble, the requirements under parts 
A and B of the TUTSA definition follow the language used in the UTSA.2 2 Unfor
tunately, the language of both parts A and B is quite complex and will require court 
interpretation in each trade secret misappropriation case.2 3 However, the UTSA 
comments can aid interpretation of these provisions. 24 In addition, the comment b 
factors from the Restatement of Torts adopted in In re Bass appear consistent with 
these provisions and may be helpful as a guide to determining trade secret status 
under parts A and B.25 

The TUTSA also adds provisions not found in the UTSA that can be useful in 
determining trade secret status. It defines "proper means" from part A as "discov
ery by independent development, reverse engineering unless prohibited, or any oth
er means that is not improper." 26 This definition is not in the UTSA definitions.  
Furthermore, no other state has adopted this definition. "Proper means" is defined 
in part in Section 1 of the UTSA comments to include both "discovery by inde
pendent invention" and by "reverse engineering." 27 Texas common law supports 
this definition. 28 

device, method, technique, drawing, process, financial data, or list of actual or potential customers 
or suppliers .... "), with TEX. Civ. PRAC. & REM. CODE ANN. 134A.002(6) ("'Trade secret' 
means information, including a formula, pattern, compilation, program, device, method, technique, 
process, financial data, or list of actual or potential customers or suppliers .... ").  

2 Compare TEX. Civ. PRAC. & REM. CODE ANN. 134A.002(6)(A)-(B) ("'Trade secret' means infor
mation ... that: (A) derives independent economic value, actual or potential, from ... other per
sons who can obtain economic value from its disclosure or use; and (B) is the subject of efforts that 
are reasonable under the circumstances to maintain its secrecy."), with UNIF. TRADE SECRETS ACT 
1(4)(i) - (ii), 14 U.L.A. 538 ("'Trade secret' means information ... that: (i) derives independent 
economic value, actual or potential, from ... other persons who can obtain economic value from 
its disclosure or use, and (ii) is the subject of efforts that are reasonable under the circumstances to 
maintain its secrecy.").  

23 For further discussion of how parts A and B might be interpreted under the TUTSA, see generally 
Evans, supra note 20, at 474-86.  

24 See UNIF. TRADE SECRETS ACT 1 cmt., 14 U.L.A. 538-39.  
25 The factors the court adopted are: 

(1) the extent to which the information is known outside of [the] business; (2) the 
extent to which it is known by employees and others involved in [the] business; (3) 
the extent of the measures taken.. . to guard the secrecy of the information; (4) the 
value of the information to [the business] and to [its] competitors; (5) the amount 
of effort or money expended ... in developing the information; (6) the ease or dif
ficulty with which the information could be properly acquired or duplicated by 
others.  

In re Bass, 113 S.W.3d 735, 739 (Tex. 2003) (quoting RESTATEMENT (FIRST) OF TORTS 757 cmt.  
b (1939)).  

26 TEX. Civ. PRAC. & REM. CODE ANN. 134A.002(4).  
27 UNIF. TRADE SECRETS ACT 1 cmt., 14 U.L.A. 538.  

28 See, e.g., Phillips v. Frey, 20 F.3d 623, 629 (5th Cir. 1994) (stating that trade secret law does not 

provide protection from discovery of the information by "independent invention, accidental disclo
sure, or 'reverse engineering"').
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However, the TUTSA definition does not clarify what type of reverse engi
neering would be prohibited. The TUTSA does contain a definition for "reverse 
engineering" not found in the UTSA that may offer some guidance. Specifically, 
"reverse engineering" is defined under the TUTSA as "the process of studying, ana
lyzing, or disassembling a product or device to discover its design, structure, con
struction, or source code provided that the product or device was acquired lawfully 
or from a person having the legal right to convey it."29 Presumably, if the reverse 
engineering does not fall within this definition, then it would be prohibited.  

The last phrase, "any other means that is not improper," found within the 
TUTSA definition for "proper means" should presumably include the remaining 
"proper means" indicated in the UTSA Section 1 comments. 30 This specifically in
cludes discovery under license, observation of the item in public use or display, and 
through published literature. 3' This is consistent with Texas common law.3 2 

Determining trade secret status is the crucial step to a trade secret misappropri
ation action. Given the differences between the TUTSA and the UTSA definitions 
and the number of phrases subject to interpretation, two questions remain as to how 
Texas courts will apply (1) the UTSA comments and (2) other state UTSA interpre
tations to the new trade secret definition. There are a number of similarities with 
Texas common law; however, this common law still considered the "continuous 
use" requirement, which was removed in the TUTSA. The next section reviews 
how the action for trade secret misappropriation has also changed under the new 
TUTSA.  

IV. Misappropriation Under the TUTSA 

A. Misappropriation, In General 

According to the TUTSA, "misappropriation" is defined as: 
(A) acquisition of a trade secret of another by a person who knows or has reason to know 
that the trade secret was acquired by improper means; or (B) disclosure or use of a trade 
secret of another without express or implied consent by a person who: (i) used improper 
means to acquire knowledge of the trade secret; (ii) at the time of disclosure or use, knew 
or had reason to know that the person's knowledge of the trade secret was: (a) derived 
from or through a person who had utilized improper means to acquire it; (b) acquired un

29 TEX. CIV. PRAc. & REM. CODE ANN. 134A.002(5).  
30 TEX. Civ. PRAC. & REM. CODE ANN. 134A.002(4).  
31 UNIF. TRADE SECRETS ACT 1 cmt., 14 U.L.A. 538.  
32 See, e.g., Lawfinders Assocs., Inc. v. Legal Research Ctr., Inc., 65 F. Supp. 2d 414, 422 (N.D. Tex.  

1999), aff'd, 193 F.3d 517 (5th Cir. 1999) (concluding the plaintiffs fee financing program was 
not a trade secret because the plaintiffs president published an article on asset-based financing 
that was substantially similar to the claimed trade secret, and plaintiffs direct-response market 
strategy was not a trade secret because it was publicly disclosed by the plaintiff since 1994); J.C.  
Kinley Co. v. Haynie Wire Line Serv., Inc., 705 S.W.2d 193, 198 (Tex. App. 1985) (affirming the 
grant of summary judgment to the defendant licensee where there was undisputed evidence show
ing a total lack of precautions taken by the plaintiff licensor to maintain the secrecy of its parts, 
and there was no contractual provision establishing a duty of confidentiality on the licensee).
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der circumstances giving rise to a duty to maintain its secrecy or limit its use; or (c) de
rived from or through a person who owed a duty to the person seeking relief to maintain 
its secrecy or limit its use; or (iii) before a material change of the person's position, knew 
or had reason to know that it was a trade secret and that knowledge of it had been acquired 
by accident or mistake.33 

This definition is consistent with that of the UTSA.3 4 The comments to Sec
tion 1 of the UTSA do not provide much guidance on interpretation of these sec
tions. However, they do provide an explanation that can be applied to TUTSA's 
Section 2(3)(B)(iii). According to the comments, the accident or mistake cannot 
have occurred from the claimant's failure to exercise reasonable efforts to protect 
the secrecy of its information necessary for trade secret status.35 

Overall, the TUTSA definition of "misappropriation" is consistent with Texas 
common law, which permitted a claim for misappropriation based on both use and 
disclosure of the trade secret. 36 Specifically, the common law provided that a per
son who disclosed or used another's trade secrets without a privilege to do so was 
liable to the other if (a) he discovered the secret by improper means, or (b) his dis
closure or use constituted a breach of a confidential relationship. 37 This definition 
was later reworked into a four-part standard for determining trade secret misappro
priation.38 Under this standard, the business owner had to show the following: (1) 
the existence of a trade secret, (2) breach of a confidential relationship or improper 
discovery of the trade secret, (3) use or disclosure of the trade secret, and (4) dam
ages. 39 

Unfortunately, there is no definition of either "use" or "disclosure" in the 
TUTSA or the UTSA comments. However, both "use" and "disclosure" were de
fined in Texas common law. While the term "disclosure" was given a standard dic
tionary definition,40 the term "use" was subject to a number of interpretations de
pending on whether a state or federal court in Texas was reviewing the case. In 
Texas courts, "use" was defined at common law as commercial use rather than just 

33 TEX. Civ. PRAC. & REM. CODE ANN. 134A.002(3).  
34 UNIF. TRADE SECRETS ACT 1(2), 14 U.L.A. 537.  

35 UNIF. TRADE SECRETS ACT 1 cmt., 14 U.L.A. 538.  
36 See generally Michelle Evans, Trade Secret Misappropriation in Texas, 24 S. L.J. 67, 77 (2014) 

(discussing trade secret misappropriation under Texas common law).  
37 See Hyde Corp. v. Huffines, 314 S.W.2d 763, 769 (Tex. 1958).  
38 The first reference to this four-factor standard was found in Hurst v. Hughes Tool Co., 634 F.2d 

895, 896 (5th Cir. 1981). The Hyde Corp. definition from the Restatement and :he four-factor 
standard from Hurst were used interchangeably in common law trade secret misappropriation cas
es. However, the Texas Supreme Court never expressly adopted the four-factor test.  

39 See, e.g., Bohnsack v. Varco, L.P., 668 F.3d 262, 279 (5th Cir. 2012); Twister B.V. v. Newton Re
search Partners, LP, 364 S.W.3d 428, 437 (Tex. App. 2012); IAC, Ltd. v. Bell Helicopter Textron, 
Inc., 160 S.W.3d 191, 197 (Tex. App. 2005); Trilogy Software, Inc. v. Callidus Software, Inc., 143 
S.W.3d 452, 463 (Tex. App. 2004); IBP, Inc. v. Klumpe, 101 S.W.3d 461, 476 (Tex. App. 2001).  

40 Disclosure is the "act of disclosing," "revelation," or "the impartation of that which is secret or not 
fully understood." BLACK'S LAW DICTIONARY 464 (6th ed. 1990).
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any type of use.4 1 Specifically, commercial use was the use by which a person 
seeks to profit.42 In contrast, the Fifth Circuit used the Restatement (Third) of Un
fair Competition to expand the definition of "use" beyond commercial use to almost 
any use that harmed the business owner or benefitted the misappropriator. 43 

B. Improper Means 

Beyond the requirement of use or disclosure, the definition of misappropriation 
under the TUTSA also, in part, discusses the misappropriator's use of improper 
means. On its face, this appears more restrictive than the common law requirement 
of "breach of a confidential relationship" or "discovery by improper means."4 4 

However, both of these common law requirements are contained within the TUTSA 
definition of "improper means." 

According to the TUTSA, "improper means includes theft, bribery, misrepre
sentation, breach or inducement of a breach of a duty to maintain secrecy, to limit 
use, or to prohibit discovery of a trade secret, or espionage through electronic or 
other means." 45 The UTSA does not include "breach of a duty to limit use" or 
"breach of a duty to prohibit discovery" within its definition of "improper means." 
However, other state UTSAs incorporate similar provisions.46 

Breach of a confidential relationship as seen in common law is encompassed in 
the phrase "breach or inducement of a breach of a duty to maintain secrecy, to limit 

41 See, e.g., Metallurgical Indus. Inc. v. Fourtek, Inc., 790 F.2d 1195, 1205 (5th Cir. 1986) (conclud
ing that since the trade secret had not been put into commercial operation to produce a product that 
could be used, no commercial use had occurred).  

42 See, e.g., Wellogix, Inc. v. Accenture, LLP, 823 F. Supp. 2d 555, 566 (S.D. Tex. 2011), aff'd sub 
nom. Wellogix, Inc. v. Accenture, LLP, 716 F.3d 867 (5th Cir. 2013) (finding the defendant used 
the plaintiff's trade secret information in its own software programs); IBP, Inc., 101 S.W.3d at 476 
(concluding there was insufficient evidence of commercial use).  

43 See RESTATEMENT (THIRD) OF UNFAIR COMPETITION 40 cmt. c (1995); Bohnsack, 668 F.3d at 
279-80 (concluding that there was sufficient evidence for the jury to find use by the defendant 
where the defendant's act of filing a patent application on the plaintiff's trade secret information 
disclosed to the defendant in confidence was likely to result in injury to the plaintiff trade secret 
owner under the Restatement definition); Gen. Universal Sys., Inc. v. HAL, Inc., 500 F.3d 444, 
451 (5th Cir. 2007) (finding that the continued reliance on the plaintiff's information to accelerate 
the development and marketing of the defendant's product represented an exploitation of the in
formation that was likely to result in injury to the plaintiff and enrichment to the defendants, but 
that the action for misappropriation was barred by the statute of limitations); Terra Nova Scis., 
LLC v. JOA Oil and Gas Houston, LLC, 738 F. Supp. 2d 689, 696 (S.D. Tex. 2010) (concluding 
the plaintiffs sufficiently alleged use of the trade secret because plaintiffs alleged the defendant in
corporated the plaintiffs' software algorithms into its own software from which it derived profits).  

44 See Hyde Corp. v. Huffines, 314 S.W.2d 763, 769 (Tex. 1958).  
45 TEX. CIV. PRAc. & REM. CODE ANN. 134A.002(2) (West 2013).  
46 Georgia, Illinois, New Jersey, and Tennessee add this option concerning "breach of a duty to limit 

use" with New Jersey also providing for breach of a duty to limit disclosure. There do not appear 
to be any states that incorporate the option concerning "breach of a duty to prohibit discovery." 
See GA. CODE ANN. 10-1-761 (West 2013); 765 ILL. COMP. STAT. ANN. 1065/2(a) (West 2009); 
N.J. STAT. ANN. 56:15-2 (West 2012); TENN. CODE ANN 47-25-1702 (West 2013).
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use, or to prohibit discovery of a trade secret."47 At common law, it was preferred 
that the trade secret owners use a confidentiality agreement when making disclo
sures to third parties.48 However, this was not necessarily required in all cases. An 
exception existed during negotiations for the sale of a business or when the disclo
sure was necessary to further the business owner's economic interests. 49 In addi

tion, with employees the duty of confidentiality could arise even without a written 
confidentiality agreement.50 

The remaining components of the TUTSA definition of "improper means" are 

contained within the UTSA and are more reflective of what was seen in common 

law for "improper discovery" of a trade secret. More specifically, these factors are 

similar to those indicated in the respective definitions for "improper means" found 
in both the Restatement of Torts51 as well as the Restatement (Third) of Unfair 
Competition52 used in common law.  

47 TEX. CIv. PRAC. & REM. CODE ANN. 134A.002(2).  
48 See, e.g., J.C. Kinley Co. v. Haynie Wire Line Serv., Inc., 705 S.W.2d 193, 198 (Tex. App. 1985) 

(affirming the grant of summary judgment to the defendant licensee because there was no contrac

tual provision establishing a duty of confidentiality on the licensee); Hollomon v. O. Mustad & 

Sons (USA), Inc., 196 F. Supp. 2d 450, 459 (E.D. Tex. 2002) (granting a motion for summary 
judgment in favor of the defendant licensee where the court determined the plaintiff licensor 
showed the protected fish hooks to others for testing purposes without nondisclosure agreements); 

Lawfinders Assoc., Inc. v. Legal Research Ctr., Inc., 65 F. Supp. 2d 414, 422 (N.D. Tex. 1998), 
aff'd, 193 F.3d 517 (5th Cir. 1999) (concluding the plaintiffs results-based guarantee was not a 

trade secret because the plaintiff included the information in retainer-letter agreements distributed 

to customers without a nondisclosure obligation or duty of confidentiality).  

49 See, e.g., Phillips v. Frey, 20 F.3d 623, 632 (5th Cir. 1994) (finding a confidential relationship 
where the defendant knew or should have known the information disclosed during sales negotia

tions was a trade secret and made in confidence); Metallurgical Indus., Inc. v. Fourtek, Inc., 790 

F.2d 1195, 1200-01 (5th Cir. 1986) (noting that even though the plaintiffs business failed to pre
sent evidence of a confidential relationship with former employees of the plaintiff's manufacturer, 
this failure did not defeat trade secret status where the plaintiff made limited disclosures of the in

formation in order to profit and did not intend to reveal its secrets to the public).  
50 See, e.g., T-N-T Motorsports, Inc., v. Hennessey Motorsports, Inc., 965 S.W.2d 18, 22 (Tex. App.  

1998); Auto Wax Co., Inc. v. Byrd, 599 S.W.2d 110, 111 (Tex. Civ. App. 1980); Collins v. Ryon's 
Saddle & Ranch Supplies, Inc., 576 S.W.2d 914, 915 (Tex. Civ. App. 1979).  

51 See RESTATEMENT (FIRST) OF TORTS 757 cmt. f (1939); E.I duPont de Nemours & Co. v. Christo

pher, 431 F.2d 1012, 1016 (5th Cir. 1970) (concluding that aerial photography of plant construc
tion is an improper means of obtaining another's trade secret according to comment f in the Re

statement).  
52 See RESTATEMENT (THIRD) OF UNFAIR COMPETITION 43 (1995); Astoria Indus. of Iowa, Inc. v.  

SNF, Inc., 223 S.W.3d 616, 636-37 (Tex. App. 2007) (concluding there was sufficient evidence to 
raise a genuine issue of material fact concerning improper means where the defendant coaxed a 

third party to secure the plaintiff manufacturer's trade secret design drawings); Wellogix, Inc. v.  

Accenture, LLP, 788 F. Supp. 2d 523, 542 (S.D. Tex. 2011) (concluding there was sufficient evi
dence for the jury to determine that the defendant: (1) used improper means to obtain the plaintiff's 

trade secrets by accessing information from the plaintiffs shared site; (2) pushed a third party to 

represent that the defendant's product would provide a better solution than the plaintiffs product; 

and (3) possessed information created by the plaintiff for other projects); Terra Nova Scis., LLC v.  

JOA Oil and Gas Houston, LLC, 738 F. Supp. 2d 689, 696 (S.D. Tex. 2010) (finding improper 
means where the defendant committed fraud in obtaining the plaintiffs software algorithms by
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C. Statute of Limitations 

In addition to having proof of trade secret misappropriation as discussed 
above, the claim must be raised within the requisite statute of limitations. The stat
ute of limitations for misappropriation of trade secret actions was not included in 
the TUTSA, but instead is still governed by the same Texas statute that controlled 
prior to adoption of the TUTSA. According to this statute, a claim for misappropri
ation of trade secrets must be brought no "later than three years after the misappro
priation is discovered or by the exercise of reasonable diligence should have been 
discovered." 53 Furthermore, "[a] misappropriation of trade secrets that continues 
over time is a single cause of action and the limitations period ... begins running 
without regard to whether the misappropriation is a single or continuing act."54 This 
statute of limitations is consistent with the UTSA. 55 If a claimant makes a success
ful claim for misappropriation of trade secrets, the claimant will be entitled to rem
edies. The next section looks at the remedies available under the TUTSA.  

