Appeal Nos. 07-1023 and 07-1024

United States Court of Appeals

for the

Hederal Tivcuit

- FINISAR CORPORATION,
Plaintiff-Cross-Appellant,
— V. —

. THE DIRECTV GROUP, INC., DIRECTV HOLDINGS LLC,’
DIRECTV ENTERPRISES, LLC, DIRECTV OPERATIONS LLC,
. HUGHES NETWORK SYSTEMS, INC,, and DIRECTV, INC., -

‘ VDefer_zdant—Appellants.

APPEALS FROM THE UNITED STATES DISTRICT COURT FOR THE EASTERN
DISTRICT OF TEXAS IN CASE NO. 1:05-CV-00264, JUDGE RON CLARK

BRIEF OF AMICUS CURIAE NEW YORK INTELLECTUAL
" PROPERTY LAW ASSOCIATION IN SUPPORT OF NEITHER
PARTY ON CROSS-APPEAL

ANTHONY GIACCIO, . ROCHELLE K. SEIDE,

PRESIDENT-ELECT COUNSEL OF RECORD
New York Intellectual ARENT FOX LLC
Property Law Association 1675 Broadway

New York, New York 10019
(212) 484-3945

Attorneys for Amicus Curiae New York
Intellectual Property Law Association




SR S L

CERTIFICATE OF INTEREST

Counsel of record for the amicus curiae New York Intellectual

Property Law Association certifies the following;

1. The full name of every party or amicus represented by
me is: New York Intellectual Property Law Association.

2. The party represented by me as amicus curiae is the real

party in interest.

3. The parent companies, subsidiaries (except wholly

owned subsidiaries), and affiliates that have issued shares to the public, of

the party or amicus represented by me are: None.




4. The names of all law firms and partners or associates that
appeared for the parties now represented by me in the trial court or agency

or are expected to appear in this court are:

June 20, 2007 Respectfully submitted,
| a0, K. Sauche
Anthony Giaccio, President-Elect Rochelle K. Seide,
New York Intellectual Property Counsel of Record
Law Association Arent Fox LLP
1675 Broadway
David F. Ryan New York, NY 10019
1214 Albany Post Road (212) 484-3900
Croton-on Hudson, NY 10520-1570
Robert J. Rando : Attorneys for Amicus Curiae
The Rando Law Firm P.C. New York Intellectual Property
4940 Merrick Road, # 350 Law Association

Massapequa Park, NY 11762

-ii -




TABLE OF CONTENTS

Page
CERTIFICATE OF INTEREST ......ceevoturerieneenesnsessesesssessssesssssssssssssssssmssessssssne. i
TABLE OF CONTENTS.........covvometrerterensenseseensssesmsesssnssssesssssssssssssssssssssesessennes ii
TABLE OF AUTHORITIES ........ovueeiueererecmniceneceseemmesessssessesiossessesessssssssssssesnns vii
STATEMENT OF INTEREST OF AMICUS CURIAE.....ceooeeeeeeeereeeeoeeeereesoons 1
STATEMENT OF FACTS ....cocomrrimrrtrernrissiensseessecssesssssssssssesssesssessssssesssssss 10
A, CompulSOTy LICENSE.........cueeecrieecrseeeceeereesessnssssssessesssessessssessnsenes 10
B.  Refusal To Enter Permanent Injunction................ccoevveveerreevnerressnenn. 11
1. Irreparable Harm & Inadequacy Of
Monetary Damages..............ovveunerrernnnsscesessesessesesessessessasenns 11
2.  Balance Of Hardships .........ccceuuerrerereensrecnsonesssenssssnsssessessssosns 12
3. PUDHC INEEIESE ...oouvvenrrerraerrrecrsssencisecssesescsssnsssessessessssssssasesas 13
ARGUMENT ........coomvemereinsmsmmmnmsssssssmsssisesessesmmsssesesssssssssssssssssessessssmesessessmmesseeees 14
POINT I
THE DISTRICT COURT’S JUDGMENT MUST BE
VACATED BECAUSE THERE IS NO STATUTORY, CASE
OR POLICY SUPPORT FOR THE AWARD OF FUTURE
DAMAGES UNDER A “COMPULSORY LICENSE”........oooveooveeeoeoeeooeeseesooon 14
Al BHAIIEES ou.oeviesiensesease s isessassssecesscnsseessesssssssssesseesssorassessense 14
B. €38 LaW......ceeirisrrssensesnssssssins s ssssesssnssssssssossssssssossmssssenns 16
C.  Policy Arguments Against Compulsory Licensing.........ccoeverevnvenennn, 18
1. The Need For R&D Financing.............eveecveveveeroeeeerooseeseennnn 18

