
 

  1 
 

1 

Intellectual Property Landscape:  
Cases and Trends to Follow in 2010  
BY ROBERT M. MASTERS AND BROCK S. WEBER  

Introduction 

In the coming year we anticipate a series of decisions that have the potential to impact intellectual 
property law and the way we advise our clients. This article highlights some of the cases pending and 
which we are watching as each presents an important intellectual property issue for decision. The 
article also addresses some of the more important court decisions from 2009 that will affect the 
intellectual property landscape in 2010 and beyond. Lastly, we take a look at a continuing trend in the 
intellectual property marketplace and some key legislation. 

Case Trends to Watch 

The cases highlighted below present issues that will have a significant impact on intellectual property 
law. Some of the cases below are pending appeal at some level and should be monitored, as their 
outcome will likely have great impact. We also discuss a few cases that were recently decided because 
their ramifications on other courts and on the intellectual property landscape in general will be 
important in the coming year. 

Patent-Eligible Subject Matter – Update on Bilski 

We await the Supreme Court’s decision on what constitutes patent-eligible subject matter.1 In Bilski et 
al. v. Kappos, No. 08-964, the Supreme Court will decide on the patentability of Bilski’s claimed 
method of hedging risks in commodities trading. More important, however, will be the Court’s decision 
on the larger issue as to the appropriate legal standard of what constitutes patent-eligible subject 
matter for method patents. In this regard, the Federal Circuit’s recently fashioned “machine or 
transformation test” (according to which methods must be tied either to a particular machine or 
physically transform specific subject matter in order to be patentable) is under review by the Supreme 
Court. 

Naturally, many in the patent community are currently trying to devine how the Supreme Court will 
rule on the matter after it heard oral arguments in Bilski on November 9, 2009. It appears from the 
hearing transcript that the Justices are reluctant to find Bilski’s methods patent-eligible, especially 
considering that they arguably do not involve any physical steps or produce a concrete result. These 
concerns may indicate that the Justices will hone in on an overall standard of patent-eligibility similar 
to prior tests that hinged on whether a method produced concrete, tangible results.  
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Accordingly, the Justices seem likely to adopt a standard different from the “machine or 
transformation” test, which can be too broad in allowing a trivial method connected to a machine to be 
patent-eligible and too narrow in disallowing innovative medical diagnostic techniques, for example. 
There seemed to be adequate indications from the Justices, however, to predict that the Court will 
adopt a standard for business method and software patents that is stricter than a standard that would 
allow for patents on any non-abstract method.  

Who Should Decide Obviousness – the Judge or Jury? 

It is almost taken for granted in current patent litigation that the case will be heard before a lay jury. 
The Supreme Court was presented with the opportunity to determine the appropriateness of this 
practice, however, when it comes to the question of a patent’s obviousness. Specifically, the recent 
petition for certiorari in Medela AG v. Kinetic Concepts, Inc.2 sought the Court’s review on whether a 
patent infringement defendant has the right to an independent judicial determination regarding 
whether asserted patent claims are “nonobvious subject matter” under 35 U.S.C. § 103. Citing the 
Court’s recent opinion in KSR Int’l,3 the petition sought to establish such a right because the Court has 
long held that the ultimate judgment of obviousness is a legal determination.  

In our view, the prospects for the granting of cert. were uncertain and unlikely given that the Court is 
already reviewing the Bilski decision. Ultimately, the Court declined to take-up this issue for review. To 
do otherwise could send widespread reverberations throughout the patent bar. For example, lay juries 
inject uncertainty into the process as they simply vote “yes” or “no” on questions of obviousness. 
Thus, defendants would feel more fortified in fighting, rather than settling, patent infringement suits if 
they had the right to a judicial determination on obviousness.  

Is There A Separate Written Description Requirement Under Section 112? 

Amid considerable criticism, courts have long held that there is a written description requirement 
under paragraph 1 of 35 U.S.C. § 112 that is separate from the requirement that a patentee enable 
others to practice the claimed invention. In other words, apart from enabling the invention, a patentee 
must also show that she has possession of the claimed subject matter and provide notice to the public 
of what she considers to be the invention.  

This separate written description requirement was essentially created by the Federal Circuit in the 
case of Regents of the University of California v. Eli Lilly & Co., 119 F.3d 1559 (Fed. Cir. 1997). 
Specifically, in singling out chemical and biotechnology patents, the Federal Circuit held that the 
written description must provide “a precise definition, such as by structure, formula, chemical name, 
or physical properties, not a mere wish or plan for obtaining the claimed chemical invention.” 
Differences between the enablement and written description requirements have since become 
apparent. In the chemical field, for example, a patent’s specification must provide detailed 
descriptions of the chemical formulae for practically all variations of a claimed class of compositions. 
Without a separate written description requirement, however, the patent applicant may only need to 
provide a simple description of a method to arrive at a representative set of the claimed class of 
compositions so as to enable others to practice the invention. 