V. Remedies Under the TUTSA 

A. Introduction 

Under the TUTSA, a claimant can bring an action for trade secret misappropri
ation. The TUTSA defines a "claimant" as: 

a party seeking to recover damages under this chapter, including a plaintiff, counterclaim
ant, cross-claimant, or third-party plaintiff. In an action in which a party seeks recovery of 
damages under this chapter on behalf of another person, 'claimant' includes both that other 
person and the party seeking recovery of damages.56 

This definition is not in the UTSA nor is it found in any other state's modified 
version of the UTSA. However, this definition is consistent with the existing Texas 
statutory definition of "claimant" associated with damages. 57 

Several types of relief for misappropriation of trade secrets are available to the 
claimant under the TUTSA. These remedies include injunctive relief, actual dam
ages, exemplary damages, and attorney's fees.  

promising to invest in the plaintiff's software even though the defendant had no intention of enter
ing into any arrangement with the plaintiff).  

5 TEX. CIV. PRAC. & REM. CODE ANN. 16.010(a) (West 2013); see also Seatrax, Inc. v. Sonbeck 
Int'l, Inc., 200 F.3d 358, 365-66 (5th Cir. 2000) (concluding the statute of limitations had run be
cause there were several events that took place after the former employee left the company in 1991 
to start a new company that should have put the plaintiff on notice of the trade secret misappropria
tion long before the suit was filed in 1996).  

54 TEX. CIV. PRAC. & REM. CODE ANN. 16.010(b).  
55 See UNIF. TRADE SECRETS ACT 6, 14 U.L.A. 649.  
56 TEX. Civ. PRAC. & REM. CODE ANN. 134A.002(1).  
5 "Claimant means a party, including a plaintiff, counterclaimant, cross-claimant, or third-party 

plaintiff, seeking recovery of damages. In a cause of action... 'claimant' includes both that other 
person and the party seeking recovery of damages." See TEX. CIV. PRAC. & REM. CODE ANN.  
41.001(1).
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B. Injunctive Relief 

The TUTSA provides that, 

[a]ctual or threatened misappropriation may be enjoined. On application to the court, an 
injunction shall be terminated when the trade secret has ceased to exist, but the injunction 
may be continued for an additional reasonable period of time in order to eliminate com
mercial advantage that otherwise would be derived from the misappropriation.  

This provision is consistent with the UTSA. 59 The UTSA comments for Sec
tion 2 suggest that this provision eliminates "perpetual injunctions" like those that 
existed at Texas common law,60 but instead authorizes injunctions only for as long 
as they are necessary to prohibit commercial advantage. 61 Furthermore, the com
ments suggest that an injunction can terminate if the information becomes generally 
known to competitors or is generally knowable.62 Texas common law is consistent 
with this limitation because courts denied trade secret status when information was 
generally known or readily available. 63 

An important distinction between this section of the TUTSA and common law 
is the addition of injunctive relief for "threatened misappropriation" in those situa
tions when proof of actual use or disclosure by the misappropriator is not available.  
Some Texas courts used a similar doctrine of "probable use" prior tc the TUTSA, 

5 TEX. Civ. PRAC. & REM. CODE ANN. 134A.003(a).  
59 See UNIF. TRADE SECRETS ACT 2(a), 14 U.L.A. 619.  
60 See, e.g., Elcor Chem. Corp. v. Agri-Sul, Inc., 494 S.W.2d 204, 214 (Tex. Civ. App. 1973) (con

cluding that former employees and their new corporation were permanently enjoined from using or 
continuing to use the secret process the former employees developed for their former employer 
where the employees breached their confidence to the employer by developing a trade secret pro
cess in secret with full knowledge of its value and without disclosure to their employer and set up a 
company using the trade secret, all while still employed by their employer).  

61 See UNIF. TRADE SECRETS ACT 2 cmt., 14 U.L.A. 619-20.  
62 Id. at 620.  
63 See, e.g., In re Union Pac. R.R. Co., 294 S.W.3d 589, 592 (Tex. 2009) (finding trade secret status 

since there was evidence that the railroad's information was not generally known or readily availa
ble to the defendant's competitors, its customers, or other businesses); In re Cooper Tire & Rubber 
Co., 313 S.W.3d 910, 916 (Tex. App. 2010) (concluding the plaintiff's documents contained trade 
secrets because the information was not generally known or ascertainable by its competitors). But 
see, e.g., Allan J. Richardson & Assoc., Inc. v. Andrews, 718 S.W.2d 833, 837 (Tex. App. 1986) 
(concluding there was no trade secret status for plaintiff's customer lists since the information was 
(1) readily ascertainable by asking potential customers with which company they had previously 
done business; (2) the names of potential clients of structured-settlement companies were readily 
available to the general public through directories; and (3) most structured-settlement companies 
used the same markets); SCM Corp. v. Triplett Co., 399 S.W.2d 583, 586 (Tex. Civ. App. 1966) 
(finding no trade secret status because the information was a customer list that could readily be ob

tained from a Chamber of Commerce list and telephone directory); Lamons Metal Gasket Co. v.  
Traylor, 361 S.W.2d 211, 213 (Tex. Civ. App. 1962) (finding no trade secret status for ideas and 
functional operations where they were fully revealed to the public by conducted tours and demon
strations made without any effort to hide or screen the component parts, and the machines were 
generally known in the metal gasket industry).
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but this doctrine was not uniformly approved throughout the state.6 4 This additional 
injunctive relief provided by the TUTSA is an important extension to Texas trade 
secret law.  

The TUTSA further provides in a separate section that "[i]n exceptional cir
cumstances, an injunction may condition future use upon payment of a reasonable 
royalty for no longer than the period of time for which use could have been prohib
ited." 65 This provision is identical to the UTSA. 66 The UTSA comments to Section 
2 clarify that this provision addresses those situations when future use of a secret by 
a misappropriator will harm a trade secret owner but an injunction would be inap
propriate because the misappropriator acquired the trade secret in good faith.6 7 In 
such situations, the "court has discretion to substitute an injunction conditioning fu
ture use upon payment of a reasonable royalty" for a standard injunction. 6 8 "Excep
tional circumstances" are defined by this TUTSA provision to "include a material 
and prejudicial change of position before acquiring knowledge or reason to know of 
misappropriation that renders a prohibitive injunction inequitable." 69 This provision 
of the TUTSA incorporates insignificant changes from the UTSA, which should not 
affect the use of the UTSA for interpretation.7 0 Unfortunately, Texas common law 
did not consider the issue of future use from good faith acquisition but addressed 
only bad faith acquisition.7 1 

In the last section addressing injunctive relief, the TUTSA provides that "[i]n 
appropriate circumstances, affirmative acts to protect a trade secret may be com
pelled by court order." 72 This provision is identical to the UTSA.7 3 The UTSA 
comments to Section 2 clarify that this provision authorizes mandatory injunctions 

64 See Randy Burton et al., The Sound of Inevitability: The Doctrine of Inevitable Disclosure of Trade 

Secrets Comes to Texas, 44 TEX. J. Bus. L. 103 (2012) (discussing an inevitable disclosure-like 
doctrine used in Texas prior to the TUTSA).  

65 TEX. Civ. PRAC. & REM. CODE ANN. 134A.003(b) (West 2013).  
66 See UNIF. TRADE SECRETS ACT 2(b), 14 U.L.A. 619.  
67 UNIF. TRADE SECRETS ACT 2 cmt., 14 U.L.A. 620-21.  

68 Id. at 621.  
69 TEX. CIv. PRAC. & REM. CODE ANN. 134A.003(b).  
70 The UTSA provides "[e]xceptional circumstances include, but are not limited to, a material and 

prejudicial change of position prior to acquiring knowledge or reason to know of misappropriation 
that renders a prohibitive injunction inequitable." UNIF. TRADE SECRETS ACT 2(b), 14 U.L.A.  
619.  

71 See, e.g., T-N-T Motorsports, Inc. v. Hennessey Motorsports, Inc., 965 S.W.2d 18, 24 (Tex. App.  
1998) (determining that former employees possessed former employer's confidential information 
and were in a position to use it to directly compete with the former employer, and therefore posses
sion of the information was an "inherent threat" to the disclosure or use of the trade secrets); 
Rugen v. Interactive Bus. Sys., Inc., 864 S.W.2d 548, 552 (Tex. App. 1993) (concluding that the 
former employee possessed confidential information of the former employer, operated a firm in di
rect competition with her former employer, and was in a position to use the confidential infor
mation such that it was probable the former employee would ultimately use the information to the 
detriment of the former employer).  

72 TEX. CIv. PRAC. & REM. CODE ANN. 134A.003(c).  
73 See UNIF. TRADE SECRETS ACT 2(c), 14 U.L.A. 619.
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to compel the misappropriator to return stolen secrets.74 This remedy was also 

available at common law.75 

Overall, the injunction provisions of the TUTSA provide additional protection 

that was not available at common law. In addition to injunctive relief, the claimant 

will likely seek actual damages. The next section addresses actual damages under 
the TUTSA.  

C. Actual Damages 

The TUTSA states: 

In addition to or in lieu of injunctive relief, a claimant is entitled to recover damages for 

misappropriation. Damages can include both the actual loss caused by misappropriation 

and the unjust enrichment caused by misappropriation that is not taken into account in 

computing actual loss. In lieu of damages measured by any other methods, the damages 

caused by misappropriation may be measured by imposition of liability for a reasonable 

royalty for a misappropriator's unauthorized disclosure or use of a trade secret.76 

The actual damages recoverable under the TUTSA are nearly the same as those 
listed in the UTSA.77 

The actual damages permissible under the TUTSA are also very similar to 

what was permitted in common law. Under common law, actual damages for mis

appropriation of trade secrets were based on the actual value of the secrets appropri

ated.78 Actual damages could be determined by lost business value if the business 

value was completely or almost completely destroyed. 79 If the business value was 

not completely destroyed, the business owner could seek the value a reasonably 

prudent investor would have paid for the trade secret.80 In addition, lost profits 

74 UNIF. TRADE SECRETS ACT 2 cmt., 14 U.L.A. 621.  

75 See, e.g., IBP, Inc. v. Klumpe, 101 S.W.3d 461, 467 (Tex. App. 2001).  
76 TEX. Civ. PRAC. & REM. CODE ANN. 134A.004(a).  

77 There is one minor difference between the actual damages provisions of the TUTSA and the 

UTSA that is in the preamble to the first sentence. Specifically, the TUTSA provides that recovery 

is "in addition to or in lieu of injunctive relief." Id. However, the UTSA provides that recovery is 

available "[e]xcept to the extent that a material and prejudicial change of position prior to acquir

ing knowledge or reason to know of misappropriation renders a monetary recovery inequitable." 

UNIF. TRADE SECRETS ACT 3(a), 14 U.L.A. 633. Alaska, Arkansas, Connecticut, Georgia, Indi

ana, Louisiana, Tennessee, and Washington have adopted preambles similar to that of the TUTSA.  

78 See Metallurgical Indus. Inc. v. Fourtek, Inc., 790 F.2d 1195, 1208 (5th Cir. 1986); R. Mark Halli
gan & Richard F. Weyand, The Economic Valuation of Trade Secret Assets, J. INTERNET L., Feb.  

2006, at 19 (discussing property valuation methods).  

79 See, e.g., Wellogix, Inc. v. Accenture, LLP, 823 F. Supp. 2d 555, 570 (S.D. Tex. 2011), aff'd sub 
nom. Wellogix, Inc. v. Accenture, LLP, 716 F.3d 867 (5th Cir. 2013) (concluding there was suffi
cient evidence of business value both before and after destruction to determine compensatory dam

ages).  

80 See Bohnsack v. Varco, L.P., 668 F.3d 262, 280 (5th Cir. 2012) (concluding there was sufficient 
evidence to support the $600,000 damages award for misappropriation of trade secrets where the 

defendant, a reasonably prudent investor, was willing to pay $600,000 for the trade secret); Preci

sion Plating & Metal Finishing, Inc. v. Martin-Marietta Corp., 435 F.2d 1262, 1263-64 (5th Cir.
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could be used as a measure of damages for misappropriation of trade secrets. Lost 
profits were based on the loss of net income to a business and reflected income from 
lost business activity less expenses attributable to that activity. 81 

Reasonable royalty also could be used to determine actual damages in common 
law.82 The reasonable royalty would be based on a fair licensing price that the par
ties would have agreed upon for the secrets. 83 Courts would consider: 

the resulting and foreseeable changes in the parties' competitive posture; prices past pur
chasers or licensees may have paid; the total value of the secret to the plaintiff, including 
the plaintiff's development costs and the importance of the secret to the plaintiff's busi
ness; the nature and extent of the use the defendant intended for the secret; and whatever 
other unique factors in the particular case might have been affected by the parties' agree
ment, such as the ready availability of alternative processes.84 

In addition to actual damages, the claimant may also seek exemplary damages 
when the misappropriator has engaged in egregious behavior. Exemplary damages 
under the TUTSA are addressed in the next section.  

D. Exemplary Damages 

The TUTSA provides for an award of exemplary damages in certain circum
stances. Specifically, "[i]f wilful and malicious misappropriation is proven by clear 
and convincing evidence, the fact finder may award exemplary damages in an 
amount not exceeding twice any award made under Subsection (a)" for actual dam
ages. 85 Although the UTSA does permit the recovery of exemplary damages, there 

1970) (concluding there was sufficient evidence to support the trial court's decision that a reasona
bly prudent investor would have paid $27,500 for the trade secret).  

81 See Kellmann v. Workstation Integrations, Inc., 332 S.W.3d 679, 684 (Tex. App. 2010) (finding 
the trade secret owner's expert failed to take expense into account in calculating lost profits, used 
gross sales figures from tax returns, and failed to provide an estimate regarding equipment sales).  

82 See, e.g., Molex, Inc. v. Nolen, 759 F.2d 474, 479 (5th Cir. 1985) (finding a reasonable royalty for 
plaintiff trade secret owner as 7.5 % of defendant's $1.5 million in total sales).  

83 See, e.g., Taco Cabana Int'l, Inc. v. Two Pesos, Inc., 932 F.2d 1113, 1128 (5th Cir. 1991), aff'd sub 
nom. Two Pesos, Inc. v. Taco Cabana, Inc., 505 U.S. 763 (1992) (concluding that because the evi
dence showed sales in the millions and significant profits, the jury's award of $150,000 was not 
unreasonable); Sikes v. McGraw-Edison Co., 665 F.2d 731, 737 (5th Cir. 1982) (concluding a hy
pothetical royalty of $0.59 per unit was reasonable for the plaintiff developer against the defendant 
manufacturer for misappropriation of trade secrets after failed negotiations where the parties ini
tially agreed that $0.50 was "about right," and expert testimony showed a range of possible royal
ties between $0.10 and over $1.00); Elcor Chem. Corp. v. Agri-Sul, Inc., 494 S.W.2d 204, 214 
(Tex. Civ. App. 1973) (reversing the trial court's award of $15,000 to the trade secret owner where 
there was insufficient evidence to support the reasonable royalty determined by the court and in
sufficient evidence to justify the request by the trade secret owner of at least $500,000).  

84 Calce v. Dorado Exploration; Inc., 309 S.W.3d 719, 738 (Tex. App. 2010) (concluding that evi
dence was insufficient to support the jury's finding of $400,000 in damages based on a reasonable 
royalty for misappropriation of trade secrets where there was no evidence that the parties would 
have agreed to the amount as a fair licensing price nor any evidence to support a calculation for the 
amount).  

85 TEX. Civ. PRAC. & REM. CODE ANN. 134A.004(b) (West 2013).
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are some differences in the TUTSA provision.86 First, the UTSA definition requires 
only that wilful and malicious misappropriation "exists," whereas the TUTSA defi
nition requires that this be "proven by clear and convincing evidence." No other 
state adopts this standard within its own UTSA. However, this standard is con
sistent with Texas statutory law concerning exemplary damages that was used prior 
to adoption of the TUTSA. 87 It is expected that this "clear and convincing evi
dence" standard will be applied in the same manner for determining exemplary 
damages under the TUTSA as it was under the prior statute.  

Another difference between the TUTSA definition and that of the UTSA is that 
the TUTSA requires that the fact finder, rather than the court, award exemplary 
damages.8 8 The comments to Section 3 of the UTSA indicate that the UTSA provi
sion intended to leave discretion "to the judge even though there may be a jury."89 

However, the TUTSA provision is more consistent with Texas common law, which 
allows the jury to make the decision.90 

The TUTSA exemplary damages provision does have one mafor difference 
from that of the common law-the reduction of the statutory cap to double the actu
al damages. While a statutory cap does exist in Texas for certain tort claims, this 
statutory cap does not apply to the misappropriation of trade secret claims in com
mon law. Specifically, the amount of exemplary damages for tort related claims in 
Texas cannot exceed the greater of: (1) twice the economic damages plus noneco
nomic damages not to exceed $750,000, or (2) $200,000.91 However, this statutory 
cap does not apply to causes of action based on conduct that constitutes a third
degree felony or higher under Chapter 31 of the Texas Penal Code.9 2 This excep
tion to the cap applies to misappropriation of trade secret actions in common law 
because theft of trade secrets, found in Section 31.05 of the Texas Penal Code, is a 
third degree felony. 93 Even with this exception however, an award of exemplary 
damages above the statutory cap has to survive constitutional scrutiny. Neverthe

86 The UTSA provides that "[i]f wilful and malicious misappropriation exists, the court may award 

exemplary damages in an amount not exceeding twice any award made under subsection (a)." 
UNIF. TRADE SECRETS ACT 3(b) (amended 1985), 14 U.L.A. 634 (2005).  

87 Under this law, a claimant must prove by clear and convincing evidence that the misappropriator's 

actions involve fraud, malice, or gross negligence. See TEX. Civ. PRAC. & REM. CODE ANN.  
41.003(a); Rusty's Weigh Scales and Serv., Inc. v. N. Tex. Scales, Inc., 314 S.W.3d 105, 112 (Tex.  
App. 2010).  

88 Colorado appears to be the only other state with a similar provision, although it permits either the 
judge or jury to award the damages. Colo. REV. STAT. ANN. 7-74-104(2) (West 2013).  

89 See UNIF. TRADE SECRETS ACT 3 cmt., 14 U.L.A. 635 (2005).  
90 See Wellogix, Inc. v. Accenture, LLP, 823 F. Supp. 2d 555, 570 (S.D. Tex. 2011), aff'd sub nom.  

Wellogix, Inc. v. Accenture, LLP, 716 F.3d 867 (5th Cir. 2013); Rusty's Weigh Scaces and Serv., 
Inc., 314 S.W.3d at 113.  