- iii -




2. Potential Interference With Treaty
ODBLIZALIOBS .....cvoverrurerenrrrersresereresesisesssssssssssssssesessssssnssssnssesaens 19

POINT IT

THE DISTRICT COURT’S JUDGMENT MUST BE
VACATED BECAUSE NON-USE OF A PATENTED
INVENTION DOES NOT REPRESENT A PERMISSIBLE
GROUND FOR DENYING ENTRY OF A PERMANENT

INJUNCTION ......coiurrenninnenesnnsissssssssssessssssssssscsssssossenesscnssnesnsessssssssssssssssassnses 21
A.  The District Court Misapplied The Four-Part eBay
Test.......... st a e e e bR s e bR bbb R e s Rsnsn b e 21
1. Irreparable Harm & Inadequacy Of
Monetary Damages ............cceunrensnnnraresinssesssesssssssesssssnssssenes 21
2.  Balance Of Hardships .........cccoeeeerieerreerseennennsnscssssneccnsasesens 23
3. PUDLC INLEIESL ......vccrerrerererernenncrenseseesenessecsesseesssnssssessnssssnsnsnes 24
Section 271(A)(4).....cccrerrrreerrrrieeneressisnsiesssssnsasessssssesssesssesessssssssssens 25
Policy Arguments In Favor Of Retaining The
Paper Bag Rule ................................................................................... 26
1. Paper Bag Is Consistent With Authoritative
Pronouncements On The Nature Of The
Patentee’s Bargain With The Public........eccceveruvrnceececereerreesnne 26
2.  The Rule Of Paper Bag Is Consistent With
Judicial ECONOMY...........cvuueererrrrterncrensnssenascansessenssseesssernsssesnnns 29
CONCLUSION .......cveeucrrrrnrrenrrnsssnssssssansssssssssesseesessssseessssssssssssssssssssssssssesssssosssons 30
CERTIFICATE OF COMPLIANCE WITH EN BANC ORDER
AND FEDERAL RULES OF APPELLATE PROCEDURE 29
AND FEDERAL CIRCUIT RULE 29 ........covvevtuereseeneeeesseesseesseesesessesessessssssseenns 31
PROOF OF SERVICE......ccimninsssisnssssssseesesssesssssssessnssssssssssssessssssseemesnses 32




TABLE OF AUTHORITIES

Cases
Page

Albemarle Paper Co. v. Moody, 422 U.S. 405 (1975).c.coreeercereesrrersressren 24
Bloomer v. McQuewan, 55 U.S. 539 (1852)...cvuuemeeeerererereesrersssesressseseenn. 27
Bonito Boats, Inc. v. Thunder Craft Boats, Inc., 489 U.S.

141 (1989)...u.cuirvectecrernernsrinsrnsnnssnsssersnsassessesssessesssnsessesessssssasssssasens 28
City of Milwaukee v. Activated Sludge, Inc., 69 F.2d 577

(Tth CiE. 1834) ..ot eereeessesissesesssesseessesesssssessasssessessesss 25
Continental Paper Bag Co. v. Eastern Paper Bag Co.,

210 ULS. 405 (1908)......cvrruerreernmmrnsesssesssssssssessessesnsensesasssesnesens Passim
Dawson Chemical Co. v. Rohm & Haas Co., 448 U.S.

176 (1980)......cerecrcncecrcncrsessnnsssssssssnsssssssssssnsssssasessssssssnssnsssessosans 15
eBay Inc. v. MercExchange, LL.C., __U.S. _ ,126 S.

CL. 1837 (2006) ...cooereerurrererrnrerrensessensreesenssssessssessssessssssserns Passim
Foster v. American Mach. & Foundry Co., 492 F.2d

1317 (20d CiI. 1974).cc.ceoreeeeeeeeeeestseeeseeeeeeseesssssessssssssssss s 10
Fromson v. Western Litho Plate & Supply Co., 853 F.2d

1568 (Fed. Cir. 1988)........cocuvvrereeceneeeeeeenesnsssesnesaessessseens 17, 18, 26
Grant v. Raymond, 31 U.S. 218 (1832) w..cvvuevueeeeeereeeseeeeeeeees e sseemeeeeen 26
Hartford-Empire Co. v. United States, 329 U.S. 386

(L945) ottt asessstresessesesenssnnssssssssssens 15,28
In re Independent Service Organizations Antitrust

Litigation, 203 F.3d 1322 (Fed. Cir. 2000) ......oeeooureerereerrerrererennon, 12