Similarly, in the biotechnology industry, the current written description requirement provides that a 
claimed genus of genetic material cannot be adequately described by reference to a subset of species, 
even though reference to the subset of species may be enough to enable one skilled in the art to 
arrive at any member of the genus. In fact, this was the issue in Regents of the University of 
California, where the Federal Circuit held that the identification of rat insulin DNA and a method to 
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isolate human DNA in the specification was not sufficient to support claims directed to human DNA (or 
mammalian DNA in general). 

The burden and controversy related to a separate written description requirement may quiet 
somewhat in the near future, however. The Federal Circuit has decided to weigh in on this debate by 
granting a petition for rehearing en banc in Ariad Pharm., Inc. v. Eli Lilly & Co, No. 2008-1248. As oral 
arguments were made on December 7, 2009, the Federal Circuit will address in its forthcoming 
decision whether there is a separate written description requirement and, if there is, the scope and 
purpose of the requirement.  

This decision will greatly impact how patents are drafted, especially in the biological sciences field 
where the disclosure of working or prophetical examples is difficult, expensive and time consuming, or 
commercially undesirable. While a separate written description requirement may help ensure that a 
patent applicant has invented what is claimed, it may be unduly burdensome or impossible to describe 
every feature of a claimed invention. Further, if the separate written description requirement is 
abolished, litigation strategy will also need to be significantly adjusted. Currently, whenever a claim is 
construed to cover more than the examples described in the specification, the plaintiff is vulnerable to 
an invalidity attack based on the written description requirement. Without a written description 
requirement, defendants will be forced to rely on the enablement doctrine and, therefore, the focus 
will be less on what is explicitly disclosed by the specification and more on what is taught by the 
specification. 

Patent Pools and Patent Misuse 

In certain industries, such as the electronics industry, rival companies will usually seek to create an 
industry-wide standard for new technologies. Famous examples include the battle between the 
Betamax and VCR home video standards in the 1980’s and, more recently, the battle that was won by 
Sony’s Blu-Ray standard over Toshiba’s HD standard for high definition video formatting. Certain 
issues arise, however, when different coalitions of companies lock-up their proposed standard with 
patent protection. 

For instance, competitors that are on the losing end of the standards debate usually face the decision 
between becoming infringers in the new market or obtaining the necessary licenses from the 
companies that obtained patents covering the adopted standard. This situation is ripe with potential 
for patent infringement actions and for allegations of patent misuse and antitrust violations.  

Such is the case in the long running dispute between Princo Corp. and U.S. Phillips Corp. concerning 
technology directed to recordable compact discs (CD-R) and re-writeable compact discs (CD-RW). 
Specifically, Phillips and Sony jointly developed a technical standard in the late 1980’s and early 
1990’s called the “Orange Book” for the manufacture and playback of CD-R’s and CD-RW’s and agreed 
to pool their Orange Book-related patents. Phillips would only license the entire pool of patents and 
only for the purpose of producing Orange Book-compliant discs. Individual patent licenses were not 
granted.  

Princo initially obtained a license to the pool, but then ceased royalty payments, which lead to Phillips’ 
ITC investigation for patent infringement. Princo defended itself by asserting that Phillips had misused 
the patents-in-suit (rendering them unenforceable) under a number of theories, including that Princo 
was forced to license a Sony patent that was not essential to producing Orange Book-complaint discs. 
In this way, Princo and other companies were foreclosed from developing an alternative standard 
based on the technology disclosed in the related, but non-essential patent. 
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The permissible legal framework for these types of situations may change, as the Federal Circuit 
recently decided in Princo Corp. v. ITC, No. 2007-1386, to rehear the case en banc to decide whether 
the arrangement between Philips and Sony was impermissibly anti-competitive and, if so, whether it 
constitutes patent misuse. The forthcoming decision will affect industries with standards and how 
companies can create patent pools without running the risk or engaging in patent misuse or possibly 
violating the antitrust laws. Oral arguments are set for March 3, 2010. 

Further Limiting the Defense of Inequitable Conduct 

The defense of inequitable conduct has long-been a somewhat overused quiver in the patent 
defendant’s bow. Recognizing this, the Federal Circuit has incrementally scaled-back the defense by 
raising the bar on proving its elements. This precedent continues with the Federal Circuit’s recent 
decision in AstraZeneca Pharm. LP v. Teva Pharm. USA, Inc, No. 2008-1480, which elaborates on the 
implications of its previous decisions, including the Larson Mfg. opinion4. In AstraZeneca, the Federal 
Circuit soundly rejected the notion that a defendant can make a proportionally lesser showing of intent 
to deceive the PTO if it has shown that the alleged omission or representation was highly material. In 
other words, the requirements are independent of one another, and both need to be shown by clear 
and convincing evidence. Namely, to show inequitable conduct, the proponent must prove by clear 
and convincing evidence that someone (1) made an affirmative misrepresentation of material fact, 
failed to disclose material information, or submitted false material information, and (2) intended to 
deceive the USPTO.  