91 TEX. Civ. PRAC. & REM. CODE ANN. 41.008(b).  

92 TEX. Civ. PRAC. & REM. CODE ANN. 41.008(c)(13).  
93 TEX. PENAL CODE ANN. 31.05 (West 2013).

2014] 39



TEXAS INTELLECTUAL PROPERTY LAW JOURNAL

less, as long as the amount does not exceed four times the actual damages, constitu
tional scrutiny can typically be avoided. 94 

The same grounds that support a claim for exemplary damages under the 
TUTSA can also be used to support a claim for attorney's fees. Attorney's fees un
der the TUTSA are addressed in the next section.  

E. Attorney's Fees 

The TUTSA provides that "[t]he court may award reasonable attorney's fees to 
the prevailing party if: (1) a claim of misappropriation is made in bad faith; (2) a 
motion to terminate an injunction is made or resisted in bad faith; or (3) wilful and 
malicious misappropriation exists." 95 This same relief is available in the UTSA.9 6 

However, this remedy is significantly different from that permitted under common 
law. Historically, Texas common law did not provide for attorney's fees in trade 
secret misappropriation cases. Instead, separate claims were brought that did permit 
the award of attorney's fees. The most common cause was for breach of contract.9 7 

VI. Preservation of Secrecy 

In addition to the provisions discussing recovery for trade secret misappropria
tion, the TUTSA also provides for preservation of secrecy during litigation. Specif
ically, 

in an action under this chapter, a court shall preserve the secrecy of an alleged trade secret 
by reasonable means. There is a presumption in favor of granting protective orders to pre
serve the secrecy of trade secrets. Protective orders may include provisions limiting ac
cess to confidential information to only the attorneys and their experts, holding in camera 
hearings, sealing the records of the action, and ordering any person involved in the litiga
tion not to disclose an alleged trade secret without prior court approval.9 8 

There are some differences between the TUTSA and the UTSA. First, the 
TUTSA provides for a presumption in favor of granting protective orders to pre
serve trade secret status. 99 This presumption does not appear in any other state 
UTSA. However, it is consistent with Rule 507 of the Texas Rules of Evidence. 100 

94 See e.g., State Farm Mut. Auto Ins. Co. v. Campbell, 538 U.S. 408, 425 (2003) (declining to im
pose a bright-line ratio between punitive and compensatory damages, but noting that an "award of 
more than four times the amount of compensatory damages might be close to the line of constitu
tional impropriety") (citing Pac. Mut. Life Ins. Co. v. Haslip, 499 U.S. 1, 23-24 (1991)).  

95 TEX. Civ. PRAC. & REM. CODE ANN. 134A.005.  

96 See UNIF. TRADE SECRETS ACT 4 (amended 1985), 14 U.L.A. 642 (2005).  
97 See Alan J. Tracey, The Contract in the Trade Secret Ballroom--A Forgotten Dance Partner?, 16 

TEX. INTELL. PROP. L.J. 47, 78 (2007) (discussing that common law permitted the award of attor
ney's fees in breach of contract cases where the involved contract specifically provided for the 
award).  

98 See TEX. Civ. PRAC. & REM. CODE ANN. 134A.006.  

99 The UTSA provides that "[i]n an action under this [Act], a court shall preserve the secrecy of an 
alleged trade secret by reasonable means, which may include granting protective orders in connec
tion with discovery proceedings, holding in-camera hearings, sealing the records of the action, and
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In addition, the TUTSA provision authorizes a protective order "limiting ac

cess to confidential information to the attorneys and their experts." 10 1 This greatly 

expands the scope of mere discovery proceedings, as provided by the UTSA. 10 2 

This expansion does not appear in any other state UTSA, but it is consistent with 

Texas protective order case law.10 3 

VII. Effect on Other Laws 

In addition to the concerns of secrecy during litigation, the TUTSA also clari

fies its effect on'other laws. Specifically, the TUTSA provides that "[i]t displaces 

conflicting tort, restitutionary, and other law of this state providing civil remedies 

for misappropriation of a trade secret." 104 However, the TUTSA "does not affect: 

(1) contractual remedies, whether or not based upon misappropriation of a trade se

cret; (2) other civil remedies that are not based upon misappropriation of a trade se

cret; or (3) criminal remedies, whether or not based upon misappropriation of a 

trade secret." 10 5 This language is consistent with the UTSA. 10 6 

In light of this provision, a criminal charge can still be brought in Texas 

against a misappropriator for theft of trade secrets. Specifically, Texas Penal Code 

Section 31.05 provides that "[a] person commits an offense if, without the owner's 

effective consent, he knowingly: (1) steals a trade secret; (2) makes a copy of an ar

ticle representing a trade secret; or (3) communicates or transmits a trade secret." 10 7 

In Texas, theft of trade secrets is a third-degree felony. 10 8 Prior to adoption of the 

TUTSA, a claim under Texas Penal Code Section 31.05 could also be alleged as a 

civil claim for theft under the Texas Theft Liability Act. 109 However, the legislature 

removed this option with the enactment of the TUTSA."1 0 

ordering any person involved in the litigation not to disclose an alleged trade secret without prior 

court approval." UNIF. TRADE SECRETS ACT 5, 14 U.L.A. 647.  
100 Rule 507 provides that "[a] person has a privilege, which may be claimed by the person or the per

son's agent or employee, to refuse to disclose and to prevent other persons from disclosing a trade 

secret owned by the person, if the allowance of the privilege will not tend to conceal fraud or oth

erwise work injustice. When disclosure is directed, the judge shall take suchprotective measure as 

the interests of the holder of the privilege and of the parties and the furtherance of justice may re

quire." TEx. R. EvID. 507. For further discussion of Texas protective order rules, see generally 

Timothy S. Durst & Cheryl L. Mann, Behind Closed Doors: Closing the Courtroom in Trade Se

crets Cases, 8 TEX. INTELL. PROP. L.J. 355 (2000); Fran Ortiz, Texas Supreme Court Sets Standard 

for Discovery of Trade Secrets Under Rule of Evidence 507, 36 Hous. LAW., Feb. 1999, at 44.  
101 TEX. Civ. PRAC. & REM. CODE ANN. 134A.006.  
102 See UNIF. TRADE SECRETS ACT 5, 14 U.L.A. 647.  

103 See, e.g., In re Honza, 242 S.W.3d 578, 584 (Tex. App. 2008); Shafer v. Bedard, 761 S.W.2d 126, 

128-29 (Tex. App. 1988).  
104 TEX. Civ. PRAC. & REM. CODE ANN. 134A.007(a).  
105 TEX. Civ. PRAC. & REM. CODE ANN. 134A.007(b).  
106 See UNIF. TRADE SECRETS ACT 7(a)-(b), 14 U.L.A. 651.  

107 TEX. PENAL CODE ANN. 31.05(b) (West 2013).  
108 See TEX. PENAL CODE ANN. 31.05(c).  
109 See TEX. Civ. PRAC. & REM. CODE ANN. 134.001-134.005.  
110 See Act of May 2, 2013, ch. 10, 1, 2013 Tex. Sess. Law Serv. (West) (to be codified at Tex. Civ.  

Prac. & Rem. 134A).
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Contractual remedies are currently still in place despite the adoption of the 
TUTSA. Consequently, claims can still be brought for breach of confidentiality 
agreements1 . and noncompetition agreements under Texas law, even if misap
propriation of trade secrets is also alleged.  

VIII. Conclusion 

In conclusion, Texas's new TUTSA provides many important changes to trade 
secret law in Texas. First, the removal of the continuous use requirement broadens 
the definition of a trade secret to include negative know-how. Second, the expan
sion of injunctive relief to "threatened misappropriation" alleviates the burden of 
showing actual use or disclosure of the trade secret by the misappropriator if proof 
is limited. Third, the reduction in the exemplary damages cap for egregious behav
ior from quadruple damages to double the amount of actual damages is a significant 
loss under the new statute. However, the possibility of recovering attorney's fees 
under the new statute makes up for the loss from the exemplary damages cap.  
Aside from these changes, trade secret law under the TUTSA appears consistent 
with Texas common law.  

" See Tim Mclnturf & Tim Rybacki, Keeping Your Secrets Secret: An Employer's Primer on Trade 
Secret Protection, Noncompetition Agreements, and Unfair Competition in Texas, 44 TEX. J. Bus.  
L. 233, 264-65 (2012).  

112 See TEX. Bus. & COM. CODE ANN. 15.50-15.52 (West 2013). For a detailed discussion of Tex
as covenants not to compete, see generally Matt Sheridan, Who Dimmed the Light?: How March 
USA Inc. v. Cook Impacts Covenants Not To Compete in Texas, 65 BAYLOR L. REV. 378, 395 
(2013); Alix Valenti, Covenants Not to Compete: Texas Supreme Court Expands Employers' Abil
ity to Enforce Executory Contracts, 17 S. L.J. 99, 114 (2007); Charles M.R. Vethan, The Develop
ment of the Texas Non-Compete: A Tortured History, 45 TEX. J. Bus. L., at 169, 189 (2013).
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Inducement-based patent lawsuits may have become the perfect weapon for su

ing entities engaged in emerging information and communication technologies, par

ticularly as these technologies invariably involve numerous interoperating providers 
and users. This paper refers to these technologies as "enabling" technologies. Two 

developments in the law of inducement of patent infringement have lent potency to 

the weapon. First, the Supreme Court's "clarification" of the scienter requirement 
for inducement in the 2011 Global-Tech decision introduced the concept of willful 

blindness into the analysis. This has prompted courts to allow even more latitude in 

implying knowledge and intent to induce. As a result, the bar for culpability is low
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er. This low bar, in addition to the nature of the technology companies develop, ex
poses a wider range of companies to inducement suits. Second, the Federal Cir
cuit's Akamai and McKesson decisions in 2012 established liability for inducement 
of patent infringement even when there was no direct infringement-so-called in
ducement-only liability. These decisions sought in part to address a concern, reiter
ated in amicus briefs submitted in support of the decisions to the Supreme Court of 
the United States, that it was too easy for parties to collude to circumvent patents 
and avoid liability by arranging for method steps to be performed by separate enti
ties. The Supreme Court heard argument in Akamai and McKesson on April 30, 
2014, and ultimately rejected inducement-only liability as a new basis for liability in 
patent law. Amicus briefs submitted by numerous technology entities voiced grave 
concerns about the Supreme Court upholding the Federal Circuit's decision. In
ducement suits against new and creative technologies would become increasingly 
more attractive in light of how courts are applying the factually heavy scienter re
quirement, and would have become even more so if the Supreme Court had en
dorsed the radical change in the law of inducement in Akamai. 'The concern would 
be that this kind of suit ensnares not only genuine inducers of infringement, but also 
a new generation of innovative technology companies that are rendered vulnerable 
to allegations of inducement by the very nature of the enabling technologies they 
are developing. Among those benefitting from this vulnerability are holders of 
broad based patents rooted in older technology, including non-practicing entities or 
patent trolls. Even with the Supreme Court's rejection of inducement-only liability, 
the threat now posed by inducement suits carries important, negative ramifications 
for development and investment in the very areas of technology that arguably are 
most beneficial to today's society. This paper suggests that the inducement of in
fringement cause of action is a potential weapon that should be blunted.  

I. Introduction 

Since the 1952 Patent Act, codified in Title 35 of the United States Code, pa
tent law has recognized direct infringement' and two forms of indirect infringement, 
inducement and contributory infringement.2 This paper is concerned with induce
ment of patent infringement, which has just recently been the subject of attention 
from the Supreme Court of the United States.  

In deceptively straightforward language, 35 U.S.C. 271(b) provides that 
"[w]hoever actively induces infringement of a patent shall be liable as an infring
er."3 The rationale for inducement is that a party who brings about the infringement 
of a patent should not escape liability just because another party is actually using 
the infringing product or practicing the infringing method.4 

35 U.S.C. 271(a) (2012).  
2 Id. 271(b)-(c).  

3 Id. 271(b).  
4 Mark A. Lemley, Inducing Patent Infringement, 39 U.C. DAVIS L. REv. 225, 226 (2005).
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Unlike direct infringement, which is a tort of strict liability, inducement has a 

knowledge and intent (or scienter) element indicated by the requirement for "active" 

inducement in the statute.5 This knowledge and intent element has proved to be a 

problematic issue that occupied the courts for decades preceding 2011.6 Despite the 

Supreme Court's attempt to clarify the law concerning this element in 2011, 

knowledge and intent continue to be problematic in the inducement analysis.  

In May 2011, the Supreme Court handed down its decision in Global-Tech Ap

pliances, Inc. v. SEB S.A.7 The Global-Tech decision aspired to settle and clarify 

once and for all the knowledge and intent required for active inducement. However, 

as discussed below, by introducing willful blindness into the analysis, the Global

Tech decision contained ripe seeds of uncertainty. The concept of willful blindness, 

borrowed from criminal law, allows the finder of fact to impute the requisite 

knowledge for inducement to an alleged inducer in certain circumstances. The 

ground for implying knowledge and intent to establish the alleged inducer's state of 

mind through inference is rendered yet more fertile by the continuing and expressly 

permitted reliance on circumstantial evidence.8 The difficulties in applying the 

knowledge and intent requirement are only compounded because it remains unclear 

what the alleged inducer's knowledge is required to cover, while inducement de

fendants are frequently companies whose mens rea is hard to assess.9 

The burgeoning of information and communication technologies in recent 

years10 presents both a dilemma and an opportunity for potential patent litigants, be 

they competitors, non-practicing entities, or patent-asserting entities (or trolls).  

These newer technologies invariably involve multiple platform and service provid

ers. These providers individually perform and contribute discrete steps in complex 

chains of activity that enable multiple users to benefit from these technologies. This 

allows access to and transformation of data in ways that were generally unknown 

only a few years ago. These complex webs of players and activities are not amena

ble to direct infringement lawsuits that require the performance of all method steps 

Compare 271(a) (establishing the standard for direct infringement), with 271(b) (setting forth 

the standard for inducement).  
6 For a concise summary of the Court's struggle with this issue, see Jeremy Adler, See No Evil: How 

the Supreme Court's Decision in Global-Tech Appliances, Inc. v. SEB S.A. Further Muddles the 

Intent Element of Induced Infringement, 11 Nw. J. TECH. & INTELL. PROP. 559, 561-63 (2013); and 

Kristin M. Hagen, Eyes Wide Shut: Induced Patent Infringement and the Willful Bindness Stand

ard, 17 MARQ. INTELL. PROP. L. REV. 305, 307-08 (2013).  
131 S. Ct. 2060 (2011).  

8 Lucent Techs., Inc. v. Gateway, Inc., 580 F.3d 1301, 1322 (Fed. Cir. 2009).  
9 See Jason A. Rantanen, An Objective View of Fault in Patent Infringement, 60 AM. U. L. REV.  

1575, 1581, 1615 (2011), for a discussion of establishing knowledge in the context of the uncer

tainty of validity and infringement in patent law. Further compounding the issue is the difficulty in 

assessing the corporate mind. See id. at 1610.  

10 See generally JAMES MANYIKA, MICHAEL CHUI, JACQUES BUGHIN, RICHARD DOBBS, PETER BISSON 

& ALEX MARRS, MCKINSEY GLOBAL INST., DISRUPTIVE TECHNOLOGIES: ADVANCES THAT WILL 

TRANSFORM LIFE, BUSINESS, AND THE GLOBAL ECONOMY (2013) (assessing the reach, scope, poten

tial economic impact, and disruption of rapidly advancing technology fields).
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by, or at the direction or under the control of, a single directly infringing actor." 
The narrow theory of contributory infringement is also invariably inapplicable to 
these technologies. 12 Therefore, the theory of induced infringement provides an ob
vious route for suing service and technology companies that provide service to con
sumers and other parties engaged in performing steps that are arguably claimed in 
the method claims of a patent.  

This paper discusses the potential threat that the inducement theory of liability 
poses to new technologies, not only because of Akamai's "inducement-only" theory 
that was considered and rejected by the Supreme Court, but also because of the way 
that the courts have applied the scienter element for inducement in practice post
Global-Tech. Part II summarizes the law of inducement as it currently stands. Part 
III reviews how courts have applied the scienter requirement in inducement cases 
post Global-Tech. Part IV looks at the types of defendants that are parties to many 
recent inducement cases, and the vulnerability of the defendants' new technologies 
to inducement-based litigation. Part V outlines the growth in the reach and im
portance of information and communication technology. Also discussed are con
cerns of that technology community, including concerns that its members are vul
nerable to the use of inducement lawsuits. These concerns are articulated in many 
of the amicus briefs filed with the Supreme Court in Akamai. Finally, Part VI wel
comes the rejection of the inducement-only theory of liability introduced into patent 
law by the Federal Circuit in Akamai and McKesson. Part VI also advocates for at 
least a more disciplined approach in applying the knowledge and intent require
ments for inducement, if not a new basis for doing so altogether. This is in the in
terest of focusing inducement suits on genuine wrongdoers and freeing the most in
novative and cutting edge technology companies from the threat of expensive, 
repetitive, and speculative litigations based on inducement.  

II. Inducement of Patent Infringement 

A. Knowledge and Intent 

Unlike direct infringement, a strict liability tort under 35 U.S.C. 271(a), in
ducement of infringement requires a degree of fault or culpability. 35 U.S.C.  
271(b) states that "whoever actively induces infringement of a patent shall be liable 
as an infringer." This liability derives from the common law, "wherein acts that the 
actor knows will lead to the commission of a wrong by another, place shared liabil
ity for the wrong on the actor."13 The liability has also been analogized to aiding 

" BMC Res., Inc. v. Paymentech, L.P., 498 F.3d 1373, 1378-81 (Fed. Cir. 2007), overruled by Ak
amai Techs., Inc. v. Limelight Networks, Inc., 692 F.3d 1301 (Fed. Cir. 2012).  12 Contributory infringement is a narrower cause of action limited to cases where an actor makes in
fringement by another possible by supplying a component of the product specially suited to in
fringing use. See Lemley, supra note 4, at 227 (distinguishing contributory infringement from in
ducement).  

13 National Presto Inds., Inc. v. West Bend Co., 76 F.3d 1185, 1194 (Fed. Cir. 1996).
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and abetting the commission of an offense in criminal law.14 The word "actively" is 

understood to require some form of affirmative conduct on the part of the alleged 
inducer15 but is construed broadly. 16 In addition to conduct, some form of specific 

intent to induce the infringement has also been understood to be required.17 This 

requirement for some degree of knowledge and intent on the part of the inducer, 

sufficient to establish culpability, has been and is continuing to be problematic in its 
application. 18 

In December 2006, the Federal Circuit, in DSU Medical Corp. v. JMS Co., ad
dressed the required intent for inducing acts of infringement, resolving "conflicting 
precedent" that had troubled the courts for nearly two decades. 1 9 The court attempt

ed to clarify the intent requirement for inducement by requiring that the alleged in

ducer "knew or should have known his actions would induce actual infringement" 20 

and that "the inducer must have an affirmative intent to cause direct infringe

ment."2 1 However, it remained unclear as to what degree, if any, the alleged induc

er is required to asses the validity of the patent or to conduct a study to assess 

whether the acts of the induced party infringed or might infringe any claims of the 
asserted patent.  