In re Mahurkar Double Lumen Hemodialysis Catheter
Patent Litigation, 831 F. Supp. 1354 (N.D. Il1.
1993), aff'd, 71 F.3d 1573 (Fed. Cir. 1995)...c..eevceerrereeererserssronrronns 29

-V~




Lowell v. Lewis, 15 F. Cas. 1018, 1020 (C.C.D. Mass.
LBIT) ettt st enssaseses s eses s e e s e 26

MercExchange, L.L.C. v. eBay, Inc., 275 F. Supp.2d 695,
712 (E.D. Va. 2003).....ccooveuerrrrrerencnreecessesesesecmessessssssseessessessenss 16,24

Murray v. The Schooner Charming Betsy, 6 U.S. 64
(1803).cereetrtctreeensesstessesssssse s sassasssssnsssesseseesesssassssesssesasens 20

Odetics, Inc. v. Storage Tech. Corp, 14 F. Supp. 2d 785
(E.D. Va. 1998), aff'd, 185 F.3d 1259 (Fed. Cir.

1999) et assesesess e s s s s ssesas s 22
Odiorne v. Winkley, 18 F. Cas. 581, 582 (C.C.D. Mass,

LBLA et st asstssasesesse st ss e s s saes 26
Patlex Corp. v. Mossinghoff, 758 F.2d 594 (Fed. Cir.

LIBS) ettt sttt senes e s e ssses s s s s saens 18,26
Rite-Hite Corp. v. Kelley Co., 56 F.3d 1538 (Fed. Cir.

1995) vttt sasessessessssssessasesessas s e sss e sees 25
S.C.M. Corp. v. Xerox Corp,, 645 F.2d 1195 (2nd Cir.

LIBLY ettt ssss s ssssassasssssnsensenssnssssssssesnsssssassaeens 18
Special Equipment Co. v. Coe, 324 U.S. 370 (1945)....ccoerrvcererssrrnnns 8, 16, 28
Union Carbide Chems. & Plastics Tech. Corp. v. Shell

0Oil Co., 425 F.3d 1366 (Fed. Cir. 2005) ....couveereeerererrseeeereerrns 23-24
United States v. American Bell Tel. Co., 167 U.S. 224 |

(1897 )t e e ssessssees s s s oo 27
Zenith Radio Corp. v. Hazeltine Research, Inc., 395 U.S.

100 (1969)......cecuereririernrrsnrsrnrerssessssessssesssssassessssssessssssssssssssessenss 28
Constitution
U.S. Const. Art. I, § 8, CL 8...u.ouveeeeerceeeeseneseesesesesenesssesnssssssssossssese oo 2

—Vi-




Statutes & Administrative Codes

11A Charles Alan Wright, et al., Fed. Prac. & Proc., §
2944 (24 ed. 1995)

35U08.C. § 203
35US.C. § 261
35U.8.C. § 271(d)
35U.8.C. § 271(d)4)
35US.C. §283
42 U.S.C. § 7608

Treaties

Paris Convention, Art. 5A(2), Stockholm Revision
(1967)

Agreement on Trade-Related Aspects of Intellectual
Property Rights, Including Trade in Counterfeit Goods,
Dec. 15, 1993, 33 LL.M. 81 (1994)

-------------------------------------------------------------

----------------------------------------------------------------------------

----------------------------------------------------------------------------

-----------------------------------------------------------------------

oooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

oooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

oooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

---------------------------------------------------------------------------------

------------------------------------




STATEMENT OF INTEREST OF AMICUS CURIAE

The New York Intellectual Property Law Association (the
“NYIPLA” or the “Association”) submits this brief amicus curiae in support
of neither party and directs it solely to two separate but interrelated issues

raised on cross-appeal by the patentee and cross-appellant Finisar

Corporation (“Finisar”):

1. Whether the district court’s assumption that it was free to
fix a royalty for future damages and enter a “compulsory
license” in its final judgment (A 000001), (a) can be
justified by either statute or case law, and (b) can be
harmonized with the Congressional policy repeatedly and
explicitly recognized by the Supreme Court under which,
with the exception of a single isolated historical
aberration, legislative proposals to sanction such

compulsory licenses have been universally rejected; and

2. Whether, the district court’s refusal to enter a permanent
injunction after a jury finding of willful infringement of
claims which were found neither invalid nor

unenforceable, primarily because of Finisar’s status as a




non-practicing entity (“NPE”) that “ﬁéver sold the rights
to the patent, never made the slightest effort to ever use
the patent” (A 017940), (a) can be justified under the
historical precedents culminating in the Supreme Court’s
unanimous opinion in eBay,' and (b) can be harmonized
with the policies reflected in the 200-year history of the
Supreme Court’s construction of the terms of the

public’s bargain with the patentee under the Patent

Clause.?