The Federal Circuit has further sought to restrain the defense of inequitable conduct in its decision in 
Exergen v. Wal-Mart Stores, Inc., Nos. 2006-1491 & 2007-1180 (Aug. 4, 2009). In this case, the 
Federal Circuit held that the requirements of pleading fraud apply to the defense of inequitable 
conduct. Specifically, the Federal Circuit held “that in pleading inequitable conduct in patent cases, 
Rule 9(b) requires identification of the specific who, what, when, where, and how of the material 
misrepresentation or omission committed before the PTO.” Pleading “who” requires the identification 
of an individual; specifying an organization is insufficient. Pleading “what” must include the particular 
claim and limitations to which a reference is relevant if it is alleged that a reference was withheld. 
Pleading “where” means that the party alleging inequitable conduct must show where in a reference 
the material information can be found. Further, one must show “why” the reference is not cumulative, 
as well as “how” a patent examiner would have used that reference to evaluate the claims when it is 
alleged that a reference was withheld, for example. Accordingly, pleadings that simply restate the 
substantive elements of inequitable conduct without laying-out “particularized factual bases” will be 
insufficient and subject to dismissal. 

The pleading must also “allege sufficient underlying facts from which a court may reasonably infer that 
a party acted with the requisite state of mind,” even though Rule 9(b) permits intent and “other 
conditions of mind of a person” to be “averred generally.” The alleged facts, therefore, must permit a 
reasonable inference that the person “(1) knew of the withheld material information or of the falsity of 
the material misrepresentation, and (2) withheld or misrepresented this information with a specific 
intent to deceive the PTO.” Further, pleading intent on the basis of “information and belief” requires 
the proponent to allege the specific facts that constitute the “information” and plausibly support the 
“belief.” In this regard, the Federal Circuit in Exergen seemed to be mindful of the heightened 
pleading requirements recently set forth by the Supreme Court in Bell Atlantic Corp. v. Twombly5 and 
Ashcroft v. Iqbal6, even though the Federal Circuit did not cite either of those decisions.  
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The impact of Exergen should be closely monitored in courts across the country, as this may be the 
boldest step forward to-date in the effort to control the defense of inequitable conduct. For one, there 
is likely to be more motions to dismiss inequitable conduct defenses during the pleading stage of the 
case. Also, some patent owners may now feel more comfortable in asserting a patent with a less-than-
stellar prosecution history. 

Tightening Patent Damages 

Patentees beware – the Federal Circuit will look skeptically upon large damage awards for 
infringement by small features of a defendant’s product. Further, the home-field advantage that 
plaintiffs seek with a careful selection of venue and jury pool may be tempered, as the ability to obtain 
damages for the entire market value of an infringing product from a sympathetic jury may become 
more difficult.  

Either way, both sides in a patent suit will need to be more mindful of sound economic principles when 
arguing damages, as the Federal Circuit recently vacated a $358 million damages award in Lucent 
Technologies, Inc. v. Gateway, Inc., Nos. 2008-1485, -1487, -1495, where the jury awarded a lump-
sum royalty to Lucent based on the “entire market value” rule. Specifically, the jury awarded Lucent a 
royalty on the entire market value of Microsoft Outlook and other Microsoft products (which is 
approximately $8 billion) that infringed the claimed “date picker” method of the patented invention, 
even though this feature is but a small part of these software products and there was no evidence of 
the value of the feature or how often it was used. Instead, each party relied primarily on different 
licenses between Microsoft and various third-parties to show what the damages should be by 
comparison. 

The Federal Circuit examined the economical realities of the case, discounted both sides’ evidence, 
and vacated the award based on a common-sense examination of the Georgia-Pacific factors.7 The 
court primarily addressed the use of comparable licenses in determining a reasonable royalty and the 
use of the entire market value rule. First, the court held that a license must involve similar technology 
as that involved in the case for the license to have any bearing on what the parties would have agreed 
to in a hypothetical negotiation setting a reasonable royalty. The license, therefore, needs to be of the 
same type as the one upon which the reasonable royalty is based (e.g., lump-sum versus running 
royalty and exclusive versus non-exclusive). Otherwise, the parties need to show how the two 
different licenses can be compared. This may involve an examination of the business and economic 
realities at play between the two sides and how to “convert” one type of license to the other. 

Second, the court addressed the controversial entire market value rule – which provides that the 
royalty shall be based on the sales volume of the entire infringing product if the patented technology 
is the primary or sole driver of consumer demand – by dissecting the issue of what should be the 
proper royalty base from the issue of damages allocation. The court observed that both sides may 
have good reason to use the revenues for the overall product as the royalty base because these 
figures are easier to obtain and audit. The actual value provided by the infringing feature, however, 
can be accounted for by adjusting the royalty percentage accordingly. In this case, for example, it 
may have been appropriate to use the $8 billion royalty base, but with a royalty rate of less than 1 
percent instead of 8 percent. 

The court’s approach in Lucent is a signal to judges to ensure the appropriate use of evidence and the 
soundness of proffered methodologies in determining damages for patent infringement. Any damages 
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award must be based on sufficient evidentiary support and should only account for the value of the 
patented technology.  