In May 2011, the Supreme Court further considered the knowledge and intent 

requirement for inducement in Global-Tech Appliances, Inc. v. SEB S.A.22 The 

Federal Circuit decided the case based on the DSU Medical standard that the alleged 
inducer "knew or should have known that his actions would induce actual infringe
ments." 23 The Supreme Court affirmed that for inducement, some intent is required 
and that affirmative steps must be taken to bring about the desired result.24 The 

Court also held-consistent with DSU Medical-that induced infringement requires 

"knowledge that the induced acts constitute patent infringement." 25 Faced with a 

fact pattern where the inducer did not know of the patent in suit,2 6 the Supreme 

14 E.g., id. at 1196.  
15 Lemley, supra note 4, at 232.  
16 Tegal Corp. v Tokyo Electron Co., 248 F.3d 1376, 1379 (Fed. Cir. 2001) ("[T]he term is as broad 

as the range of actions by which one in fact causes, or urges, or encourages, or aids another to in
fringe a patent." (quoting Fromberg, Inc. v. Thornhill, 315 F.2d 407, 411 (5th Cir. 1963))).  

17 See, e.g., Manville Sales Corp. v Paramount Sys., Inc., 917 F.2d 544, 553 (Fed. Cir. 1990) ("It 
must be established that the defendant possessed specific intent toencourage another's infringe
ment .... ").  

18 See Rantanen, supra note 9, at 1598-1603.  
19 471 F.3d 1293, 1304 (Fed. Cir. 2006).  
20 Id.  
21 Id. at 1306.  
22 131 S. Ct. 2060, 2065-68 (2011).  
23 SEB S.A. v. Montgomery Ward & Co., 594 F.3d 1360, 1376 (Fed. Cir. 2010).  
24 Global-Tech, 131 S. Ct. at 2065.  
25 Id. at 2068.  
26 The inducer copied a foreign product that was not marked with the U.S. patents that covered the 

same product sold in the U.S. and then obtained a non-infringement opinion from a lawyer whom 

it failed to inform of this fact. Id. at 2064.
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Court held that while deliberate indifference to a known risk was not the appropriate 
standard to apply for inducement, the inducer in this case was liable under the con
cept of willful blindness.27 The Court borrowed this doctrine from the criminal law, 
adopting the rationale that defendants who deliberately shield themselves from clear 
evidence of critical facts strongly suggested by the circumstances are just as culpa
ble as those who have actual knowledge. 28 

The Court held that to establish liability for actively inducing patent infringe
ment under 35 U.S.C. 271(b), it was enough for the defendant to have taken delib
erate actions to avoid confirming a subjective belief of a high probability of wrong
doing. 29 The court characterized this standard of willful blindness as having "an 
appropriately limited scope that surpasses recklessness and negligence;"3 0 the 
standard suggested by DSU Medical 's "knew or should have known" test.31 

It appears that in DSU Medical and Global-Tech, the courts set a relatively 
high bar for establishing inducement liability. In order to establish such liability, 
the fact finder must consider whether an alleged inducer has (a) the requisite 
knowledge of the patent, of the acts it is said to be inducing, and that the acts are in
fringing acts and (b) intent to cause infringement of the patent. Further, the stand
ard to be applied is higher than both recklessness and negligence. 32 However, re
maining at the core of all of these considerations is a fact-based assessment of 
whether the alleged inducer's state of mind was such that it could be held culpable 
for the acts of others.  

Central to Global-Tech's willful-blindness analysis is the consideration of 
"critical facts that are strongly suggested by the circumstances." 33 This is consistent 
with the established principle that the intent element for inducement may be proved 
through circumstantial evidence. 34 Thus, in spite of any perception that the courts 
may have clarified the knowledge and intent elements for inducement in DSU Med
ical and Global-Tech, there is still wide latitude for courts to draw inferences detri
mental to alleged inducers, which, as illustrated in Part III, is all too frequently the 
case. 35 This continuing problem, in addition to the potential threat to innocent pro
viders of new enabling technologies, frequently lie in the practical conduct of these 
fact-based, subjective assessments of the knowledge and intent of corporate parties.  

27 Id. at 2068.  
28 Id. at 2068-69 (citing J. Ll. J. Edwards, The Criminal Degrees of Knowledge, 17 MOD. L. REV.  

294, 302 (1954)).  
29 Id. at 2070-71.  
30 Global-Tech, 131 S. Ct. at 2070.  
31 DSU Med. Corp. v. JMS Co., 471 F.3d 1293, 1304 (Fed. Cir. 2006).  
32 Global-Tech, 131 S. Ct. at 2070-71.  
33 Id. at 2069.  
34 Lucent Techs., Inc. v. Gateway, Inc., 580 F.3d 1301, 1322 (Fed. Cir. 2009).  
3 In Global-Tech, the Supreme Court found that the inducer willfully blinded itself in part based on 

its inference that the inducer's CEO had nefarious motives. 131 S. Ct. at 2071.
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B. Direct Infringement 

Until the Federal Circuit's Akamai decision in August 2012,36 one important 
limitation to the theory of induced infringement was that for someone to be liable 
for inducing infringement, someone else must also be liable for directly infringing a 
patent under 35 U.S.C. 271(a). 37 As such, in the context of a method claim, the 
induced infringer "must perform all the steps of the claimed method, either person
ally or through another acting under his direction or control." 3 8 Patentees have ar
gued that this provides a loophole for parties to collude to circumvent patents, but 
the principle has been important to limit inducement actions against providers of 
new enabling technologies involving multiple providers and users across complex 
networks.  

In the Akamai and McKesson cases before the Federal Circuit, the steps of the 
method claims of the patents in suit had not been performed by any single party, 
suggesting that there had been no direct infringement of the patents.39 In Akamai, 
defendant, Limelight Networks, Inc. (Limelight), performed some of the steps, but 
its customers performed the rest.40 In McKesson, a number of third-party healthcare 
providers and patients collectively performed all of the method steps using the de
fendant's, Epic Sys. Corp. (Epic), MyChart software application. 41 Epic performed 
none of the steps itself.42 Reversing both district courts' summary judgments of 
non-infringement, the Federal Circuit held that both Epic and Limelight could be 
liable for inducement even though no single entity performed the method steps 
needed to be liable for direct infringement. 43 The decision gave birth to what dis
senting Judge Newman called the "inducement-only rule."4 4 Part of the rationale 
for the Federal Circuit's decision was that inducers and other parties should not be 
able to "knowingly sidestep infringement liability simply by arranging to divide the 
steps of a method claim between them."4 5 In practical terms, the Federal Circuit's 
inducement-only rule would have meant that anyone providing technologies ena
bling transfer, transformation, and sharing of data between parties or groups of par
ties, such as doctors, patients, service providers and consumers, would have been at 
risk of liability if it could have been discerned that all the steps of a method claim 
were being performed collectively by those with access to the enabling technolo
gies. Also, under these more complex and fact intensive circumstances involving 

36 Akamai Techs., Inc. v. Limelight Networks, Inc., 692 F.3d 1301, 1307 (Fed. Cir. 2012), rev'd, 134 

S. Ct. 2111 (2014).  
37 BMC Res., Inc. v. Paymentech, L.P., 498 F.3d 1373, 1378-79 (Fed. Cir. 2007), overruled by Ak

amai Techs., Inc. v. Limelight Networks, Inc., 692 F.3d 1301 (Fed. Cir. 2012).  
38 Akamai Techs., 692 F.3d at 1307.  
39 Id. at 1306.  
40 Id.  
41 Id 
42 Id. at 1305.  
43 Id. at 1318-19.  
44 Akamai Techs., 692 F.3d at 1319.  
45 Id. at 1318.
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multiple parties, the scope for inferring knowledge and intent would have been 
broadened even further.  

III. The Application of the Scienter Requirement After Global-Tech 

The knowledge and intent requirements for inducement are advantageous to 
plaintiff patentees in two distinct ways. First, as discussed above in Part II, circum
stantial evidence and wide scope for inference of facts is permitted. While it is true 
that this provides the courts with flexibility in determining whether the factual con
text of a party's behavior suggests a level of culpability sufficient to meet the 
knowledge and intent requirement for inducement,4 6 the frequent reliance on cir
cumstantial evidence and inference has, in practice, created a low bar for satisfying 
the knowledge and intent requirement in inducement cases.4 7 Second, because the 
inquiries as to the alleged inducer's state of mind are heavily fact reliant, alleged in
ducer's motions to dismiss and motions for summary judgment of non-infringement 
based on inducement are more often than not denied because the alleged inducer's 
knowledge and intent are to be determined by a jury. The risk posed to developers 
and providers of enabling technologies by the inducement theory of liability is man
ifested by the way courts have applied the knowledge and specific intent require
ments.  

Knowledge of the patent of which the defendant is allegedly inducing in
fringement is simple to prove. The complaint alleging infringement, or even mere 
written notice of the infringement, is enough to establish knowledge of the existence 
of the patent for the purposes of all subsequent acts by the alleged infringer.4 8 Fur
ther, circumstantial evidence is permissible to infer knowledge of the patent in 
suit.49 

As mentioned above, it is still unclear what degree of knowledge the alleged 
inducer must have concerning the validity of the patent.50 Further, there is no guid
ance for an alleged infringer as to the nature of the inquiry he should make into 

46 For a discussion of this flexibility, see David W. Roadcap, Global-Tech Appliances, Inc. v. SEB 
S.A. and the Creation of a Flexible Blindness Standard for Induced Patent Infringement, 13 N.C.  
J.L. & TECH. ON. 117 (2011).  

47 As noted in Part V, this low bar is a source of complaint in many of the amicus briefs filed with the 
Supreme Court in Akamai..  

48 See, e.g., Unisone Strategic IP, Inc. v. Life Techs. Corp., No. 3:13-cv-1278-GPC-JMA, 2013 WL 
5729487, at *2 (S.D. Cal. Oct. 22, 2013); Pacing Techs., LLC v. Garmin Int'l, Inc., No. 12-CV
1067 BEN WMC, 2013 WL 444642, at *2 (S.D. Cal. Feb. 5, 2013); DataQuill Ltd. v. High Tech 
Computer Corp., 887 F. Supp. 2d 999, 1012 (S.D. Cal. 2011); Cassidian Commc'ns, Inc., v. mi
croDATA GIS, Inc., No. 2:12-cv-00162-JRG, 2013 WL 6491477, at *6 (E.D. Tex. Dec. 10, 2013).  

49 See, e.g., SynQor, Inc. v. Artesyn Techs., Inc., No. 2:07-CV-497-TJW-CE, 2011 WL 3624957, at 
*2 (E.D. Tex. Aug. 17, 2011) ("Knowledge may be proven by either direct or circumstantial evi
dence.").  

50 See Commil USA, LLC v. Cisco Sys., Inc., 720 F.3d 1361, 1368 (Fed. Cir. 2013) (holding that an 
accused inducer's good-faith belief of invalidity may negate the requisite intent for induced in
fringement).
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whether the acts he is inducing actually infringe a patent claim. How often will 
there be evidence of an assessment carried out by an alleged inducer that the acts it 
is encouraging others to undertake meet each and every limitation of some method 
claim? Further, how often will there be evidence of actual intent by an alleged in
ducer to cause the infringement of a patent? 51 These cracks in the "clear" standards 
for knowledge and intent established by the courts are papered over by the reliance 
on circumstantial evidence and inference, which will now be augmented by the new 
willful-blindness theory in the inducement analysis.  

As soon as the Defendant's knowledge of the patent is established, the willful 
blindness theory can be used to fix that Defendant with constructive knowledge of 
the claims of the patent in the absence of any other evidence to infer such 
knowledge. This is even more likely because circumstantial evidence may be used 
to establish willful blindness,5 2 and Global-Tech permits consideration of "critical 
facts that are strongly suggested by the circumstances." 53 It can thus be argued that 
an alleged inducer who attained knowledge of a patent either from a complaint or 
from an earlier letter giving notice of infringement has either constructive 
knowledge of its terms or has been willfully blind in failing to look at the patent 
claims to determine whether the allegations of infringement have any merit. As 
such, the existence of the alleged inducer's belief that there is a high probability of 
infringement may be inferred from an allegation of infringement coupled with no
tice of the patent. Once an accused inducer is informed of the allegedly infringed 
patent, any failure by that party to review the patent's claims and carry out an in
fringement study may be equated to the alleged inducer purposefully closing its 
eyes to the risk that it may be encouraging infringement. This is sufficient to satisfy 
Global-Tech's willful-blindness test.54 Thus, despite the Supreme Court's charac
terization of the willful-blindness test as something more than recklessness or negli
gence, 55 the test strongly resembles negligence or recklessness rather than some 
higher standard. 56 

51 A question aptly posed by Rantenen, supra note 9, at 1581.  
52 Commil USA, 720 F.3d at 1366; see also MeadWestvaco Corp. v. Rexam PLC, 809 F. Supp. 2d' 

463, 483 (E.D. Va. 2011), aff'd in part, vacated in part sub nom. Mead Westvaco Corp. v. Rexam 
Beauty &Closures, Inc., 731 F.3d 1258 (Fed. Cir. 2013) (noting that lack of knowledge of the pa
tent itself could raise inference of willful blindness).  

5 Global-Tech Appliances, Inc. v. SEB S.A., 131 S. Ct. 2060, 2069 (2011).  
5 Id. at 2070.  
ss Id.  
56 See Adler, supra note 6, at 568 ("[T]he Court's reasoning confuses the operational nature of willful 

blindness as it relates to patent law because it implies that willful blindness is merely a tool to turn 
evidence suggestive of knowledge into evidence of actual knowledge."); see also Hagen, supra 
note 6, at 314 ([The Court's] analysis of prior federal case law applying the willful blindness doc
trine. .. seem[s] to indicate that passive behavior can also result in a finding of willful blind
ness.").
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Circumstantial evidence may be used to establish not only requisite 
knowledge, but also specific intent. Providing users with access to enabling tech
nologies always involves providing those users, frequently through online manuals, 
with some form of operating instructions, suggestions for use, or user guides. Hav
ing established actual or inferred knowledge of the allegedly infringed patent, the 
courts have thus found it relatively effortless to infer specific intent to cause in
fringement from the provision of user instructions and manuals that arguably teach 
the users how to perform the infringing steps. Examples where specific intent was 
inferred from instructions and manuals include the following: instructions for the 
use of electronic health technology; 58 instructional materials for processing, instruc
tions for editing and storing e-documents; 59 instructions to customers regarding the 
method and programming for remote control and management of wireless devices;60 

and Adobe System's instructions to its users on how to use its products. 61 The 
courts have also allowed allegations of specific intent to induce acts of infringement 
to be heard by juries in circumstances involving the marketing and encouragement 
of sales of motor vehicles that embody allegedly infringing, friction-reducing piston 
technology. 62 

As many of the examples in this section of the paper show, the inquiries as to 
knowledge and intent, including (now) willful blindness, are heavily fact reliant and 
susceptible to inference. One important consequence of this is that the alleged in
ducer is deprived of the opportunity to dispose of an inducement lawsuit against it 
through the use of successful dispositive motions.  

To overcome a motion to dismiss for failure to state a claim upon which relief 
may be granted under Federal Rule of Civil Procedure 12(b)(6), a plaintiff need on
ly state a claim for relief that is plausible on its face.63 Thus, the threshold for a 

57 Lucent Techs., Inc. v. Gateway, Inc., 580 F.3d 1301, 1322 (Fed. Cir. 2009).  
58 MyMedicalRecords, Inc. v. Jardogs, LLC, No. 2:13-cv-03560-ODW(SHx), 2014 WL 585450, at 

*6 (C.D. Cal. Feb. 14, 2014).  
59 i4i Ltd. v. Microsoft Corp., 598 F.3d 831, 852 (Fed. Cir. 2010).  
60 Mformation Techs., Inc. v. Research in Motion Ltd., 830 F. Supp. 2d 815, 842 (N.D. Cal. 2011).  
61 Tarkus Imaging, Inc. v. Adobe Sys., Inc., C.A. No. 10-63-LPS, 2012 WL 2175788, at *4 (D. Del.  

June 14, 2012); see also Advanced Software Design Corp. v. Fiserv, Inc., 641 F.3d 1368, 1376 
(Fed. Cir. 2011) (holding that the instructions were sufficient to create a genuine issue of material 
fact as to whether the defendant had the requisite specific intent to induce infringement); DataQuill 
Ltd. v. High Tech Computer Corp., 887 F. Supp. 2d 999, 1011-12 (S.D. Cal. 2011) (concluding 
that a reasonable jury could infer specific intent in part from marketing materials and user guides); 
BASF Corp. v. Aristo, Inc., No. 2:07 CV 222 PPS, 2012 WL 2420999, at *2-3 (N.D. Ind. June 26, 
2012) (finding no evidence of actual encouragement of infringement but noting that the manual 
and operator instructions raised the issue of specific intent).  

62 See Nat'l Inst. for Strategic Tech. Acquisition and Commercialization v. Nissan of N. Am., No. 11
11039, 2012 WL 3600289, at *1, *6-7 (E.D. Mich. Aug. 21, 2012); see also Driessen v. Sony Mu
sic Entm't, 904 F. Supp. 2d 1196, 1203-05 (D. Utah 2012) (finding that patentee's allegations that 
the defendant encouraged the use of retail presentations was sufficient to infer intent to induce in
fringement).  

63 Bell Atl. Corp. v. Twombly, 550 U.S. 544, 555, 570 (2007).
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plaintiff patentee's claim for inducement to survive a motion to dismiss is very low.  
Conversely, on a motion for summary judgment under Federal Rule of Civil Proce
dure 56(a), summary judgment will be granted "if the movant [i.e. the alleged in
ducer] shows that there is no genuine dispute as to any material fact and the movant 
is entitled to judgment as a matter of law." 64 A dispute about a material fact is 
"genuine" when the evidence is "such that a reasonable jury could return a verdict 
for the nonmoving party."6 5 In considering motions for summary judgment, the 
court must draw all reasonable inferences in favor of the non-moving party. In this 
scenario, the non-moving party is the plaintiff patentee. 66 Thus, the threshold for an 
alleged inducer to succeed on a motion for summary judgment of non-infringement 
by inducement is very high because the alleged inducer must show that there is no 
genuine dispute as to its lack of knowledge and intent. Furthermore, on summary 
judgment the court will draw all reasonable inferences in favor of the plaintiff pa
tentee that facts exist upon which a jury might conclude that the alleged inducer had 
the requisite knowledge and intent to actively induce infringement.  