The NYIPLA respectfully submits that the final judgment must
be vacated because the district court abused its discretion both in entering
the unauthorized compulsory license and in refusing to enter the permanent
injunction based pﬁmarily upon a theory explicitly rejected in eBay.
Because it believes that the entry of the compulsory license was itself ultra
vires, the NYIPLA takes ﬁo position on Finisar’s challenge to the level of

future royalties putatively fixed by the district court.

' eBay Inc. v. MercExchange, LL.C., ___U.S. __ ,1268S.Ct. 1837
(2006) (“eBay ™).

> Us. CONST., Art. 1, § 8, cl. 8 (the “Patent Clause™).
-2-




The Association respectfully submits that tﬁe district court’s
errors were occasioned by an increasingly common misreading of the eBay
decision which focuses upon the way NPEs are viewed under dicta set forth
in the concurring opinion of Justice Kennedy rather than upon the way such
NPEs must be treated under the unanimous opinion of the Court authored by
Justice Thomas. It is important for this Court to address the two central
issues raised by the cross-appeal in order to ameliorate the confusion on
such issues which now seems widespread in the federal district courts.

The NYIPLA and its counsel represent that they have authored
this brief themselves, and that no person or entity other than the amicus
curiae and its counsel have made a monetary contribution to the preparation
or submission of this brief. The arguments set forth in this brief were
approved on June 18, 2007 by an absolute majority of the total number of |
officers and members of the Board of the NYIPLA (including such officers
and Board members who did not vote for any reasc;n including recusal), but
do not necessarily reflect the views of a majority of the members of the

Association or of the firms with which those members are associated.




The NYIPLA is a professional association (;f almost 1,600
attorneys whose interests and practices lie in the area of patent, copyright,
trademark, trade secret and other intellectual property law.

NYIPLA members include in-house attorneys working for
businesses in many industries that own, enforce and challenge patents as
well as attorneys in private practice who represent patent owners. Such
patent owners range from individual inventors, entrepreneurs and venture
capitalists on the one hand to small and large corporations, and industry
trade associations and standard setting organizations (“SSOs”) on the other.
NYIPLA members represent both plaintiffs and defendants in infringement
litigation and also regularly participate in proceedings before the United
States Patent and Trademark Office (“PTO™), including representation of
applicants for patents and parties to interferences.

Since its founding in 1922, the NYIPLA has committed itself to
maintaining the integrity of United States patent lav‘}, and to the proper
application of that law. Nowhere is the rational and considered application
of patent law and the principles of equity more important to the economy of

the United States than in determining whether and to what extent an NPE

can be compelled to license its invention and the extent to which alleged

-4.




equitable defenses should preclude issuance of the post-&ial permanent
injunctions which, as the Supreme Court has recognized for almost 200
years, lie at the very heart of the patent system contemplated by the framers
of the Constitution.

A substantial percentage of NYIPLA members participate
actively in patent litigation. In order to properly advise their clients, patent
litigators must keep themselves fully apprised of the precedents of the
Supreme Court, this Court and other federal courts concerning when the
public interest and the equitable defenses available to accused infringers can
affect the availability of permanent injunctive relief after a patent has been
held infringed and not invalid.

The numerous NYIPLA members who counsel clients large and
small regarding the filing and prosecution of patents before the PTO
likewise must be acutely sensitive to decisions which involve compulsory
licenses or otherwise affect the availability of injunc;tive relief to patent
owners. The right to withhold a license and sue for a permanent injunction

against infringement facilitates valuation of both exclusive and non-

exclusive patent rights in the marketplace rather than in the federal courts




and, accordingly, contributes to judicial efficiency by avéiding the need for
repetitive trials on patent damages. |

The right to sue for inﬁingement and seek an injunction thus
represents an important element of the total value of a patent to its owner —
often 100% of that value where the development either is covered by a
patent obtained purely for “defensive” purposes or represents a potentially
valuable but “blocked” improvement which the innovator is unable to
practice in the absence of a license.’