The Federal Circuit’s willingness to engage in this analysis, therefore, may obviate the need for patent 
damages reform, which has been tied up by political debate for years. Still, further guidance from the 
Federal Circuit or Supreme Court would be helpful to clarify the standard of proof for showing 
damages and the standard to apply for apportioning damages. There are many components to the 
damages analysis, many types of industry players (e.g., patent holding companies and large, 
international firms such as Microsoft), and it is hard to properly structure deals with intellectual 
property ramifications if the value of that property is subject to the uncontrolled whims of the judge or 
jury. For example, it is difficult to negotiate indemnification for patent infringement in a business deal 
if the standards for determining patent damages are not made clearer. As such, it will be interesting to 
see how the courts handle this issue further in the coming year and beyond. 

Standing and Declaratory Judgment Actions 

Deciding what to do after receiving a “warning” letter from a patent holder can be tricky. Savvy 
patentees carefully draft these letters to avoid directly asserting any patent rights against a company, 
so as to prevent the company from obtaining standing to institute a declaratory action for non-
infringement and invalidity. Patentees realize, after all, that their choice of venue will play a significant 
role in their potential litigation strategy, and giving a company grounds (i.e., standing) to choose a 
jurisdiction first destroys that advantage.  

Accordingly, it will be interesting to see how patentees give notice to suspected infringers in 2010 and 
beyond considering a recent ruling from the Federal Circuit that suggests a departure from past 
precedent in determining standing to sue for a declaratory judgment. In Hewlett-Packard Co. v. 
Acceleron LLC, No. 2009-1283 (Dec. 4, 2009), the Federal Circuit reversed a lower court decision that 
dismissed HP’s declaratory judgment action for lack of an actual case or controversy. The Federal 
Circuit held that Acceleron had made implied assertions of its patent rights against HP and its blade 
server products and that HP contested these assertions. 

Specifically, Acceleron first approached HP with a letter that identified the patent at issue, which 
Acceleron described as “relat[ing] to Blade Servers.” Acceleron requested an “opportunity to discuss” 
the patent with HP, imposed a two-week deadline on HP to respond, and requested that HP “not file 
suit” in the meantime. In response, HP requested a 120-day litigation standstill for the parties to 
discuss the issue. Acceleron did not accept the standstill in its reply and imposed a new two-week 
deadline for a response to its original letter and stated that if HP did not respond, then Acceleron 
would understand that HP did not “have anything to say about the merits of this patent, or its 
relevance to [HP’s] Blade Server products.”  

The Federal Circuit evaluated the correspondence between the parties and the other attendant 
circumstances, including that Acceleron is a non-competitor patent holding company, and found that it 
was reasonable for HP to interpret Acceleron’s letters as “implicitly asserting” its rights under the 
patent (i.e., accusing HP of infringement). The court noted that “the purpose of a declaratory 
judgment action cannot be defeated simply by the stratagem of a correspondence that avoids the 
magic words such as ‘litigation’ or ‘infringement.’” Thus, the court found there to be a concrete dispute 
between HP and Acceleron despite its precedent that a communication from a patentee to another 
entity that merely identifies a patent and product line, without more, is insufficient to establish the 
existence of adverse legal interests. 
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In rendering its decision, the Federal Circuit recognized that the Supreme Court’s opinion in 
MedImmune, Inc. v. Genentech, Inc., 549 U.S. 118 (2007) changed the requirements for finding 
declaratory judgment jurisdiction in patent cases: “Our decision in this case undoubtedly marks a shift 
from past declaratory judgment cases. However, MedImmune has altered the way in which the 
Declaratory Judgment Act applies to patent law cases, requiring that legal interests be evaluated in 
patent cases under the general criteria of the Act. Our jurisprudence must consequently also 
evolve[.]” It will be interesting to see how the Federal Circuit’s jurisprudence will evolve in 2010 on 
this topic and how patent holders will approach other companies now that the line has further 
narrowed between beginning a patent-related dialogue and establishing a judiciable controversy. 

Venue Transfer – Update on TS Tech 

Venue transfer is another trend that should continue throughout 2010. For plaintiffs, early litigation 
strategy always involves an analysis of where suit should be brought, and certain jurisdictions, such as 
the Eastern District of Texas, have been favored in patent cases. Defendants traditionally had a hard 
time preventing or changing a plaintiff’s choice of venue until the prospects for venue transfer 
increased in late 2008 when the Federal Circuit issued a mandamus order in In re TS Tech, 551 F.3d 
1315 (Fed. Cir. 2008) directing a court in the Eastern District of Texas to transfer the case before it to 
the Southern District of Ohio. 

Since then, the Federal Circuit has issued a couple new opinions that clearly show decreased appellate 
tolerance for allowing suits to proceed in jurisdictions with tenuous ties to the litigation. Hence, the 
trend of granting motions to transfer venue continues. On December 2, 2009, a Federal Circuit panel 
issued a writ of mandamus ordering the District Court for the Eastern District of Texas to transfer a 
patent infringement suit brought by Novartis to the Eastern District of North Carolina. In re Hoffman-
La Roche Inc., et al., No. 911 (Dec. 2, 2009). The Federal Circuit found that the district court “clearly 
abused its discretion” in denying the motion to transfer the case pursuant to 28 U.S.C. § 1404(a).  