Given the legal standards described above, the likelihood of alleged inducers 
successfully dismissing a claim for inducement, or obtaining summary judgment of 
non-infringement by inducement, is very small.67 A defendant accused of inducing 
infringement will therefore frequently find itself locked into costly68 and time
consuming69 litigation. Under these circumstances, an alleged inducer will be 
strongly motivated to settle the litigation by taking a license from the patentee or, 
perhaps as a less desirable alternative, modifying its technology, methods of opera
tion, or both. These are exactly the sort of conditions that have favored the patent 
troll's typical lucrative tactic of launching a patent suit, regardless of merit, in order 
to gain early payment from a reluctant litigant. Taking a broader view, even more 
worrying is the potential disincentive to the development of and investment in in
formation, communication, and other enabling technologies posed by the increased 
use of inducement as a basis for patent infringement lawsuits.  

64 FED. R. Civ. P. 56(a).  
65 Anderson v. Liberty Lobby, Inc., 477 U.S. 242, 248 (1986).  
66 Id. at 255.  
67 For examples of failed motions to dismiss, see MyMedicaRecords, Inc. v. Jardogs, LLC, No.  

2:13-cv-03560-ODW(SHx), 2014 WL 585450, at *1, *8 (C.D. Cal. Feb. 14, 2014); Pacing Techs., 
LLC v. Garmin Int'l, Inc., No. 12-CV-1067 BEN (WMC), 2013 WL 444642, at *1, *4 (S.D. Cal.  
Feb. 5, 2013); and Nat'l Inst. for Strategic Tech., 2012 WL 3600289, at *1, *7. For examples of 
dismissals of motions for summary judgment of non-infringement based on inducement, see Ad
vanced Software Design Corp. v. Fiserv, Inc., 641 F.3d 1368, 1371 (Fed. Cir. 2011); DataQuill 
Ltd. v. High Tech Computer Corp., 887 F. Supp. 2d 999, 1003 (S.D. Cal. 2011); and Cassidian 
Commc'ns, Inc., v. microDATA GIS, Inc., No. 2:12-cv-00162-JRG, 2013 WL 6491477, at *6 
(E.D. Tex. Dec. 10, 2013).  

68 See AM. INTELLECTUAL PROP. LAW Ass'N, REPORT OF THE ECONOMIC SURVEY 34 (2013) (assessing 

median litigation costs at $2.6 million for patent infringement suits with $1-25 million at risk).  
69 See CHRIS BARRY, RONEN ARAD, LANDON ANSEL & EVAN CLARK, PRICEWATERHOUSECOOPERS 

LLP, 2013 PATENT LITIGATION STUDY 21 (2013) (calculating median time to trial to be approxi
mately 2.5 years).
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IV. Enabling-Technology Providers are Vulnerable to Inducement Suits 

Many of the inducement cases over the last few years have concerned provid
ers of technologies and systems across a number of different industries that allow 
service providers and consumers to share, process, retrieve, and apply all kinds of 
data and information. 70 This paper refers to these technologies as "enabling" be
cause they tend to enable multiple service providers and consumers to perform acts, 
such as retrieving and applying data, in faster, more efficient, and more imaginative 
ways.7 Also, these technologies frequently represent augmentative improvements 
on earlier, more cumbersome technologies.  

The providers of these enabling technologies rarely perform or even control 
all, or sometimes any, of the steps that attract the attention of plaintiff patentees and 
are thus not likely to be accused of directly infringing a patent. 72 However, as dis
cussed in the preceding section, inducement cases against these kinds of entities 
proceed based perhaps only on inferences of culpability and the availability of an 
online user manual that enables customers and intermediaries to fully utilize the 
technology that the defendant is offering.  

The existence. of broad-based-concept patents on earlier technologies, coupled 
with the availability of the theory of induced infringement with its fact heavy ele
ments, render providers of the new enabling technologies vulnerable to lawsuits as 
active inducers of patent infringement under 35 U.S.C. 271(b). Until Akamai, at 
least a single direct infringer was required for inducement liability. The Federal 
Circuit's inducement-only rule increased the risk of being sued for inducement and 
heightened the vulnerability of these new technology companies to lawsuits claim
ing inducement of patent infringement.  

Examples of enabling technologies that have been the subject of recent in
ducement litigation include a supply-chain-management system that allows real
time tracking and management of inventory by third parties; 73 a system enabling the 
transfer of pacing information between portable devices used for exercising and a 
website;74 electronic health-information technology; 7 5 the processing, storing, and 

70 Part V of this paper will outline some of these technologies in more detail.  
71 Well-known examples include mobile applications, cloud storage, mapping, photograph use, traffic 

reports, and personal health information.  
72 BMC Res., Inc. v. Paymentech, L.P., 498 F.3d 1373, 1378-81 (Fed. Cir. 2007), overruled by Ak

amai Techs., Inc. v. Limelight Networks, Inc., 692 F.3d 1301 (Fed. Cir. 2012).  
73 Unisone Strategic IP, Inc. v. Life Techs. Corp., No. 3:13-CV-1278-GPC-JMA, 2013 WL 5729487, 

at *1 (S.D. Cal. Oct. 22, 2013) (claiming infringement of U.S. Patent No. 6,996,538, which broad
ly claims an inventory management system).  

74 Pacing Techs., LLC v. Garmin Int'l, Inc., No. 12-CV-1067 BEN (WMC), 2013 WL 444642, at *1 
(S.D. Cal. Feb. 5, 2013) (asserting U.S. patent No. 8,101,843, which claims a system for selecting 
audio and visual signals for use in pacing devices).  

7 MyMedicalRecords, Inc. v. Jardogs, LLC, No. 2:13-cv-03560-ODW(SHx), 2014 WL 585450, at 
*1 (C.D. Cal. Feb. 14, 2014) (claiming infringement of patents for electronic health information 
technology products).
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editing of computer language in electronic documents;76 a system and program for 
remote control and management of wireless devices; 77 mobile-phone echnology; 78 a 
system enabling customers to encrypt and retrieve data relating to checks; 7 9 and 
wireless communication systems.80 In Akamai and McKesson, the enabling tech
nologies at issue were respectively a network of servers that allowed "for efficient 

content delivery by placing content elements on its servers" and software enabling 
electronic communication and data transfer between healthcare providers and pa
tients.8 1 

Available patent litigation statistics that categorize the types of causes of action 
in patent litigation only track decisions in patents suits. 82 Although the decision sta

tistics do not show any marked increase in decisions in patent suits based on in
ducement, it does not necessarily follow that there has not been an increase in the 
number of patent suits that have been filed alleging inducement. As discussed 
above, such suits are not likely to be dismissed or disposed of on early judgment 
because of their fact dependence. The case reports suggest that in cases where mo
tions to dismiss or motions for summary judgment are dismissed, the cases are sub
sequently resolved other than by a decision on the merits. Thus, because many in
ducement cases are settled before any decision on the merits, they are not included 
in the available cause of action statistics. Despite the absence of statistics showing 
that inducement-based lawsuits are on the rise, it is clear that not only are providers 
of enabling technologies involved in many of the lawsuits, but also the businesses 
involved in those technologies are very concerned about their exposure to allega
tions of inducement.  

76 i4i Ltd. v. Microsoft Corp., 598 F.3d 831, 839-40 (Fed. Cir. 2010) (asserting U.S. Patent No.  

5,787,449, which claims a system and method for processing and storing informa-ion about the 
structure of electronic documents).  

77 Mformation Techs., Inc. v. Research in Motion Ltd., 830 F. Supp. 2d 815, 821-22 (N.D. Cal.  
2011) (asserting U.S Patent No. 6,970,917, which relates to the method, system, and management 
of servers of wireless devices).  

78 DataQuill Ltd. v. High Tech Computer Corp., 887 F. Supp. 2d 999, 1003 (S.D. Cal. 2011) (claim
ing infringement of patents relating to handheld data entry devices).  

79 Advanced Software Design Corp. v. Fiserv, Inc., 641 F.3d 1368, 1371 (Fed. Cir. 2011) (claiming 
infringement of patents related to enhancing security on negotiable instruments).  

80 Commil USA, LLC v. Cisco Sys., Inc., 720 F.3d 1361, 1364 (Fed. Cir. 2013) (asserting U.S. Pa
tent No. 6,430,395, which claims a communication protocol for mobile systems).  

81 Akamai Techs., Inc. v. Limelight Networks, Inc., 692 F.3d 1301, 1306 (Fed. Cir. 2012), rev'd, 134 
S. Ct. 2111 (2014).  

82 U.S. Patent Litigation Statistics, PATSTATS.ORG, http://www.patstats.org/PatStats2.html (last 
updated Apr. 25, 2014).
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V. Enabling Technology Companies' Concerns About the Threat Posed By 
Inducement Litigation and Why They Matter 

A. Enabling Technologies: Significance and Growth 

In May 2013, the McKinsey Global Institute published a report (McKinsey 
Report) concerning certain technologies that it identified as having the "potential for 
[a] massive impact [or disruption] on how people live and work, and on industries 
and economies." 83 

Among the twelve most potentially disruptive technologies identified by the 
McKinsey report, four fall into the category of information and communication 
technologies, or enabling technologies, that this paper is concerned with. These 
four potentially disruptive technologies are (1) mobile internet, described by the 
McKinsey Report as "[i]ncreasingly inexpensive and capable mobile computing de
vices and internet connectivity;" (2) automation of knowledge work, described as 
"[i]ntelligent software systems that can perform knowledge work tasks involving 
unstructured commands and subtle judgments;" (3) the internet of things, described 
as "[n]etworks of low-cost sensors and actuators for data collection, monitoring, de
cision making, and process optimization;" and (4) cloud technology, described as 
"[u]se of computer hardware and software resources delivered over a network or the 
Internet, often as a service." 84 Notably, these four technologies are also identified 
by the McKinsey Report as having potentially the most significant economic impact 
of the twelve technologies discussed in the report. 85 

The McKinsey Report notes four characteristics that it used to identify poten
tially disruptive technologies. These characteristics are "high rate of technology 
change, broad potential scope of impact, large economic value that could be affect
ed, and substantial potential for disruptive economic impact." 86 The McKinsey Re
port further sets out its analysis in terms of representative metrics of how each of 
the technologies identified fulfills its four criteria.87 The representative metric in
clude "illustrative rates of technology improvement and diffusion," "illustrative 
groups, products, and resources that could be impacted," and "illustrative pools of 
economic value that could be impacted." 88 Examples of the metrics in application 
include, for mobile Internet, a six-fold growth in sales of smartphones and tablets 
between 2007 and 2013 as illustrative of rates of technology improvement and dif
fusion.89 Additionally, the illustrative group that could be impacted for mobile In
ternet includes some 40% of the global workforce (one billion).9 0 For automation of 

83 MANYIKA ET AL., supra note 10, at preface.  
84 Id. at 4 exhibit El.  
85 Id. at 12 exhibit E3.  
86 Id at 2-3.  
87 Id. at 5 exhibit E2.  
88 Id 

89 MANYIKA ET AL., supra note 10, at 5 exhibit E2.  
90 Id
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knowledge work, an increase of over 400 million users of intelligent digital assis

tants and employment costs for knowledge workers being more than nine trillion 

dollars (representing 27% of global employment costs) was illustrative of the rates 

of technology improvement and of the pools of economic value that could be im

pacted. 91 For the internet of things, a 300% increase in connected machine-to

machine devices between 2008 and 2013, resulting in 100 million global machine

to-machine device connections across multiple sectors was illustrative of the rate of 

technology improvement and of the products that could be impacted.9 2 Finally, for 

cloud technology, the two billion users of cloud based services and enterprise IT 

spending of three trillion dollars was illustrative of groups and pools of economic 
value that could be impacted.93 These indicators, along with others described in the 

McKinsey Report, underscore the importance of and growing potential for change 
in enabling technologies.  

Given the importance of the technologies identified by the McKinsey Report, it 

should come as no surprise that these same technologies feature significantly in pa

tent litigation figures. Computer hardware providers, software providers, and online 

service industries all experienced "significant increases" in identified patent litiga

tion decisions between 2007 and 2012.94 

What is clear from the McKinsey data is that these enabling technologies are 

becoming essential to all forms of social and economic life and have enormous po

tential for development and growth in the coming years. Thus, it is not in society's 

general interest for the development of and investment in these technologies to be 

chilled to any degree by the threat of speculative litigation currently posed by in
ducement based patent lawsuits.  

B. Concerns of Enabling Technology Companies Regarding Inducement 
Lawsuits 

The Akamai case spawned a host of amicus briefs opposing the Federal Cir

cuit's inducement-only rule filed either in support of neither party or in support of 

the petitioners. 95 These briefs were submitted to the Supreme Court by parties that 

91 Id.  
92 Id.  

93 Id.  

94 BARRY ET AL., supra note 69, at 14 chart 6b.  
95 A number of amicus briefs were also submitted later in support of the inducement-only rule. Many 

of these briefs referred to the risk of deliberate avoidance of liability by parties colluding to divide 

up performance of method steps. See, e.g., Brief of Amici Curiae Bally Technologies, Inc. et al. in 

Support of Respondents, Limelight Networks, Inc. v. Akamai Techs., Inc., 134 S. Ct. 2111 (2014) 
(No. 12-786), 2014 WL 1319379; Brief of Amicus Curiae Eli Lilly and Co., Supporting Respond
ents, 134 S. Ct. 2111 (2014) (No. 12-786), 2014 WL 1319146; Brief of Amici Curiae Myriad Ge
netics, Inc. & Genomic Health, Inc. in Support of Respondent, 134 S. Ct. 2111 (2014) (No. 12
786), 2014 WL 1478062; Brief of Amicus Curiae Robert Mankes in Support of Respondents, 134 
S. Ct. 2111 (2014) (No. 12-786), 2014 WL 1329891. The amicus briefs referred to in the text of 
this section are those that were submitted opposing the inducement-only rule.
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include International Business Machines Corporation (IBM); Electronic Frontier 
Foundation (EFF); CTIA-The Wireless Association; Consumer Electronics Associ
ation; HTC Corporation; Microsoft Corporation; Google; Cisco Systems, Incorpo
rated; eBay; Facebook, Incorporated; Netflix, Incorporated; Oracle Corporation; 
Red Hat, Incorporated; Vizio,Incorporated; Symantec Corporation; and Yahoo! In
corporated. The list of amici is a lexicon of those involved in or concerned with 
communication and information technologies, many of whom are at the cutting 
edge of those technologies. The briefs articulate not only concern about the Federal 
Circuit's inducement-only rule in Akamai, but also a cynicism that the knowledge 
and intent requirements, supposedly settled by Global-Tech, provide any safeguard 
at all against speculative inducement lawsuits.  

The amicus briefs in Akamai are instructive in describing the technologies that 
the amici believe are threatened by the inducement theory, particularly the induce
ment-only rule in Akamai, because of the interactive and multi-participant nature of 
those technologies. These descriptions confirm the kinds of technologies that Part 
IV of this paper discusses as being vulnerable to inducement litigation. They are 
also consistent with the McKinsey Report's descriptions of the technologies that are 
potentially economically and socially disruptive. 96 

IBM's brief, for example, refers to "cloud computing, where the contributions 
of numerous product and service providers interoperate and are often consolidated" 
and criticizes the inducement-only rule as a way of relieving the burden on patent
ees to "draft their claims to anticipate how their inventions [may] be affected by 
emerging technologies." 97 The amici in another brief, which includes Google, Cis
co, eBay, Netflix, Yahoo!, and others, describe themselves as "leading businesses 
and innovators in information technology and electronics industries. The goods and 
services they provide comprise numerous subsidiary components and operate in 
systems and networks with complex supply, distribution, and use chains."98 The 
brief also characterizes the "information technology environment" as "a diverse lat
tice densely populated by suppliers of complementary goods and services, ranging 
from hardware and software companies to mobile phone carriers and independent 
application developers." 99 The amicus brief of CTIA-The Wireless Association 
describes how in the field of wireless technologies "[w]ireless service providers of
fer the platforms and workable standards that allow the myriad components of the 
wireless ecosystem-such as network infrastructure, mobile devices, and user ap
plications-to interconnect and deliver information to the end user." 10 0 The brief 

96 MANYIKA ET AL., supra note 10, at 5 exhibit E2.  
97 Brief for Amicus Curiae International Business Machines Corp. Supporting Neither Party, 134 S.  

Ct. 2111 (2014) (No. 12-786), 2014 WL 880934, at *4-5.  
98 Brief of Google, Inc. et al. as Amici Curiae in Support of Petitioner, 134 S. Ct. 2111 (2014) (No.  

12-786), 2014 WL 880931, at *1.  
99 Id. at *12.  

100 Brief of CTIA-The Wireless Ass'n as Amicus Curiae in Support of Petitioner, 134 S. Ct. 2111 
(2014) (No. 12-786), 2014 WL 880932, at *7.
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explains that "[t]he simplest wireless transaction involves hundreds if not thousands 

of patented technologies and connects a vast array of different actors-from content 

and application providers to end users-with wireless network providers at the 
hub."101 In its amicus brief, the Intellectual Property Owners' Association observed 
that the issues in Akamai "are important, because interactive systems and interactive 

methods are rapidly developing in the healthcare, e-commerce, financial and other 

industries, as these industries respond to the need for greater efficiency and as they 

develop new methods of using the Internet and other network systems to lower 

costs." 102 

Further, many of the amicus briefs comment, albeit somewhat perfunctorily, on 

the scant role that the knowledge and intent requirement for inducement has played 

as a hurdle for speculative litigants against those involved in the technologies repre

sented by the amici. IBM's brief refers to the "attenuated and one-sided intent re

quirement"' 0 3 for inducement, and complains that the "intent element. . . is not an 

effective shield."104 The Google brief refers to the "inability of the intent require

ment as it is applied to effectively cabin. . . [broad inducement] liability."105 The 
CTIA-Wireless Association brief makes the more general observation that allega

tions of mental state, such as those considered for inducement, are "'easy to allege 

and hard to disprove."" 06 The amici in a brief filed by Altera Corporation, HTC 
Corporation, and others, described in the brief as "innovative leaders in a variety of 

technology fields,"107 complain that the "intent component [of induced infringe

ment] provides no practical protection in view of even pre-Akamai decisions hold

ing that service of a complaint for induced infringement is sufficient to provide the 

requisite knowledge of the asserted infringement, and thus meeting the intent 

threshold." 08 The brief concludes with the statement that "[t]he intent component 

of inducement infringement provides no meaningful protection against litigation 

mischief."109 These comments reflect the low bar that has been established for the 

knowledge and intent requirement for inducement because of reliance on circum

stantial evidence and inference, as well as the operation of willful blindness since 

Global-Tech.  