Additionally, a substantial number of NYIPLA members
counsel clients regarding transactions under which financing for research
and development (“R&D”) is obtained through the transfer of either patent
rights or security interests in such rights. In the hands of either the inventor
or her direct or indirect assignee, the right to exclude via a permanent
injunction always represents a substantial portion of the economic

justification for the licensing, mortgage or assignment transaction necessary

* Fora potential entrant, the threat of an injunction often provides the
economic justification for a cross-license which enables both parties to
practice the improvement. For a non-user who seeks to market a significant
improvement, the potential for such an injunction is often the only leverage
to guarantee that an entrenched oligopsony will either be forced to pay a fair

price for use of the improvement or forego such use for the period
established by Congress.
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to obtain the financing for such R&D. Absent the continﬁed availability of
the right to exclude others via permanent injunction, R&D financing for
novel but “blocked” technology often could not be obtained — either from
within an innovator’s own corporate structure or from some third party.
Third party R&D financing can originate either from an entity
already participating in the industry to which the improvement relates, an
entity which wishes to enter that industry, or an entity that is willing to
provide development financing but has no intention of commercializing the
improvement itself by either entering the industry or integrating vertically.
Some NPEs, like cross-appellant Finisar which employs about
60 Ph.D. engineers and has been awarded some 500 United States patents (A
17028, A 17058-59), internally develop and attempt to license the inventive
concepts they own or control, while others merely function as financial
middlemen that purchase assignments, licenses or mortgages in the
improvement developments of others and plan to recoup their investment by
sharing in licensing royalties or assigning or licensing to others the right to
use those improvements. Bbth types of NPEs contribute to the “progress of
science and the useful arts” contemplated by the Patent Clause that the

framers of the Constitution intended the patent law to promote.
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It is also possible to define NPEs more broadly as a much larger
genus of all firms which own patents but have elected not to practice the
subject matter of some of those patents themselves.* Paper Bag and Special
Equipment,” the seminal pre-eBay decisions of the Supreme Court
discussing the obligation to issue injunctions despite non-use by the patent
owner, involved not NPEs in the narrower sense but firms which were
already industry factors but had elected not to practice their improvement
inventions.

Contrary to what the district court may have believed, the eBay
decision actually reaffirmed the rule of Paper Bag and Special Equipment.
The Association respectfully submits that any change in the long-established
rule that non-use cannot give rise to a compulsory license or an equitable

defense barring injunctive relief necessarily would require an act of

4 Under that usage, virtually all of the large high technology firms
that annually obtain as many as several thousand United States patents can
be characterized as NPEs, since at least some of the patents in their large
portfolios are currently neither practiced or licensed. As new technologies
develop, however, such unused patents can become important either for
purely “defensive” purposes or to provide leverage for use in obtaining
operating rights in new technology areas.

* Continental Paper Bag Co. v. Eastern Paper Bag Co.,210 U.S.

405 (1908) (“Paper Bag™; Special Equipment Co. v. Coe, 324 U.S. 370
(1945) (“Special Equipment ).
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Congress.® If permitted to stand, moreover, the district court’s determination
would generate additional confusion in the courts and substantial economic
dislocation.

If the rule were changed, each firm represented by members of
the NYIPLA would have to review its own portfolio to determine whether
any of its patent assets were threatened with unenforceability for non-use
under the new rule. Moreover, all contracts and licenses relating both to the
firm’s own patent portfolio and to those patents which had been licensed in
from others necessarily would have to be reviewed and re-evaluated. In
many instances, the security interests which had been designed to guarantee
recoupment of R&D financing costs would prove worthless. Under such
circumstances, venture capital markets could be severely stressed and might
well dry up entirely.

It is possible that Congress ultimately may conclude that
injunctive relief in favor of NPEs should be eliminated for some narrow

class of patents or even for some industry segment. Indeed, Congress

6 Indeed, as discussed in Point I below, the enactment of Section
271(d)(4) by Congress in 1988 arguably represented a legislative

determination that the rule of Paper Bag and Special Equipment should be
preserved.
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already has endorsed compulsory licensing in certain narrow areas such as
under the Clean Air Act.” The NYIPLA respectfully submits, however, that

this Court should reject any broader judicial assault on the injunction statute

and leave resolution of any alleged problems to Congress.

STATEMENT OF FACTS
Based upon a jury verdict of willful infringement, the district

court found that seven claims of Finisar’s United States Patent No.
5,404,505 (“the, 505 patent™) had been infringed by one or more of the six |
related appellant firms (individually and collectively “DirecTV”). Despite a
the complete absence of any showing that these willfully infringed claims of
the 505 patent were either invalid or unenforceable, the district court’s final
judgment of July 7, 2006 (a) “granted a compulsory license” in which it
fixed a royalty of $1.60 per set-top box for all future sales by DirecTV; and

(b) refused Finisar’s request for entry of a permanent injunction (A 000001-

02). The district court stated that these provisions of the final judgment

were based upon “the reasons stated at the July 6, 2006 hearing” (A
000001).