Relying heavily on the TS Tech case and the Fifth Circuit’s decision in In re Volkswagen of Am., Inc., 
545 F.3d 304 (5th Cir. 2008), the Federal Circuit rejected the district court’s reasoning that the case 
was “decentralized” and that transfer to North Carolina would merely shift inconveniences. The Federal 
Circuit found that the court below had also erred in giving too much weight to its ability to compel 
attendance of the only potential witness in Texas and in finding that it had “absolute subpoena power” 
over that witness within the meaning of Volkswagen. Further, the lower court failed to assess the 
convenience and fairness to any of the potential witnesses, including four witnesses whom reside in 
North Carolina, and erred in finding that North Carolina had no more interest in the case than Texas. 
The Federal Circuit held that North Carolina’s interest in the case was “self-evident” and that there 
was no factual connection to the Eastern District of Texas. 

Giving forum-shopping plaintiffs more cause for concern, the Federal Circuit issued a very similar writ 
of mandamus directed to the Eastern District of Texas on December 17, 2009 in In re Nintendo Co., 
Ltd., No. 914. In this iteration on the theme, the Eastern District of Texas was ordered to transfer the 
case to the Western District of Washington. Much of the Federal Circuit’s analysis in Nintendo, 
however, was identical to its analysis in TS Tech and Hoffmann. The court stated that a “stark contrast 
in relevance, convenience, and fairness between the two venues” existed in Nintendo as in the other 
cases, and that the court “has held and holds again in this instance that in a case featuring most 
witnesses and evidence closer to the transferee venue with few or no convenience factors favoring the 
venue chosen by the plaintiff, the trial court should grant a motion to transfer.” As in Hoffman, the 
Federal Circuit rejected the district court’s reasoning that because key witnesses were located in 
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Japan, Washington, and New York, the Eastern District could serve as a “centralized location” for the 
case.  

The four decisions from the Federal Circuit since 2008 directing transfer out of the Eastern District of 
Texas8 may mark a significant change in venue dynamics, as the factors that favored transfer in these 
cases are common in suits brought in the Lone Star state. Defendants will be emboldened to seek 
transfer and plaintiffs may think twice about bringing suit in venues with little connection to their case. 
It will be interesting to see whether judges in the Eastern District heed the message or continue to 
protect the importance of their district in patent cases.  

Opening The Flood Gates 

In 2006, the Supreme Court unanimously decided in eBay v. MercExchange that patentees must 
satisfy the traditional four-part test to obtain an injunction to enjoin ongoing infringement. This 
decision has greatly limited the ability of patentees who do not commercially produce or sell any 
products covered by the patent-in-suit to obtain injunctions against infringers. Some of these non-
practicing entities (“NPEs”) are attempting to avoid the ramifications of the eBay decision by filing a 
parallel action at the U.S. International Trade Commission (“ITC”), where the only remedy available is 
the issuance of a ban on the importation of infringing products. 

For the ITC to have jurisdiction, however, there must be a “domestic industry” that is protected by the 
ban. Specifically, a complainant in an ITC investigation must show that a domestic industry exists for 
the technology at issue by meeting both an economic prong and a technical prong. The economic 
prong requires certain economic investment to have taken place in the technology covered by the 
patents, and the technical prong requires that the complainant practice at least one claim of the 
asserted patent(s).  

The ongoing issue to watch is whether the domestic industry requirement at the ITC is more forgiving 
to NPEs than the irreparable harm requirement for an injunction under eBay. Light has been recently 
been shed on the topic as the ITC Commission recently found in In the Matter of Certain Electronic 
Devices, Including Handheld Wireless Communication Devices (Inv. Nos. 337-TA-667 and 337-TA-
673) that Saxon Innovations, a NPE with only five employees, satisfied the economic prong of the 
domestic industry requirement. The Commission upheld the ruling of the Administrative Law Judge 
that domestic industry is not limited to activities of the patentee, but extends to activities of any 
licensees. In this regard, the judge found that Saxon had met the economic prong of the domestic 
industry requirement through the engineering and R&D efforts of its licensee, Motorola, which had 
licensed two of Saxon’s patents. The respondents had argued that Saxon did not meet the economic 
prong because Motorola’s activities did not directly relate to the patented technology. The judge 
rejected this argument as conflating the economic prong with the technical prong of the domestic 
industry requirement, which Saxon must also meet.  