101 Id. at *13.  
102 Brief of Amicus Curiae Intellectual Property Owners Ass'n in Support of Neither Party, 134 S. Ct.  

2111 (2014) (No. 12-786), 2014 WL 880933, at *5.  
103 Brief for Amicus Curiae International Business Machines Corp. Supporting Neither Party, supra 

note 90, at *3.  
104 Id. at *22.  
105 Brief of Google, Inc. et al. as Amici Curiae in Support of Petitioner, supra note 91, at *20.  

106 Brief of CTIA-The Wireless Ass'n as Amicus Curiae in Support of Petitioner, supra note 93, at 

*19 (citing Nat'l Archives & Records Admin. v. Favish, 541 U.S. 157, 175 (2004)).  

107 Brief of Amici Curiae Altera Corp. et al. in Support of Petitioner, 134 S. Ct. 2111 (2014) (No. 12

786), 2014 WL 827988, at *1.  
108 Id. at *3.  
109 Id. at *14.
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Lastly, the amicus briefs are instructive in articulating how those involved with 
enabling technologies feel threatened by developments in inducement-based patent 
infringement suits, as posited by this paper. The IBM amicus brief warns that the 
inducement-only rule "undermines businesses' ability to proceed with confidence in 
making an investment in new technology.""1 0 In its brief, the Intellectual Property 
Owners' Association argues that "the incentives for investment and disclosure of 
these new interactive methods will be adversely affected by an overly restrictive 
approach to the issues in ... [Akamai]."111 The CTIA-Wireless Association brief 
seeks to warn the Court of the "inhibiting effects the Federal Circuit's 'inducement
only' liability rule will have on American innovation and growth."1 1 2 

These and similar remarks in the amicus briefs reflect a disquiet that the way in 
which the theory of inducement liability is being applied and developed has shifted 
the balance against enabling technologies firmly in favor of plaintiff patentees. To 
many involved with these technologies, it must seem that the element of culpability 
necessary to show active inducement is satisfied merely by making the enabling 
technologies available to providers and customers. This threatens to disincentivise 
development and investment in technologies that the McKinsey Report, among oth
ers, has identified as key to societal and economic development.  

VI. Blunting the Weapon of Inducement 

The inducement-only rule threatened to aggravate a pre-existing problem with 
inducement suits that, for the reasons discussed above, would have made induce
ment an even more troublesome threat to new enabling technologies than it was be
fore Akamai. If a plaintiff patentee is not required to prove direct infringement, but 
can rely instead on the collective acts of multiple parties as performing the steps of 
a method claim, it will be left to the alleged inducer to demonstrate both its lack of 
knowledge of the involvement of those parties, or of their particular applications of 
the technology, and to rebut inferences arising from manuals and operating instruc
tions. At the very least, the alleged inducer will be tied up in litigation and its at
tendant costs for years. For this reason alone, the Supreme Court's reversal of the 
Federal Circuit's decision in Akamai that introduced this new inducement-only con
cept of inducement liability should be welcomed.  

The perceived risk of parties dividing up steps of a method claim between 
them to circumvent a patent and avoid infringement may or may not be a real risk 
that needs to be addressed. However, the solution was not for the Supreme Court to 
uphold the inducement-only rule and broaden the scope of inducement, which 

110 Brief for Amicus Curiae International Business Machines Corp. Supporting Neither Party, supra 
note 97, at *18.  

I Brief of Amicus Curiae Intellectual Property Owners Ass'n in Support of Neither Party, supra note 
102, at *5.  

112 Brief of CTIA-The Wireless Ass'n as Amicus Curiae in Support of Petitioner, supra note 100, at 
*2.
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would have shifted the balance radically in favor of plaintiffs and placed developers 

of new enabling technologies at a disadvantage by virtue of the multi-user nature of 

those technologies. Rather than throwing out the necessity of finding direct in

fringement as a basis for inducement, a better way of dealing with this problem 

would be to revisit the whole question of direct infringement as it relates to method 

claims and reconsider the requirement that a party must perform all the steps of a 

method claim to be liable for direct infringement.1 3 

Obscured perhaps by the recent focus on Akamai and the inducement-only rule 

is the more persistent problem with inducement liability. This problem, outlined in 

Part IV, arises from the analysis of the knowledge and intent requirement for in

ducement, which involves a fact-based assessment of the state of mind of the al

leged inducer, frequently a corporation, to establish culpability for actively inducing 

infringement. The application of this analysis by the courts, relying on circumstan

tial evidence and inference and assisted by the willful-blindness standard, has in 

practice resulted in a low bar for establishing scienter for inducement. Also, be

cause the assessment is heavily fact reliant, the alleged inducer has little chance of 

using dispositive motions to dismiss speculative lawsuits and is locked into costly 

and time-consuming litigation unless it settles the case.  

One solution would be for the courts to adopt a more rigorous approach to the 

analysis of the knowledge and intent element of inducement. Such an approach 

would place less weight on circumstantial evidence and inference, allowing the 

courts to find both knowledge and intent. Further, it would allow the courts to 

properly dissect the knowledge requirement so that knowledge that acts may in

fringe is not so readily inferred from knowledge of mere allegations of infringe

ment. Finally, it would allow the courts to narrowly apply the willful-blindness 

doctrine to evidence of deliberate avoidance of a known risk. In short, the analysis 

would be more grounded in establishing genuine culpability for the underlying in

fringement, however that may ultimately be defined. While a more rigorous ap

proach to the current scienter analysis in individual cases would help to restore the 

balance more in the alleged inducer's favor, such an approach would have to be 

demonstrated over time by the courts in order to disincentivise speculative litigation 

and ameliorate the concerns of the enabling technology community. Also, this solu

tion does not address the problem of the alleged inducer's low likelihood of success 

on dispositive motions.  

Another solution that has been suggested is to treat the inquiry of culpability 

for inducement as a purely objective evaluation of the risk of patent infringement.  

113 BMC Res., Inc. v. Paymentech, L.P., 498 F.3d 1373, 1375 (Fed. Cir. 2007), overruled by Akamai 

Techs., Inc. v. Limelight Networks, Inc., 692 F.3d 1301 (Fed. Cir. 2012). This approach was sug

gested in an amicus brief submitted to the U.S. Supreme Court by William Mitchell College of 

Law Intellectual Property Institute. See Brief of Amicus Curiae William Mitchell Coll. of Law In

tellectual Property Institute in Support of Respondents, 134 S. Ct. 2111 (2014) (No. 12-786), 2014 
WL 1430764, at *5-9, *12-14.
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This solution also includes determining whether someone in the alleged inducer's 
position should have known of the patent infringement." 4 This approach perhaps 
goes further than it needs to in changing the current analysis and carries the risk of 
reintroducing negligence into the inducement analysis. This paper suggests a more 
hybrid approach with an initial objective assessment of the risk of patent infringe
ment as a legal threshold question, similar to that now used in the analysis for will
fulness.'1 5 This would remove the difficulty of trying to assess the alleged inducer's 
state of mind as to complex patent concepts of infringement and invalidity."1 6 If the 
risk of patent infringement is assessed to be objectively high, the next step in the 
analysis ought to preserve the Supreme Court's objective of applying a higher 
standard than recklessness or negligence to the inquiry of whether, in the face of 
this risk, the alleged inducer was culpable. At this stage, the inducer's knowledge 
and intent could be assessed subjectively on the evidence. The objective threshold 
assessment of risk would help to minimize the use of inference at this stage of the 
inquiry when the alleged inducer's conduct can be examined in the context of an 
objectively assessed risk. Such a test would also function as a filter to focus in
ducement actions on those genuinely trying to flout patent rights. Another ad
vantage to introducing an objective-risk standard is that the standard would intro
duce a purely legal element to the analysis, which would render inducement claims 
amenable to summary judgment.' ' For the purpose of any Rule 12(b)(6) motion to 
dismiss the inducement claim, plaintiffs would also need to plead the objective risk 
of infringement on a good faith basis in order to plead a plausible claim for induce
ment.  

VII. Conclusion 

In Akamai, the Supreme Court once again cast the spotlight on active induce
ment of patent infringement. The practical application by the courts of the subjec
tive knowledge and intent requirement for inducement, using circumstantial evi
dence and inference, has set a low bar for finding scienter in inducement cases.  
This has been exacerbated by the introduction in 2011 of willful blindness as an al
ternative standard for knowledge in inducement cases. The affirmation by the Su
preme Court of an inducement-only rule relieving plaintiffs of the burden of prov
ing direct infringement would have broadened the reach of inducement even further.  

The obvious targets for inducement suits are those involved in new information 
and communications, or enabling technologies. These technologies are vulnerable 
to broadly claimed concepts in earlier patents. Since they are characterized by the 
involvement of interoperating providers and end users, enabling technologies are 
also vulnerable to inducement suits where knowledge and intent can be inferred 

114 Rantanen, supra note 9, at 1625, 1633.  
115 In re Seagate Tech., LLC, 497 F.3d 1360, 1371 (Fed. Cir. 2007).  
116 See, e.g., Commil USA, LLC v. Cisco Sys., Inc., 720 F.3d 1361, 1367-69, 1371-72 (Fed. Cir.  

2013).  
117 FED. R. Civ. P. 56(a).
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from circumstantial evidence. This vulnerability would have been heightened by 

the inducement-only rule. These technologies are recognized as being potential 

drivers of future social and economic change, yet those involved in enabling tech
nologies have real concerns that the risk of increased patent litigation based on 

speculative inducement claims threatens to act as a disincentive to the development 
of and investment in these technologies. The balance needs to be shifted in in

ducement based litigation to less favor plaintiffs seeking to make money from pro

viders of enabling technologies and to reduce the vulnerability of those technologies 
to inducement based litigation.  

The rejection of the inducement-only rule by the Supreme Court in Akamai has 

been a good start and sends the right signal to the technology community. A revi

sion of the inducement analysis to introduce an objective threshold test for assessing 
the risk of patent infringement arising from the alleged inducer's acts would go fur

ther in getting the balance right. In addition, it would focus the inducement cause of 

action more on genuine inducers of infringement. Such a change would direct in

ducement cases to circumstances suggestive of genuine culpability. This is in ac

cordance with the original rationale for the theory of indirect infringement.  

VIII. Addendum 

This paper was originally submitted on May 12, 2014, to the Corporate Inno

vation and Legal Policy class at the University of San Diego Law School conducted 

by Professor Orly Lobel. On June 2, 2014, the Supreme Court decided Akamai, re

versing the Federal Circuit's decision that a defendant could be liable for inducing 

patent infringement where no direct infringement has occurred. Among other 

things, the Court referred to 35 U.S.C. 271(f) as an example where Congress spe

cifically imposed liability for inducing activity that does not itself constitute direct 

infringement. Several passages in the paper have been updated to reflect the Su

preme Court's decision that was pending when the paper was originally submitted.  

This paper suggests that a more productive way of addressing the problem of 

infringers avoiding liability through the division-of performance of a method claim 

would be to revisit the question of direct infringement of a method claim, especially 

the requirement that a party must perform all steps of a method claim for it to be li

able for direct infringement. The Supreme Court's decision includes a clear invita

tion to the Federal Circuit to do just that, referring to "the possibility that the Feder

al Circuit erred by too narrowly circumscribing the scope of 271(a).. ." by 

imposing that requirement.118 

Of course, the Supreme Court's decision in Akamai still leaves unaddressed the 

problems with the general application of the law of inducement discussed in this 

paper.  

118 Limelight Networks, Inc. v. Akamai Techs., Inc., 134 S. Ct. 2111, 2119 (2014).
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A.B.A. J.' (July 1, 2014, 3:50 PM), http://www.abajournal.com/magazinearticle/federal 

circuitgets_reined_inoverpatent_fees_in_infringementsuits ("The [U.S. Supreme Court] ...  
has, over the last decade, decided an unusually large number of patent cases, almost always over
ruling the Federal Circuit .... "); Editorial, The Biggest Judicial Losers, WALL S. J., June 13, 
2014, at A12, available at http://online.wsj.com/articles/the-biggest-judicial-losers-1402615642 
("[T]he biggest loser is once again the Ninth Circuit of Appeals. The famously liberal appellate 
court has logged more reversals than any other circuit, having lost 10 of 11 cases."); Timothy B.  
Lee, The Supreme Court Is Struggling to Rein in America's Rogue Patent Court, Vox (June 4, 
2014, 7:30 AM), http://www.vox.com/2014/6/4/5776642/the-supreme-court-is-struggling-to-rein
in-americas-rogue-patent-court ("Between 2004 and the start of 2014, the nation's highest court 
has overruled the Federal Circuit 10 times .... "); Tony Mauro, Federal Circuit Reversed-Yet 
Again-In Patent Cases, LAW.COM (June 2, 2014), http://www.alm.law.com 
/jsp/article.jsp?id=1202657651227&rss=newswire ("The U.S. Supreme Court... unanimously
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heard across the country regarding the role that has been bestowed upon the court 
by Congress. Although such criticism can be expected from academia, it is a rare 
event when a call for reform comes from a federal appellate court judge. It is even 
rarer given that the call came from the distinguished jurist, Diane P. Wood, then 
judge, now chief judge, of the United States Court of Appeals for the Seventh Cir
cuit.3 

In a speech delivered on September 26, 2013, Judge Wood proposed remov
ing exclusive jurisdiction in patent appeals from the Federal Circuit and allowing 
such appeals to be shared among the other federal circuits.5 While Judge Wood 
admitted her proposal undermines the reason Congress created the Federal Circuit,6 

she based her proposal on the theory that it would be better for the country if a vari
ety of voices could be heard in analyzing issues involving patent appeals.' 

Although a variety of opinions in the legal field is always good for the devel
opment of the law, that is not the problem currently facing patent jurisprudence.  
Judge Wood's position, although appealing, would, as proposed, simply compound 
the problem. However, like a soft drink with a wedge of lime, or a pina colada with 
a paper parasol, all Judge Wood's proposal needs is a little twist to reach her goal.  

slapped down the U.S. Court of Appeals for the Federal Circuit, rejecting two of its patent rulings 
just over a month after hearing oral arguments in both cases."); Mark Walsh, A Sixth Sense: 6th 
Circuit Has Surpassed the 9th as the Most Reversed Appeals Court, 
A.B.A. J. (Dec. 2012, 9:30 AM CST), http://www.abajoumal.com/magazine/article/ 
a_sixth_sense_6th_circuithassurpassed_the_9th_as_the_most_reversed_appeal/("[T]he 9th U.S.  
Circuit Court of Appeals has suffered a reputation as being the circuit most at odds with the U.S.  
Supreme Court.. .. But more recently, another federal circuit has reigned as the most re
versed .... In the seven Supreme Court terms completed since the fall of 2005, the 6th Circuit has 
been reversed 31 out of 38times .... "); Jonathan H. Adler, Is the Sixth the New Ninth?, VOLOKH 
CONSPIRACY (Feb. 20, 2011, 3:59 PM), http://www.volokh.com/2011/02/20/is-the-sixth-the-new
ninth/ ("[T]he Sixth Circuit has batted 0-15 over the past three Supreme Court terms. This is quite 
remarkable. No other Circuit has been reversed so consistently over this period.").  

2 Jeremy W. Bock, Restructuring the Federal Circuit, 3 N.Y.U. J. INTELL. PROP. & ENT. L. 197, 
199-201 (2014) (identifying the criticisms expressed in academic literature towards the Federal 
Circuit); David O. Taylor, Formalism and Antiformalism in Patent Law Adjudication: Precedent 
and Policy, 66 SMU L. REV. 633, 645-51 (2013) (summarizing the critical views held by various 
academic authorities towards the Federal Circuit).  

3 See Brian J. Paul, The Seventh Circuit Court of Appeals Gets a New Chief Judge, THE CIRCUIT 
RIDER, Nov. 2013, at 2, available at http://c.ymcdn.com/sites/www.7thcircuitbar.org/resource 
/resmgr/circuit_rider/TheCircuit_Rider_Vol_15.pdf (noting that Diane Wood became the Chief 
Judge of the Seventh Circuit on October 1, 2013).  

4 Diane P. Wood, Keynote Address: Is It Time to Abolish the Federal Circuit's Exclusive Jurisdic
tion in Patent Cases?, 13 CHI.-KENT L. REV. 1, 1 n.* (2013).  

s Id. at 1, 6, 8-10.  
6 Id. at 2, 4.  
' Id. at 9-10.
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I. In the Beginning 

When a patent dispute occurs, the case is initially filed in a federal district 
court having jurisdiction over the case.8 Before 1982, once a final judgment had 
been entered by the district court, an appeal was then taken to the regional circuit 
court having jurisdiction over the district court.9 Appeals from decisions of the 
United States Patent and Trademark Office (PTO) were taken to the Court of Cus
toms and Patent Appeals (CCPA).10 Because the regional circuit courts established 
their own precedents, patent law, like many other areas of the law, varied signifi
cantly between the circuit courts, the PTO, and the CCPA." This naturally led to 
forum shopping.12 

Of course, the Supreme Court had the authority to resolve these disputes 
among the various tribunals. 13 The limited number of patent disputes heard by the 
Court in the decade preceding the creation of the Federal Circuit, however, focused 
on subject matter patentability rather than resolving the increasingly conflicting ju
dicial positions.14 The need for uniformity gave birth to the Federal Circuit.'5 

The Federal Courts Improvements Act of 1982 established two new courts: the 
United States Court of Appeals for the Federal Circuit and the United States Court 
of Federal Claims.16 The statute also abolished the CCPA and the United States 
Court of Claims.'7 One of Congress's goals in establishing the Federal Circuit was 
to create a specialized appellate court for patent cases, with the objective of increas
ing "doctrinal stability in the field of patent law."'8 Congress conceded that "some 
circuit courts [had been] regarded as 'pro-patent' and others 'anti-patent."'"9 The 
conflicts between the circuits, Congress realized, were counterproductive and ex
pensive.20 Congress deemed that the creation of a single appellate court for patents 

would ensure a "more stable and predictable" forum for patent issues.2 ' 

Unlike its sister circuits that are geographic in nature, "[t]he Federal Circuit 
has nationwide jurisdiction over specific subject matters." 22 These subjects involve 

8 Lynda J. Oswald, Simplifying Multiactor Patent Infringement Cases Through Proper Application 

of Common Law Doctrine, 51 AM. Bus. L.J. 1, 6 (2014).  
9 Id.  
10 Id.  