. 7 42US.C. § 7608. See also, 35 U.S.C. § 203 (federally-funded
Inventions).
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A. Compuilsory License
At page 128 of the July 6, 2006 hearing transcript, the district

court predicated its grant of the compulsory license upon its reading of
Foster v. American Mach. & Foundry Co., 492 F.2d 1317, 1324 (2nd Cir.
1974) (“Foster”) — the same case upon which the district court in eBay had

placed primary reliance in refusing to enter a permanent injunction (A

] 017941).

B. Refusal To Enter Permanent Injunction
The entirety of the district court’s discussion of the four-part

test set forth in eBay appears at pages 124, line 15 through 128, line 6 of the

July 6, 2006 hearing transcript (A 017940-41).

1. Irreparable Harm & Inadequacy Of Monetary Damages
The district court rejected the notion that Finisar had been

irreparably harmed primarily because of its status as an NPE. Although
conceding that “the right to exclude everybody else...perhaps could be
priceless”, the district court refused to consider that value because Finisar
“never sold the rights to the patent, never made the slightest effort to ever
use the patent” (A 017940). The district court also rejected the notion that

its refusal to enjoin DirecTV could interfere with Finisar’s efforts to grant

-11 -




exclusive rights at a premium to some third party entrant because “with no

success at all in the past, it’s a little far fetched to say they can sell exclusive
rights to competitors who weren’t involved in the suit”. Id.® In the district
court’s view, therefore, “given the fact that there are damages available and
future damages available, it doesn’t seem irreparable” (A 017941).

As to “remedies at law”, based upon the jury verdict the district
court ruled concomitantly that “it’s hard to argue” that Finisar has “not been
fully compensated for damages to date, and as to future, the court is going to
find a compulsory license to adequately compensate Finisar for DirecTV’s
use of the inventions, especially since Finisar evidently never had the will

nor the means to implement the patent itself”. /d.

® Itis difficult to determine how the district court’s reference to the
antitrust laws, which appears at page 125, line 25 through page 126, line 15
of the July 6, 2006 transcript, can relate to the issue of irreparable injury (A
017940-41). In any event, market exclusivity based upon the exercise of
valid patent rights cannot violate the antitrust laws. In re Independent
Service Organizations Antitrust Litigation, 203 F.3d, 1322, 1325 (Fed. Cir.
2000) (“the antitrust laws do not negate the patentee’s right to exclude
others from patent property” and any “commercial advantage gained by
new technology and its statutory protection by patent do not convert the
possessor thereof into a prohibited monopolist™).

-12-




2. Balance Of Hardships
At page 127 of the July 6, 2006 transcript the district court

appeared to recognize that, although “the hardship involved in enjoining
DirecTV would be enormous”, under the historical precedents “you can’t
really concern yourselves too much about the profits to corporations” (A
017941).° Without even a scintilla of case support, therefore, the district
court purported to balance the putative absence of hardship to Finisar based
solely upon the monetary damages it would receive for DirecTV’s past and
future use of its invention against the hardship a permanent injunction would

cause to the 15 million customers of DirecTV. Id.

3. Public Interest

Finally, at page 128 of the July 6, 2006 hearing transcript — —

and again without citation of any authority whatsoever, the district court

ruled that;

There’s no public interest in arbitrarily limiting
satellite TV to millions of viewers. The whole
patent system itself has a public interest in
technology being used and improved upon, so the
court doesn’t see that there’s — public interest

? The district court probably also recognized that the jury’s finding
of willful infringement militated against any success for DirecTV in a
balancing of the equities.

-13-




would be served by an injunction (emphasis
supplied).

As will be developed in the legal argument, however, the patentee’s bargain
with the public requires only full disclosure and there is no obligation for an
NPE to permit use of an invention during the term of exclusivity by anyone,

no less by an adjudicated willful infringer.

ARGUMENT
POINT 1

THE DISTRICT COURT’S JUDGMENT MUST
BE VACATED BECAUSE THERE IS NO STATUTORY,
CASE OR POLICY SUPPORT FOR THE AWARD OF
FUTURE DAMAGES UNDER A “COMPULSORY LICENSE”

D e e e e e — T A K~ L L1l NN

A. Statutes

Neither the district court’s final judgment, nor any related
document makes reference to or suggests some statutory basis for the court’s
belief that it was free to enter a “compulsory license” (A 000001), and in
fact there is no such statute,

Section 283 of the Patent Code, 35 U.S.C. § 283, which
represents the only section of the remedies chapter addressing injunctive

relief, is limited by its terms to prohibitory injunctions and provides only

that;

-14-




The several courts having jurisdiction under this
title may grant injunctions in accordance with the
principles of equity to prevent the violation of

any right secured by patent, on such terms and

conditions as the court deems reasonable

(emphasis supplied).