The ITC should be monitored, as this ruling may open the flood gates to more NPE filings at the ITC 
where the bases for alleging domestic industry are similarly scant. The decision may further encourage 
NPEs to engage in more licensing activity as opposed to product development. It appears that if a NPE 
can obtain at least one significant licensee (such as Motorola), then it can possibly side-step the 
difficulties in obtaining an injunction under eBay by pursuing relief at the ITC. Thus, counsel in patent 
cases cannot categorically dismiss the remedies available to a threatening NPE, and must investigate 
the specific situation of each patent holding company.  
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PTO’s New Director Rescinds Controversial Prosecution Rules 

PTO Director David J. Kappos recently issued a notice rescinding proposed patent rules that would 
have limited the number of continuing applications and claims that a patentee may pursue. The 
decision to rescind the rules comes as a sign of relief to certain members of the patent bar. Many 
would-be inventors would be hard-pressed to claim their inventions under the previously proposed 25 
claim limit rule, especially in the pharmaceutical arena.  

These rules formed the center of the dispute in the Federal Circuit’s March 20, 2009 split decision in 
Tafas v. Doll, No. 2008-1352, that upheld the PTO’s power to limit the number of claims allowed, but 
which held that the PTO did not have the authority to limit the number of continuing applications 
allowed. The Federal Circuit failed to clarify, however, the exact metes and bounds of the PTO’s 
rulemaking authority. After the PTO’s decision to rescind the proposed rules, the parties sought to 
dismiss further appeals and the PTO sought to vacate the previous district court decision, which placed 
significant limits on the PTO’s power. On November 13, 2009, the Federal Circuit dismissed the case 
as moot in light of the PTO’s decision to rescind the proposed rules. The court refused to vacate its 
prior decision, however, noting that vacatur is not appropriate when the losing party (i.e., the PTO) 
unilaterally renders the case moot.  

Thus, we await to see whether the PTO attempts further rulemaking to ease its administrative burden 
even though its rulemaking authority is uncertain. If the PTO does attempt further rulemaking, we 
may see further challenges seeking definition of that authority in the near future. 

Liability for Inducing Trademark Infringement in the Online Marketplace 

A recent appeal to the Second Circuit may help clarify what constitutes trademark infringement when 
potentially counterfeited goods are sold in an online marketplace. The issue is extremely important for 
both online retailers, such as Amazon, Google and Yahoo, and for companies that have valuable 
trademarks to protect from counterfeit-induced erosion.  

In Tiffany Co. v. eBay, Inc., No. 08-3947, the Second Circuit will rule on whether the trial judge erred 
in holding that eBay cannot be liable for inducing trademark infringement by selling counterfeited 
jewelry items “based solely on their generalized knowledge that trademark infringement might be 
occurring on their Web sites.” In so holding, the trial judge relied on the Supreme Court’s decision in 
Inwood Labs., Inc. v. Ives Labs., Inc., 456 U.S. 822 (1982), which indicates that a party is liable for 
inducing trademark infringement only if it continues to permit sales after it knows or should know 
about the infringement.  

The primary issue before the Second Circuit, therefore, is whether a seller must have specific or 
generalized knowledge that infringement is occurring before acting to halt infringement. Tiffany’s 
argues that generalized knowledge is sufficient to at least trigger a duty to investigate on the part of 
an auction house like eBay. eBay’s position, which was adopted by the district court, is that 
generalized knowledge is insufficient to impute either knowledge or a reason to know of trademark 
infringement, or any duty to halt the activity. 

Specifically, Tiffany Co. attacks eBay’s “Notice and Takedown” policy for avoiding infringement liability 
for counterfeiting and other trademark misuse by sellers on its site. Under the policy, a trademark 
owner (or other intellectual property owner) can submit a Digital Millennium Copyright Act (DMCA) 
takedown notice to eBay, which identifies the rights owner, the eBay listing of the offending 
product(s), and the type of infringement alleged. eBay argues that the policy allows it to take down 75 
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percent of the reported listings within 4 hours after notice and that it spends $18 million annually in 
combating counterfeiting on its site. 

Tiffany’s asserts that this effort is insufficient and the eBay should be held liable for inducing 
trademark infringement by allowing large lots of goods to be sold on its site at unusually low prices 
knowing that counterfeiting is commonplace. eBay and others argue that companies like Tiffany’s are 
seeking to shift the burden of policing their brands to online retailers. If Tiffany’s is successful, they 
claim, the online marketplace will be in peril. 

This case has broad implications for both trademark holders seeking to protect the market value of 
their trademarks and online retailers that will resist having to preemptively remove product offerings. 
A decision in Tiffany Co. is expected in the near future, but it is reasonable to expect a further appeal 
to the Supreme Court. 

IP Marketplace Trend to Watch 

There is a continuing trend in the field of intellectual property where new companies are being formed 
to act as intermediaries between defendants and the NPEs that seek license fees through litigation or 
the threat of litigation. These new companies see an opportunity to share in the millions of dollars that 
are at stake in patent litigation. Some of these intermediaries are comprised of multiple operating 
companies (i.e., companies that produce products or services) that acquire patent portfolios in key 
industry segments for defensive purposes. Other intermediaries, however, seek to acquire substantial 
portfolios so as to induce large operating companies to purchase licenses to the patent pool. The 
threat of litigation would seem to always surround these types of patent pools. 