" Id.  
12 Id.  

13 Id.  
14 Oswald, supra note 8, at 6-7.  

15 Id. at 7.  
16 Id.  

17 Id.  

18 S. REP. No. 97-275, at 5 (1981), reprinted in 1982 U.S.C.C.A.N. 11, 15; see also H.R. REP. No. 97
312, at 16-27 (1981) (presenting the purpose, background, and need for the legislation).  

19 H.R. REP. No. 97-312, at 20-21.  
20 Oswald, supra note 8, at 7.  
21 S. REP. No. 97-275, at 6, reprinted in 1982 U.S.C.C.A.N. 11, 16; H.R. REP. No. 97-312, at 23.  
22 Oswald, supra note 8, at 7.
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patents, trademarks, international trade, federal personnel, government contracts, 
veterans' benefits, and public safety officers' benefits. 23 In addition to receiving 
appeals from the federal district courts across the country, the Federal Circuit also 
receives appeals from the United States Court of International Trade, the Patent Tri
al and Appeal Board (formerly known as the Board of Patent Appeals and Interfer
ences), and the Trademark Trial and Appeals Board.2 4 Patent cases come to the 
Federal Circuit not only from the federal district courts, but also from the Patent 
Trial and Appeal Board, the Court of Federal Claims, and the International Trade 
Commission.25 

The Federal Circuit, however, was not designed to be solely a patent appellate 
court.26 Congress's goal was the opposite, with the legislative history establishing 
that: 

The Court of Appeals for the Federal Circuit will not be a 'specialized court,' as that term 
is normally used. The court's jurisdiction will not be limited to one type of case, or even 
to two or three types of cases. Rather, it will have a varied docket spanning a broad range 
of legal issues and types of cases ... .  

This rich docket assures that the work of the proposed court will be broad and diverse and 
not narrowly specialized. The judges will have no lack of exposure to a broad variety of 
legal problems. Moreover, the subject matter of the new court will be sufficiently mixed 
to prevent any special interest from dominating it.27 

Theory does not always mimic reality. Despite Congress's intent to have a 
"rich docket" with "broad and diverse" work, intellectual property cases accounted 
for 48% of the Federal Circuit's docket during the 2013 fiscal year.28 Trademark 
appeals comprised only 2% of the docket, with patent suits comprising the other 
46%.29 In comparison, personnel actions, the second largest category, comprised 
only 17% of the total appeals for 2013.30 Compared to the 2012 fiscal year, these 
figures establish a 1% increase in patent cases, and a 2% decrease in personnel ac
tions, while trademark appeals remained constant. 31 

The idea for the Federal Circuit can be traced to proposals made by the Hruska 
Commission after the Commission studied the caseload problems experienced by 

23 28 U.S.C. 1295 (2012).  
24 Oswald, supra note 8, at 7-8.  
25 Id. at 8.  
26 Id 

27 S. REP. No. 97-275, at 6 (1981), reprinted in 1982 U.S.C.C.A.N. 11, 16.  
28 Appeals Filed, by Category FY 2013, U.S. COURT OF APPEALS FOR THE FEDERAL CIRCUIT, 

http://www.cafc.uscourts.gov/the-court/statistics.html (last visited July 6, 2014) (navigate to 
"Caseload, by Category" section; then navigate to "Appeals Filed" subsection; then follow "2013" 
hyperlink).  

29 Id 
30 Id.  

31 Appeals Filed, by Category FY 2013, U.S. COURT OF APPEALS FOR THE FEDERAL CIRCUIT, 
http://www.cafc.uscourts.gov/the-court/statistics.html (last visited July 6, 2014) (navigate to 
"Caseload, by Category" section; then navigate to "Appeals Filed" subsection; then follow "2012" 
hyperlink).
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federal courts. 32 Although the main recommendation of the Commission, which 
was to create an appellate court that decided cases referred to it by the Supreme 
Court, was rejected, another problem regarding patents caught the eye of Con
gress. 33 

Observed from a historical perspective, the PTO was responsible for initial de
terminations of patentability, yet was given little guidance in that effot.3 4 Although 
the PTO was free to develop its own theories regarding patentability, those theories, 
along with the decisions of its reviewing court, the CCPA, could not be imposed on 
other federal courts. 35 The result was a lack of respect from the federal judiciary. 36 

Because the regional circuit courts eroded the presumption of patent validity, the 
value of patents went into decline. 37 In addition, the fact that patents were so often 
invalidated created the perception that unchallenged patents were a detriment to the 
economy. 38 The resulting myth accused patentees of creating monopolies on inven
tions that were already a part of the public domain.39 

The regional circuit courts only exacerbated this problem by not attempting to 
create uniformity in patent law.4 0 From 1945 to 1957, statistics established that a 
patent was twice as likely to be held valid in the Fifth Circuit than in the Seventh 
Circuit, while the patent had a four times better chance of enforcement in the Sev
enth Circuit than in the Second Circuit.41 This resulted in a forum-shopping spree 
rivaling any Day-After-Thanksgiving special. Forum fights exploded.42 Transfer 
requests were sought, for example, from Texas in the Fifth Circuit to Illinois so that 
the Seventh Circuit could review the case. 43 Such contests were fought in both cir
cuits and eventually appealed to the Supreme Court.44 These volatile and opportun
istic tactics made it impossible for attorneys to advise inventors. 45 The ultimate re
sult was to stifle, rather than to progress the useful arts, divesting the economy of 
incentive to invest in research and development. 46 

32 Rochelle Cooper Dreyfuss, The Federal Circuit: A Case Study in Specialized Courts, 64 N.Y.U. L.  

REV. 1, 6 (1989). The Commission was named in recognition of its chair, Senator Roman Hruska 
of Nebraska. Paul R. Gugliuzza, Patent Law Federalism, 2014 Wis. L. REV. 11, 23 (2014). The 
report may be found at Commission on Revision of the Federal Court Appellate System, Structure 
and Internal Procedures: Recommendations for Change, reprinted in 67 F.R.D. 195 (1975).  

33 Dreyfuss, supra note 32, at 6.  
34 Id.  

3 Id.  
36 Id.  

37 See id.  
38 Id.  

39 Dreyfuss, supra note 32, at 6.  
40 Id. at 6-7.  
41 Id. at 7.  
42 Id.  

43 Id.  

44 Id.  

45 Dreyfuss, supra note 32, at 7.  
46 Id
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The Federal Circuit's single forum mantra to hear appeals regarding patent 
disputes was to eliminate these legal hurricanes. 4 7 The single appellate forum was 
to create a uniform jurisprudence, eliminating the wasteful forum-shopping dramas 
of the past. 48 The stabilized certainty of a single court was designed to promote 
technology and innovation, while facilitating the need for business planning. 49 Fi
nally, the new court was to alleviate the workload on the regional circuits where the 
technical and complex nature of patent litigation required an immense amount of 
time from generalist judges of the regional circuits who were unfamiliar with the 
topic being litigated.50 

II. "Those Who Cannot Remember the Past are Condemended to Repeat 
It"51 

To the average American, the debate regarding the best ways, the best places, 
or the best judges to resolve patent disputes must seem like a group of English 
teachers debating whether a comma should go before the word "and" in a sequential 
listing. Who cares about an Oxford comma? How does that impact me? History 
supplies the answer.  

The patent clause, which also includes copyrights, is located in Article 1, Sec
tion 8, Clause 8 of the United States Constitution.52 The clause provides that Con
gress has the power "[t]o promote the Progress of Science and useful Arts, by secur
ing for limited Times to Authors and Inventors the exclusive Right to their 
respective Writings and Discoveries." 5 3 

In contrast, those freedoms contained in the Bill of Rights, which formed so 
much of the foundation of this country, which have been the source of so much na
tional pride, and which the United States has advocated throughout the world, are 
not a part of the original Constitution. Freedom of religion, 54 freedom of speech, 55 

freedom of the press, 56 the right to peaceably assemble,57 the right to petition the 
government, 58 the right to bear arms,59 the prohibition of unreasonable searches and 
seizures,60 the doctrine of probable cause, 61 the prohibition against double jeop

47 Id.  
48 Id.  
49 Id.  
50 Id.  
5 GEORGE SANTAYANA, Reason in Common Sense, in THE LIFE OF REASON 33, 284 (1905).  
52 U.S. CONST. art. I, 8, cl. 8.  

5 Id.  
54 U.S. CONST. amend. I.  
5 Id.  
56 Id 

5 Id.  
58 Id.  

59 U.S. CONST. amend. II.  
60 U.S. CONST. amend. IV.  
61 Id
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ardyj62 the right to remain silent,63 the concept of due process of law,6 4 the right to 
just compensation when private property is taken for public use,65 the right to a 

speedy trial,66 the right to a public trial,67 the right to an impartial jury,6 8 the right to 
confront witnesses,69 the right to have compulsory appearances of witnesses,7 0 the 
right to counsel, 71 the prohibition against excessive bail,72 the prohibition against 
excessive fines, 73 and the prohibition of cruel and unusual punishment 7 4 are all not a 
part of the original Constitution. They are only amendments to the original docu
ment. Although they are important amendments, they are amendments just the 
same. The founding fathers believed so strongly in the importance of patents and 
copyrights to this country that they secured their protection in the original docu
ment. These wonderful enumerated freedoms were not. They were only added 
through the Constitution's lengthy amendment process. 75 

Placed in this perspective, Congress's concern in eliminating the problems re
garding patent litigation and attempting to create a uniform system to promote the 
progress of the useful arts is understandable. The evidence presented to Congress, 
which resulted in the passage of the Federal Courts Improvements Act of 1982, 
showed a patent litigation system that was prohibiting technological investments 
and inhibiting business planning.76 The evidence showed a result that was the com
plete opposite of the mandate given to Congress by Article 1, Section 8, Clause 8.  

The flaw in Judge Wood's position is obvious. By eliminating the Federal 

Circuit's exclusive jurisdiction, we would merely invite history to repeat itself. The 
"bad old days," as she describes, will return due to the inevitability of circuit 
splits. 77 Judge Wood's hypothesis is that patent law will develop and "benefit from 
a variety of viewpoints." 78 This "variety" will lead to conflicting precedents, which 
Judge Wood sees as providing the Supreme Court with a rich palate to consider in 
resolving such conflicts. 79 

62 U.S. CONST. amend. V.  
63 Id 
64 Id 

65 Id.  
66 U.S. CONST. amend. VI.  
67 Id.  
68 Id.  
69 Id.  

70 Id.  

71 Id 
72 U.S. CONST. amend. VIII.  

73 Id.  
74 Id 
75 U.S. CONST. art. V.  

76 Dreyfuss, supra note 32, at 7.  
77 Wood, supra note 4, at 9.  
78 Id. at 10.  
79 See id
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Ultimately, Judge Wood's premise will lead back to the problems of forum 
shopping, impaired business planning, and decreased research investments. The 
Supreme Court has a limited capacity and thus entertains a limited number of cases 
each term. The Court will simply not be able to resolve all the conflicts that will 
inevitably occur, and the country will slip back into the abyss the Federal Circuit 
was created to eliminate. 80 

Judge Wood also strongly encourages that generalist judges be allowed to ad
dress patent disputes,8 1 a position that would cause considerable problems in the ar
ea of patent litigation. Judge Wood assumes that all federal appellate judges are 
equal in skill, experience, and knowledge. They are not. Her position is the equiva
lent of asking a plastic surgeon to perform brain surgery on the premise that all sur
geons are the same. They are not, just as all federal appellate judges are not the 
same.  

Let us assume a federal appellate judge has a Bachelor of Arts degree in a lib
eral arts major. The judge subsequently receives a law degree and spends his or her 
entire legal career in a small family law firm practicing employment law, ultimately 
receiving an appointment to the federal bench based solely on a spouse's political 
connections. To have a judge with such inferior credentials reviewing a complex, 
multibillion-dollar patent case is an affront to the parties and a blasphemy to the 
Constitution.  

Should a judge with such an inferior background sit on a patent case, one of 
two possible scenarios would occur. In the first, the judge would stumble through 
the legal forests of science, technology, and patent law to reach some decision with 
the sole objective of removing the case from the docket. In the second and more re
pugnant scenario, the case will remain undecided until the judge hires a law clerk 
with the necessary scientific background to understand the technology at issue.  
This results in a law clerk, fresh out of law school, deciding the aforementioned 
multibillion-dollar patent case. Neither scenario is acceptable.  

Judge Wood's proposal also makes an erroneous assumption regarding the 
confirmation of federal appellate judges. Since the creation of the Federal Circuit in 
1982, the President and Senate have not been concerned with the issue of a judicial 
nominee's ability to judge a patent case in the regional circuit courts. Because of 
the Federal Circuit's exclusive jurisdiction, the Senate can focus its patent and tech
nology concerns on confirmation proceedings restricted to that court. The Senate 
need not worry about the ability of a regional-circuit nominee's ability to adjudicate 
patent disputes. With Judge Wood's proposal, this lack of scrutiny by the Senate in 
the regional courts regarding patent law becomes a problem.  

80 See Oswald, supra note 8, at 6-7 (describing the poor state of affairs prior to the creation of the 

Federal Circuit).  
81 Wood, supra note 4, at 7.
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Returning to the federal appellate judge with the liberal arts education and 

questionable judicial credentials, if Judge Wood's proposal is adopted, several ques

tions must then be asked. Would the Senate still have confirmed this nominee? 

Would the Senate have examined the nominee during the Senate hearings different

ly knowing the nominee's total inexperience in patent litigation and the likelihood 

the nominee will review patent cases? Would such an inappropriate nominee have 

been given a Senate hearing? Would the individual have even been nominated? 

These are all questions that inevitably arise under Judge Wood's proposal. Further, 

under Judge Wood's proposal, the nominees, once confirmed as judges, will not be 

deterred from reviewing patent appeals because ineptness is not an impeachable of
fense. 82 

The irony of Judge Wood's proposal is that it allows federal judges to adjudi

cate cases they could never pursue in private practice due to their lack of specialized 

education. To prosecute a patent application before the PTO, a lawyer must be a 

member of the patent bar, which has certain educational requirements.83 Yet, by 

virtue of an appointed position alone, a federal appellate judge would miraculously 

be expected to understand the intricacies and complexities of the issues better than 

the highly specialized litigating attorneys. When one pauses to think about this sce

nario, the result is ridiculous. It defies logic. It offends common sense. But this 

would be the result if Congress allows the regional circuit courts to once again as

sume jurisdiction over patent appeals.  

III. The Ingredients 

Judge Wood's speech can be seen as presenting three areas of concern. How

ever, when these three elements are combined in the right formula, they can create a 

solution that better serves the interests of all involved. These concerns are identi

fied as the Learned Hand element, the Diane Wood element, and the congressional 
element.  

A. The Learned Hand Element 

The Learned Hand element is based on Judge Hand's exasperated plea in 

Parke-Davis & Co. v. H. K. Mulford Co.84 In addressing the patentability of puri

fied adrenaline, Judge Hand stated: 

I cannot stop without calling attention to the extraordinary condition of the law which 

makes it possible for a man without any knowledge of even the rudiments of chemistry to 

82 U.S. CONST. art. II, 4 ("[A]ll civil officers of the United States, shall be removed from Office on 

Impeachment for, and Conviction of, Treason, Bribery, or other high Crimes and Misdemeanors.").  
83 See 37 C.F.R. 11.7 (2014) (listing the qualifications required for registration to practice before 

the PTO); see also U.S. PATENT & TRADEMARK OFFICE, GENERAL REQUIREMENTS BULLETIN FOR 

ADMISSION TO THE EXAMINATION FOR REGISTRATION TO PRACTICE IN PATENT CASES BEFORE THE 

UNITED STATES PATENT AND TRADEMARK OFFICE 4-10 (2014), available at http://iww.uspto.gov 

/ip/boards/oed/exam/OEDGRB.pdf (detailing the numerous requirements and procedures for ad

mission).  
84 189 F. 95 (C.C.S.D.N.Y. 1911).
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pass upon such questions as these. The inordinate expense of time is the least of the-re
sulting evils, for only a trained chemist is really capable of passing upon such facts, e.g., in 
this case the chemical character of Von Furth's so-called 'zinc compound,' or the presence 
of inactive organic substances .... How long we shall continue to blunder along without 
the aid of unpartisan and authoritative scientific assistance in the administration of justice, 
no one knows; but all fair persons not conventionalized by provincial legal habits of mind 
ought, I should think, unite to effect some such advance.  

Judge Hand would have preferred that the individual given the responsibility to 
adjudicate a patent dispute have the "knowledge" to "pass upon" the issues present
ed in the litigation.86 Thus, his element is designed to avoid the undesirable resolu
tion of patent cases "without the aid of unpartisan.. . scientific assistance in the 
administration of justice ... 8."7 To satisfy Judge Hand's concerns, judges who sit 
in judgment on patent cases must have the scientific and educational background 
necessary to properly understand the scope of the litigation over which they preside.  

B. The Diane Wood Element 

The Diane Wood element is summarized by the Judge's view that "there is 
great value in obtaining the views of a number of judges, and there is great value in 
using generalist judges." 88 Judge Wood's concern is that we should try to avoid 
judges who specialize in patent cases. Rather, we should "re-introduce into the 
country the same kind of marketplace of ideas at the court of appeals level that we 
have for almost every other kind of claim." 89 

C. The Congressional Element 

The last, and technically the most important, is the congressional element. For 
all the criticism regarding the Federal Circuit, its functions, its benefits, and its 
faults, the court exists all but for the grace of Congress. What academics and the 
judiciary must remember is that Article III, Section 1 of the Constitution provides 
that "[t]he judicial power ... shall be vested in one supreme Court, and in such infe
rior Courts as the Congress may from time to time ordain and establish."9 0 Con
gress has ultimate control of not only the Federal Circuit's jurisdiction, but also the 
court's ultimate fate.91 

With its ability to strike down any inferior court in this country, one must be 
reminded why Congress took great lengths to create the Federal Circuit. Congress's 
goal was to have one appellate court review patent disputes to stabilize the jurispru
dence in patent law.92 Congress found "some circuit courts [had been] regarded as 

85 Id. at 115.  
86 Id.  

87 Id 

88 Wood, supra note 4, at 7.  
89 Id. at 9.  
90 U.S. CONST. art. III, 1.  

91 See id.  
9 Dreyfuss, supra note 32, at 6-7; Oswald, supra note 8, at 7.
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'pro-patent' and other[s] 'anti-patent' . . . ."93 Due to the expensive and counterpro

ductive impact that diversity among the regional circuits created in the field, Con

gress deemed the creation of the Federal Circuit necessary to ensure a "more stable 

and predictable" forum for patent issues.94 No matter how much criticism can be 

levied against the current system, the Constitution vests Congress with the authority 

to set the rules of the game. One such rule decrees that the Federal Circuit is the 

court to have exclusive jurisdiction over patent appeals. It is within this container 

that the suggested solution is made.  