This language by its terms does not contemplate either a compulsory license
or any other species of specific performance.

Moreover, Paper Bag itself noted that, with the exception of a
single four-year experiment with a working requirement for alien patentees,
Congress had never modified an NPE’s right to a permanent injunction, and
previously had rejected a number of specific compulsory licensing proposals
(210 U.S. at 429). In Hartford-Empire Co. v. United States, 329 U.S. 386,
433 (1945) (“Hartford-Empire”), the Supreme Court noted that, in the
intervening 37 years, Congress had rejected no less than twelve separate
proposals to alter the Paper Bag rule by imposing a forfeiture or compulsory
license for a patentee’s non-use. After another 35 years had passed, the

Supreme Court noted that compulsory licensing had been proposed but not

enacted in the 1952 codification of Section 283 and again proposed and

-15-




rejected in 1959. Dawson Chemical Co. v. Rohm & Haa;s Co., 448 US. 176,
215 n.21 (1980) (“Dawson Chemical).\°

The Patent Clause appears in Article I rather than in Article III
of the Constitution. Given the consistent repeated rejections by Congress of
proposals for compulsory licensing legislation, the courts should refrain
from judicial imposition of changes to the Patent Code that Congress has

explicitly rejected.

B. CaselLaw

As to case law, at page 128 of the transcript of the July 6, 2006
hearing the district court made reference to Foster, which, as already noted,
is the same case upon which the district court in eBay had placed primary
reliance in refusing to enter a permanent injunction (A 017941).

In eBay, the district court based its ﬁnding that MercExchange
suffered no irreparable harm on its finding that it “does not practice its

inventions and exists merely to license its patented technology to others”.

' Indeed, another proposal for a working requirement was proposed
in the original version of H.R. 2795 but removed before its formal
introduction in 2005. See July 26, 2005 Amendment in the Nature of a
Substitute offered by Lamar Smith, available at

<http://www.promotetheprogress.com/patentteform/Patentact
12005_IPOcoalitionprint.pdf, ‘
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MercExchange, L.L.C. v. eBay, Inc., 275 F. Supp.2d 695; 712 (E.D. Va.
2003). The unanimous opinion of the Supreme Court ruled that the
judgment of the district court could not be reinstated because this rationale
was “in tension with” Paper Bag (126 S. Ct. at 1840).

Although the court of appeals in Foster did purport to affirm
the district court’s entry of a “compulsory license” in lieu of an injunction
where the patentee was an NPE, the case failed to distinguish or even
discuss either Paper Bag or Special Equipment and its value as precedent is
accordingly negligible, particularly after the Supreme Court’s reaffirmation
of Paper Bag in eBay.

In its September 27, 2006 order granting DirecTV’s motion for
imposition of an escrow arrangement governing royalties under the
compulsory license, the district court also purported to find support for its
carlier entry of a compulsory license in Fromson v. Western Litho Plate &
Supply Co., 853 F.2d 1568, 1574 (Fed. Cir. 1988) (“Fromson™) (A 000037).
The district court characterized Fromson as holding “that damages for patent
infringement can come in the form of reasonable royalties under a

compulsory license™. Id.
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The district court, however, failed to recognize that in Fromson
Chief Judge Markey was attempting to outline the public policy factors
which require protection for NPEs, particularly those individual NPEs who
lack the resources to commercialize their own inventions:

The patent system also encourages corporations

and inventors to risk investment in research,

development, and marketing without which the

public could not gain the full benefit of the patent

system. The right to exclude conferred by a valid

patent thus deserves the same respect when that

right is in the hands of an individual as when it is
in the hands of a corporation.

Id. at 1575. The principles articulated in Fromson, therefore, actually
support the availability of injunctive relief for the NPE rather than the denial

of such relief via compulsory license as the district court apparently

believed.

C. Policy Arguments Against Compulsory Licensing

1.  The Need For R&D Financing
As already discussed above and as Chief Judge Markey

suggested in Fromson, the right to exclude represents an important
inducement to the patent transfers and other financing mechanisms that

facilitate the investment in research, development and marketing which is

nhecessary before an improvement invention can be commercialized.
-18 -




Indeed, several federal courts have recognized that one purpose
of the patent assignment statute, 35 U.S.C. § 261, is to ensure that financing
is available to inventors and other NPEs who are unable to finance R&D

internally. See, e.g., S.C.M. Corp. v. Xerox Corp,, 645 F.2d 1195 (2nd Cir.
1981).