Intellectual Ventures 

Such is the case with Intellectual Ventures (“IV), a privately-held company that seeks to patent its 
own inventions and invest in the inventions of others. Initial investors in IV bought into its Patent 
Defense Fund, which provided members with licenses to protect them against infringement suits by 
NPEs. Over the past few years, however, IV has acquired over 20,000 patents and continues to 
acquire more. The patents cover many technologies, especially in the fields of computer chip 
manufacturing and design and telecommunications technology. IV acquires its patents through 
dummy shell companies and investors are bound by strict confidentiality agreements. 

This clout has allowed IV to extract huge payments reportedly in excess of one-hundred million dollars 
from companies that license IV’s substantial patent portfolio. So far, IV has generated revenue by 
seeking out investors without engaging in litigation. IV’s officers have not ruled out the possibility of 
using litigation, however, to monetize IV’s patents and to return a yield on its investments.  

In fact, IV may be outsourcing its litigation to third parties. It is reported that most of the company’s 
recent deals to sell patents contain “back-end” provisions that give IV a share of any proceeds that 
the new owners make through litigation or licensing. For example, Picture Frame Innovations LLC has 
sued Eastman Kodak for infringing a patent indirectly acquired from IV, and IV may be in line to 
receive a cut of any damages awarded in the case.  

Thus, as was the case last year, patent pools such as IV should be closely monitored as their assets 
begin to be used as swords in litigation, rather than as shields to simply protect a company from 
litigation. IV has the potential to be the most powerful NPE to-date. 
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Patent Legislation to Watch 

While Congress and the public have largely been preoccupied with the state of the economy, health 
care reform and two wars, the debate over patent reform has simmered in the background. Those 
immersed in the details of the debate, however, realize that the structure of the U.S. patent system is 
an integral part of the national economy. Accordingly, we highlight below two significant reform 
measures that may take effect in 2010. 

Patent Reform Act of 2009 

The Patent Reform Act of 2009 (S. 515)9, which is the current result of a half-decade long debate 
concerning the state of U.S. patent law, could have a resounding effect on innovation for generations 
to come. Some of the reforms would align elements of the U.S. system with those that are common in 
other developed economies. Other provisions attempt to codify existing case law. While Congressional 
movement on the reform effort is not expected in the near term, the coming year could include 
significant changes to our patent system. Some key provisions are highlighted below. 

First-to-Invent versus First-Inventor-to-File System 

The Patent Reform Act would change the U.S. system’s procedure for dealing with 
competing inventors from one in which the first-to-invent is entitled to the patent to 
one in which the first-inventor-to-file a patent application is entitled to the patent. This 
change eliminates the need for complex interference proceedings during patent 
prosecution, which are used to determine inventorship. Instead, under the Senate’s 
version of the bill, there would be simpler “derivation proceedings” to determine 
whether an earlier patent applicant had obtained the invention from the party that 
requests the proceeding. The U.S. is the only developed country with a first-to-invent 
system. 

Supporters of S. 515 argue that the legislation will streamline the system and reduce 
the number of legal battles over patents. They point out the advantages of aligning 
the U.S. system with patent systems around the world, as harmonization could mean 
fewer duplicate patents or inventions around the world, and less international 
litigation. Opponents assert that, among other legal points, the change would trigger a 
flood of applications from large corporations, therefore smothering smaller, 
independent inventors. 

Interlocutory Appeals of Claim Construction Rulings to the Federal Circuit 

The Senate’s version of the reform act allows parties to take an interlocutory appeal of 
a claim construction order to the Federal Circuit. This would allow an appeal during the 
course of a suit and before the lower court issues a final decision. Under current law, 
an interlocutory appeal in patent cases can be taken only after the district court 
certifies that the appeal involves a controlling question of law and only if the appellate 
court consents to the appeal. The reform act changes the law by giving a right to an 
interlocutory appeal over “final” claims construction orders without the consent of the 
Federal Circuit, provided that the district court finds that an immediate appeal “may 
materially advance the ultimate termination of the litigation” or “will likely control the 
outcome of the case.”  
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In most situations, the claims construction ruling will naturally advance or control the 
outcome of the case. As such, some argue that this provision may not achieve a useful 
result and will substantially increase the workload of the Federal Circuit. Ironically, this 
could actually result in the delayed resolution of patent infringement disputes. 

Expanded Definition of Prior Art 

In light of the proposed change to a first-inventor-to-file system in accord with other 
countries, the reform act amends the definition of “prior art” under 35 U.S.C. §102 to 
include more prior disclosures of an invention that occur outside the U.S. Under the 
reform act, prior art includes any invention that was earlier “patented, described in a 
printed publication, or in public use, on sale, or otherwise available to the public” 
anywhere in the world. In contrast, the existing statute provides that earlier public 
knowledge, public use, or sales of the invention constitute prior art only if “in this 
country.” Further, the actual phrase “prior art,” often used by courts and 
commentators, does not appear in the existing statute, but is used in the reform bill. 