IV. The Twist of Lime and the Paper Parasol 

Good solutions, like good drinks, are a result of several elements carefully bal

anced and mixed to perfection. However, because humans create law and society, 

there is no perfection. Add lawyers and politicians to the mixture. and chaos ensues.  

A. Long-term Solution 

The long-term solution will never occur. The reason can be stated in one 

word-politics. If Congress truly wants to make the Federal Circuit the court for 

patents, the President will have to nominate, and the Senate will have to confirm, 

only those judicial nominees who are members of the patent bar, or who have the 

scientific background necessary to sit for the patent bar.  

One might argue that to accomplish this, Congress needs to pass a law requir

ing patent bar membership or eligibility to be nominated to the Federal Circuit.  

Such a law is superfluous. The Constitution already provides for this solution. If 

the President nominates an individual to the Federal Circuit who is not a member of 

the patent bar or patent bar eligible, the Senate simply will not confirm the nomi

nee. 95 The Senate is the gatekeeper to the Federal Circuit, as it is to all judicial ap

pointments. 96 

As part of this long-term solution, the President should nominate and the Sen

ate should only confirm nominees with widely different scientific and technological 

backgrounds. Just as different mixes make for great cocktails, the judges on the 

Federal Circuit should not all have backgrounds or degrees in the same sciences.  

Idealistically, such a goal is feasible. There are thousands of lawyers in this country 

with a wide variety of backgrounds who would be more than qualified to sit on the 

Federal Circuit. Blocking this solution is politics.97 Politics is unfortunately the on

ly reason why this very logical long-term solution will never come to pass.  

93 H.R. REP. No. 97-312, at 20-21 (1981).  
94 S. REP. No. 97-275, at 6 (1981), reprinted in 1982 U.S.C.C.A.N. 11, 16.  
95 See U.S. CONST. art. II, 2, c. 2 (subjecting nominations to the "[a]dvice and [c]onsent of the 

Senate").  
96 See id.  

97 See Jonathan N. Katz & Matthew L. Spitzer, What's Age Got to Do with It? Supreme Court Ap

pointees and the Long Run Location of the Supreme Court Median Justice, 46 ARIz. ST. L.J. 41, 53 

(2014) ("Senators tend to vote on [judicial] confirmations based largely on party and ideology.").
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This is not to say that the current judges of the Federal Circuit are bad people, 
bad lawyers, or bad judges. The long-term solution is simply based on Congress's 
reasons for establishing the Federal Circuit. In a fantasy world where everything 
that is done for the country is done for the betterment of its citizenry, the proposed 
long-term solution would contain all three elements of the formula. The Learned 
Hand element that individuals with the necessary training review patent cases is 
met. The congressional element is also satisfied, as the Federal Circuit remains the 
sole circuit with appellate jurisdiction over patent disputes, providing the stability of 
a single voice to address patent issues.  

By process of elimination, the remaining question concerns the satisfaction of 
the Diane Wood element. How do we achieve diversity? Like the slight hint of 
mint in a cool Southern julep, the diversity is there, but it is not as much nor as ob
vious as what Judge Wood advocates. The diversity in the long-term solution is 
created by the variety of scientific backgrounds of the court's members. By only 
confirming nominees with different scientific backgrounds, we are forcing the Fed
eral Circuit to have a vast array of opinions. Lawyers who have degrees, for exam
ple, in biology, engineering, chemistry, physics, computers, and medicine must 
have, by their sheer life experiences, different viewpoints regarding the merging of 
law and science. This diversity of opinion cannot but help the court, as the judges 
must interweave their scientific knowledge and backgrounds to identify the art, to 
identify the prior art, and to determine if the patent in question advances the art in 
accordance with the laws enacted by Congress. 98 

B. Immediate Solutions 

The proposed long-term solution does not address the present. For the long
term solution to work, the judges of the Federal Circuit who do not have the re
quired scientific backgrounds would have to retire. Given the ages of some of the 
current judges, this could take decades. 99 With the future solution currently una
vailable, there are two solutions that can address the present. The first could be 
immediately implemented, and the second would require legislation.  

98 See 35 U.S.C. 102-103 (2012) (defining prior art and certain conditions for patentability, in
cluding novelty and non-obviousness); KSR Int'l Co. v. Teleflex Inc., 550 U.S. 398, 415-22 
(2007) (clarifying the obviousness standard); Bonito Boats, Inc. v. Thunder Craft Boats, Inc., 489 
U.S. 141, 148-51 (1989) (cataloging the requirements for patentability); Bernard Chao, The In
fringement Continuum, 35 CARDOZo L. REV. 1359, 1367 (2014) (discussing broad patent claims); 
Jeffrey M. Kuhn, Patentable Subject Matter Matters: New Uses for an Old Doctrine, 22 BERKELEY 
TECH. L.J. 89, 109-10 (2007) (noting the problems with abstract patent claims).  

99 See, e.g., Biographical Directory of Federal Judges, FED. JUDICIAL CTR., http://www.fjc.gov 
/servlet/nGetlnfo?jid=3489 (last visited Aug. 17, 2014) (showing Judge Todd M. Hughes was born 
in 1966).
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1. Designations 

The immediate solution is to have the Chief Justice, pursuant to 28 U.S.C.  

291,100 designate all federal circuit judges around the country who are members of 

the patent bar or are patent bar eligible to sit by designation on the Federal Circuit.  

The contemplated appointments may be made "in the public interest." 101 The ap

pointments may be made upon the request of the chief judge or the circuit justice of 

the circuit.102 Currently, Chief Justice Roberts is the circuit justice for the Federal 

Circuit.103 Therefore, the designation decisions are his alone. Following the desig

nations, the Federal Circuit could then randomly create three-judge panels using the 

designated judges and the patent bar or patent bar eligible judges of the Federal Cir

cuit to hear appeals of patent cases.  

Under this solution, the Judge Hand element is met because judges with spe

cialized scientific backgrounds would adjudicate patent cases. The congressional 

element is satisfied as the Federal Circuit would retain exclusive jurisdiction over 

patent litigation and could continue to create consistent jurisprudence. Whether the 

Supreme Court would ultimately agree with the panel decisions is a different ques

tion, but Congress's concerns of forum shopping and inconsistent circuit court deci

sions are still avoided.  

Even the Diane Wood element is satisfied. Judge Wood wants to have a "mar

ketplace of ideas at the court of appeals level that we have for almost every other 

kind of claim." 104 The proposed solution would create a freer market than currently 

exists. Under the designation plan, judges from all over the country would be al

lowed to sit on the Federal Circuit and adjudicate patent cases. These adjudicators 

would be generalist judges in their respective courts, a point Judge Wood desires. 10 5 

Further, her theme that "there is great value in obtaining the views of a number of 

judges" 106 is also satisfied. The only restriction in Judge Wood's plan is that her 

free-for-all position is not met. It is tempered by Judge Hand's concerns. Yes, gen

eralist judges would be provided. Yes, judges from across the country would have 

the ability to entertain patent appeals. Yes, many other judicial ideas could be ex

pressed. The twist of lime is that the designated judges must qualify for the desig

nation based on their educational backgrounds or patent bar membership. In that 

way, we avoid being forced to rely on our prototypical liberal arts judge to assess 

100 28 U.S.C. 291(a) (2012) ("The Chief Justice of the United States may, in the public interest, des

ignate and assign temporarily any circuit judge to act as circuit judge in another circuit upon re

quest by the chief judge or circuit justice of such circuit.").  
101 Id.  
102 Id 
103 Allotment of Justices, 2010 WL 3743874 (U.S. Sept. 28, 2010), available at http://www 

.supremecourt.gov/orders/courtorders/ALLOTMENTORDER9-
2 8 -10.pdf (last visited Aug. 18, 

2014) (assigning Supreme Court Justices among the circuit courts pursuant to 28 U.S.C. 42 

(2012)).  
104 Wood, supra note 4, at 9.  
105 Id. at 7.  
106 Id.
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the varying patentability of a four-barrel carburetor, a regenerative braking system, 
and the flux capacitor. 107 

Admittedly, there is a problem with this solution. The problem occurs when a 
petition for rehearing en banc is filed. Under Federal Rule of Appellate Procedure 
35, "[a] majority of the circuit judges who are in regular active service and who are 
not disqualified may order that an appeal or other proceeding be heard or reheard by 
the court of appeals en banc." 108 The grant of en banc review would allow those 
judges of the Federal Circuit without a science background or patent bar member
ship to hear the case; thus, much of the Judge Hand element is eliminated from the 
equation. The congressional element remains as the Federal Circuit would retain 
exclusive jurisdiction, and a uniform policy could be announced. However, the 
Judge Wood element is not met because the large variety of judges from different 
circuits would not be allowed to voice their viewpoints.  

Although the en banc procedure would modify the proposal that only scientifi
cally trained judges ought to hear patent appeals, en banc review is not easily ob
tainable. Under Rule.35, "[a]n en banc hearing or rehearing is not favored and or
dinarily will not be ordered unless: (1) en banc consideration is necessary to secure 
or maintain uniformity of the court's decisions; or (2) the proceeding involves a 
question of exceptional importance." 109 Given the high standard by which en banc 
review may be obtained, the net impact of this procedure to the proposal would be 
slight.110 

2. Look to Bankruptcy 

The second immediate solution may be found in bankruptcy. Congress, under 
its authority provided by Article 1, Section 8, Clause 4 of the Constitution, created a 
nationwide system of bankruptcy courts.111 As part of that system, Congress creat
ed, pursuant to 28 U.S.C. 158, Bankruptcy Appellate Panels (BAPs). 112 BAPs are 
panels of three bankruptcy judges who are authorized to hear appeals of bankruptcy 
court decisions.'1 3 BAPs are a unit of the federal courts of appeals. 114 

107 Hint: one is obsolete while another awaits reduction to practice.  
108 FED. R. APP. P. 35(a).  
109 Id 
110 See Appeals Terminated on the Merits, U.S. COURTS, http://www.uscourts.gov/uscourts/ 

Statistics/JudicialBusiness/2013/tables/SO1 Sep 13.pdf, for en banc statistics showing that of the 
37,820 federal appeals terminated on the merits after oral hearings or submission on briefs nation
wide during the twelve-month period ending on September 30, 2013, only 45 cases were granted 
en banc review. The statistics do not include dispositions by the Federal Circuit, the only circuit 
that is not included in the national statistical tables. According to one survey, during the 2012
2013 term, the Federal Circuit issued only 3 en banc opinions in 120 precedential patent cases.  
GIBSON DUNN, FEDERAL CIRCUIT YEAR IN REVIEW 2012/2013 1 (2014), available at 
http://www.gibsondunn.com/publications/Documents/Federal-Circuit-2012-20l3-Year 

-in-Review.pdf 
1" U.S. CONST. art. I, 8, cl. 4.  
112 28 U.S.C. 158(b)(1) (2012).  
113 Id. 158(c)(1).
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Section 158 sets forth the jurisdiction for appeals of bankruptcy decisions and 

authorizes the establishment of BAPs upon the order of the circuits' judicial coun

cils." 5 BAP judges serve as active bankruptcy judges in addition to their duties on 
the appellate panel."1 6 Appeals from dispositive orders of bankruptcy judges may 

be taken to the district court"7 or a BAP (if one has been established and the district 

has chosen to participate),1"8 with a further appeal as a matter of right to the court of 

appeals for that circuit.119 Currently, the United States Courts of Appeals for the 

First, Sixth, Eighth, Ninth, and Tenth Circuits have established BAPs.1 20 

The paper parasol of this proposal requires legislation from Congress. To meet 

the concerns of the three elements in our solution, it is proposed that a BAP-like 

panel be created exclusively for patent appeals. The members of the three-judge 

panels may be created from a panel of regional circuit judges, with the condition 

that only those judges with scientific or patent barcredentials may sit on the panel.  

The panel would sit in the designated city for the applicable regional circuit. Due to 

the limited number of qualified judges in each regional circuit who meet these crite

ria, designations from other circuits may have to be made to satisfy the educational 
requirements of these panels. Following a decision of this special panel, various 
and extremely interesting options become available.  

The first option is any appeal from this panel would go to the Federal Circuit, 

which may process the appeal in normal course as it would any other appeal. This 

would mimic the appellate process of decisions from the BAP panels.'2 ' The ad

vantage of this option lies in the Federal Circuit's incentive to place significant reli

ance on a decision issued by a specialized three-judge panel. The Judge Hand, 

Judge Wood, and congressional elements are all satisfied as specifically educated 

judges, who are generalist judges in the regional circuits, examine patent appeals, 

all the while subject to the authority and review of the Federal Circuit.  

The problem with this option is that it just creates another expensive layer of 

litigation if the parties are allowed to appeal to the Federal Circuit for another three

judge panel review. To avoid this essentially meaningless process, the special 

three-judge panel decision could become the decision of the Federal Circuit, bind

ing across the country, subject to review by the Federal Circuit sitting en banc or by 
the Supreme Court.  

114 See id. 158(d)(1) (granting jurisdiction of appeals from the BAP to the court of appeals).  
115 Id. 158(b)(1).  
116 Id. 158(b).  
117 Id. 158(c)(1).  
118 28 U.S.C. 158(c)(1) (2012).  
119 Id. 158(d)(1).  
120 Bankruptcy Appellate Panels, U.S. COURTS, http://www.uscourts.gov/FederalCourts/Understandin 

gtheFederalCourts/CourtofAppeals/BankruptcyAppellatePanels.aspx (last visited July 6, 2014).  
121 28 U.S.C. 158(d)(1) (2012).
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Even this procedure creates some more procedural options. The en banc re
view may be before a) the judges in active service for the Federal Circuit as Rule 35 
currently provides; b) the entire Federal Circuit, allowing members of the special 
patent panel who issued the original opinion to also vote and sit for any en banc re
view; or even more radically, c) allowing the entire pool of judges who are qualified 
to sit on the special patent-appeals panels to vote for en banc review. If the voting 
pool becomes overwhelming large, this option must be tempered. A maximum 
number of judges could be established by statute that are allowed to vote on an en 
banc petition. If the pool exceeds the number established by statute, a random draw 
from the pool of qualified judges may be made by the Clerk of the Federal Circuit 
to create the en banc voting panel.  

It would be ridiculous to require such a large number of available judges to 
convene in Washington D.C. to hear an en banc case. Should legislation allow such 
an option, the rules of the United States Court of Appeals for the Ninth Circuit pro
vide guidance. Under Ninth Circuit Rule 35-3, all the active judges of the Ninth 
Circuit do not convene en banc.122 Rather, the en banc panel consists of the chief 
judge of the circuit and ten additional judges that are drawn by lot from the active 
judges of the court. 123 In the absence of the chief judge, an eleventh active judge is 
drawn by lot, and the most senior active judge on the panel presides.12 4 If a judge 
whose name is drawn for a particular en banc court is disqualified, recused, or is 
unable to sit at the time and place designated for the en banc case or cases, the judge 
notifies the chief judge who then directs the Clerk of Court to draw a replacement 
judge by lot.121 In appropriate cases, the court may order a rehearing by the full 
court after a hearing or rehearing en banc.126 This rule provides excellent guidance 
in determining the composition of an en banc court under the proposed scenario.  

Although the Ninth Circuit provides for a panel of eleven judges, it is proposed 
that the en banc court, drawn from the pool, be composed of a similar number of 
judges, with the Chief Judge of the Federal Circuit presiding. Because the en banc 
panel would be under the jurisdiction of the Federal Circuit, it would be logical that 
the presiding judge of the en banc panel, as it is in the Ninth Circuit, be the Chief 
Judge of the Federal Circuit. Should the Chief Judge of the Federal Circuit be 
recused, then the senior most active judge shall preside, just as it would occur in the 
Ninth Circuit.127 As the Federal Circuit is an authorized twelve-person judgeship,'12 8 

it is suggested that the composition of judges under this process also be twelve, so 
as to be reflective of the congressionally authorized positions for that court. Of 

122 9TH CIR. R. 35-3.  
123 Id.  
124 Id 
125 Id 
126 Id 

127 Id.  
128 28 U.S.C. 44(a) (2012).
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course, any decision of this panel would still be subject to review by the Supreme 
Court.  

The second option is not to limit these special patent panels to the regional cir
cuits, but to open them up to the entire pool of specially educated judges throughout 
the nation. The pool would be drawn in Washington, and the panels would sit in 
Washington. These panels would then render a decision from the Federal Circuit, 
with nationally binding precedent, subject to en banc and Supreme Court review.  
Again, this option creates all the issues and additional options discussed before, ex
cept the decisions are not out of the regional circuits subject to Federal Circuit re
view, but rather are directly out of the Federal Circuit.  

3. Mixology 

As the various options establish, the immediate solutions to the complaints re
garding the Federal Circuit can be complicated. But the entire premise of this exer
cise is to create a solution which will meet three objectives: 1) require review of pa
tent litigation by judges who have the educational background to do so, defined as 
being a member of the patent bar or with patent bar eligibility; 2) provide, as much 
as possible given the restriction of the first element, for a diverse marketplace of ju
dicial opinions; and 3) create a uniform voice in the area of patent law under the ex
clusive jurisdiction of the Federal Circuit.  

Although the long-term solution to appoint and confirm judges with only sci
ence backgrounds to the Federal Circuit is not likely to occur due to politics, and 
designation appointments provide only a temporary solution, the answer lies in leg
islation. Legislation will allow the Federal Circuit to draw on the talents and expe
riences of judges across the country with science backgrounds, to join their brethren 
on the Federal Circuit in a united attempt to address the difficult and complex issues 
facing this country's patent system in today's rapidly changing economic and tech
nological environments.  

But the legislation cannot stop there. It must provide for a panel of judges with 
the same scientific qualifications, drawn from the same pool of judges who are eli
gible to hear a patent case on a three-judge panel, to preside over an en banc rehear
ing. To do otherwise would nullify creation of the special patent panels.  

The number of randomly chosen judges for the en banc panel should be limited 
to twelve judges to reflect the active judicial positions authorized by Congress for 
the Federal Circuit. 129 The en banc panel should include the original three-judge 
members who heard the case, which is consistent with other cases heard en banc, 
with an additional eight, randomly drawn members. The Chief Judge of the Federal 
Circuit will be the presiding and twelfth member of the en banc panel. Because this 
pool will also be responsible for comprising the en banc panel, the petition for en 
banc review should be directed to all members of the pool. This will allow the 

129 Id.
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