This change obviously expands the scope of what would need to be searched when 
prosecuting a patent application. Litigation strategy will change, therefore, as 
defendants will have a new depository of art from which to make allegations of 
inequitable conduct and invalidity, for example. 

Third-Party Prior Art Submissions 

In addition to expanding the definition of prior art, the Senate’s reform act allows 
members of the public to submit patents or other publications that are potentially 
relevant to a patent application to the PTO for inclusion in prosecution record. Third 
parties can submit prior art under this provision for six months after the patent 
application is published, unless a notice of allowance or first rejection is issued earlier. 
The prior art submission must contain a concise description of the relevance to the 
pending application of each reference submitted. In contrast, a “protest” can be filed 
against a pending application, but only before the application is published, under the 
current regulations.  

This change has the potential to ease the prior art search burden of PTO examiners. 
Also, the quality of issued patents could increase as patent applicants will likely need 
to show improvement over a larger set of prior knowledge. Litigation activity could 
potentially temper as well if more applications are shown to be anticipated or obvious 
during prosecution. 

Damages 

Under the House version of the reform bill (H.R. 1260), the way courts assess 
damages for patent infringement could change. Specifically, courts would select a 
method of calculating a reasonable royalty from: (a) the entire market value of the 
invention; (b) the established royalty based on marketplace licensing; or (c) if neither 
of above are available, then from the economic value of the infringing product 
attributable to the claimed invention’s specific contribution over the prior art. The 
House version contains special rules for combination inventions.  
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Controversy over the provisions in the House’s version has led to modifications in the 
Senate version. Under the Senate’s version of the reform bill, courts are able consider 
any of the factors in the Georgia-Pacific case10, or any other factor, for determining a 
reasonable royalty. Courts must identify for the record, however, the methodologies 
and factors relevant to the determination of reasonable royalty damages for which 
there is a sufficient evidentiary basis and direct the jury to consider only those factors. 
In other words, parties can only introduce evidence on damages if it is relevant to the 
factors and methodologies identified by the court. 

As such, the reform bill is aimed at controlling the unpredictable way in which judges 
and juries currently address damages in patent infringement cases. Recent decisions 
by the Federal Circuit, such as the decision discussed above in Lucent, however, may 
show that the system is working because when the jury strays, the appeals process is 
effective. Congress may have less appetite for damages reform, therefore, now that 
the courts have shown an increased interest in soundly determining reasonable 
royalties in patent cases. 

Preserving Access to Affordable Generics 

An especially hot issue in the pharmaceutical industry is pay-to-delay deals in which brand name drug 
makers pay generic drug manufactures to delay entry of their products into the market. Frequently, 
these deals are struck in the context of patent infringement settlements. The Federal Trade 
Commission (“FTC”) and others, however, have been pushing hard to eliminate these types of deals 
under the theory that consumers are ultimately damaged by having to pay higher prices for 
prescription drugs for longer. 

The Preserve Access to Affordable Generics Act introduced in the Senate (S. 369), and substantially 
copied in the House of Representatives (H.R. 1708), is a response to these efforts at eliminating pay-
to-delay deals. Accordingly, the Affordable Generics Act makes it unlawful for brand-name drug 
companies to compensate a generic drug company to delay the entry of a competing generic drug into 
the market.  

A proposed amendment to the act softens this outright ban by just creating a presumption of illegality 
for pay-to-delay agreements that can be rebutted “if the parties to such agreement demonstrate by 
clear and convincing evidence that the procompetitive benefits of the agreement outweigh the 
anticompetitive effects of the agreement.” As such, the modified bill would allow the FTC to make the 
decision of whether to initiate a proceeding under the FTC Act against the parties to a proposed pay-
to-deal deal. The amendment lists “competitive factors” to aid in the determination, including (1) the 
length of time left on the life of the relevant patent compared to the slated entry date for the generic 
equivalent, (2) consumer value, (3) the details and circumstances surrounding what the generic 
company received for delaying entry, (4) the revenue and losses that would have affected both 
companies as a result of possible litigation outcomes, and (5) any other factors deemed relevant to 
the case at hand. 

The Affordable Generics Act is obviously aimed at protecting the consumer and is a part of the overall 
effort to reform heath care. The bill has potential downsides, however. Patent settlements may be 
hard to negotiate in suits between brand drug companies and generics if pay-to-delay schemes are 
unavailable. This could delay resolution of these types of suits. It is conceivable, therefore, that a 
generic would reach the market sooner under a pay-to-delay deal than if the generic company 
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engages in, and loses, an infringement suit. The proposed amendment may account for this in some 
cases where the two sides can show the benefit to competition of allowing a pay-to-delay deal. 
Overall, the Affordable Generics Act should be monitored as it has the potential to alter substantially 
the pharmaceutical business. 

Conclusion 

We should see significant developments in the intellectual property arena in the coming year, just as 
in years past. The courts will be grappling with issues that have far-reaching impact on how 
companies choose to pursue, litigate, and invest in intellectual property. It will be an interesting year 
to observe the continuing evolvement of, and interaction between, case law, the intellectual property 
marketplace and patent-related legislation. 
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