Chief Judge Markey’s suggestion in Fromson regarding
investment was again confirmed by this Court in Patlex Corp. v.
Mossinghoff, 758 F.2d 594, 600-601 (Fed. Cir. 1985) (“Patlex”), where

Judge Newman reviewed the pertinent precedents and summarized the

principle as follows:

The encouragement of investment-based risk is the
fundamental purpose of the patent grant, and is
based directly on the right to exclude...without the
right to exclude the express purpose of the
Constitution and Congress, to promote the
progress of the useful arts, would be seriously
compromised (citations and internal quotations
omitted).

In concluding that it was free to impose a compulsory license

for future royalties, the district court failed to give any consideration

whatsoever to the potential impact of such a license on Finisar’s ability to

obtain the financing necessary to continue its research operations.




2. Potential Interference With Treaty Obligations

Finally, the Association respectfully submits that certain
additional constraints on the ability of federal judges to grant compulsory
licenses may arise from the treaty obligations of the United States under
(a) the TRIPS Agreement,'' and (b) the Paris Convention.'? If this Court
should wish to affirm the district court’s entry of a compulsory license,
therefore, it would then have to determine whether such a change would be
consistent with the Charming Betsy canon.

Indeed, the recent “blacklisting” of Thailand for alleged
violation of its obligations regarding patent exclusivity under the TRIPS
Agreement highlights the potential magnitude of the problem. The district
court, of course, gave no co_nsideration whatsoever to the issue of whether

the compulsory license it purported to grant was consistent with the treaty

obligations of the United States.

' TRIPS, Art, 28.

* Paris Convention, Art. 5A(2), Stockholm Revision (1967).

® In Murray v. The Schooner Charming Betsy, 6 U.S. 64 (1803), the
Supreme Court held that domestic law should, to the extent possible, be

cs:onstrued in a fashion consistent with the treaty obligations of the United
tates.
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Article 28 of the TRIPS Agreement, ot: which the United States
is a member, requires that the patent system of each member state provide
for “exclusive rights”. Articles 30 and 31 provide for “limited exceptions”
to those exclusive rights. Article 41 requires the availability of enforcement
procedures. Article 44 mandates the availability of injunctions for all
situations other than (a) where the infringing acquisition was made prior to
actual or imputed knowledge of the rights infringed (Article 44.1), or (b)
where injunctive remedies in particular cases are “inconsistent with a
Member’s law” (Article 44.2).

Atticle SA(2) of the Paris Convention, to which the United
States is also a party, provides that the grant of compulsory licenses can only
be authorized by Alegislative measures”.

The recent activities of the Executive Branch and its apparent
belief that patent exclusivity should be maintained even in areas that concern
the public health and safety seem motivated by a belief that, in the absence
of a local statute imposing a working requirement, the TRIPS Agreement
obliges its members to provide for injunctive relief against patent

infringement. In the absence of any further Congressional authorization of
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compulsory licensing, therefore, the Court should vacate the final judgment

of the district court for that reason as well.

POINTIT

THE DISTRICT COURT’S JUDGMENT MUST BE VACATED
BECAUSE NON-USE OF A PATENTED INVENTION
DOES NOT REPRESENT A PERMISSIBLE GROUND

FOR DENYING ENTRY OF A PERMANENT INJUNCTION

A. The District Court Misapplied The Four-Part eBay Test
1. Irreparable Harm & Inadequacy Of Monetary Damages

Irreparable harm in the absence of equitable relief and
inadequacy of legal remedies are, in effect, two sides of the same coin. See
11A Charles Alan Wright, et al., Fed. Prac. & Proc., § 2944 (2d ed. 1995)
(irreparable harm is not an independent requirement for obtaining a
permanent injunction but is one basis for showing inadequacy of legal
remedy). The necessary corollary of the right to exclude is the patent
holder’s right to decide if, when and to whom to license its patented
invention. 35 U.AS.C. § 271(d). Absent an injunction to enforce that right
here, Finisar would, in effect, be forced to license its technology to DirecTV.
Such a forced license is “antithetical to a basic tenet of the patent

system...[and] the decision whether to license is one that should be left to
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the patentee”. Odetics, Inc. v. Storage Tech. Corp, 14 F.' Supp.2d 785, 795
(E.D. Va. 1998), aff"d, 185 F.3d 1259 (Fed. Cir. 1999).

In attempting to apply the four-factor test articulated by the
Supreme Court in eBay, the district court here repeated exactly the same
mistake made by the district court in eBay itself. After first simplifying its
consideration of the adequacy of monetary damages by impermissibly
entering a compulsory license fixing royalties for future infringement, the
district court disposed of the first two elements of the test based on its
finding that Finisar “never sold the rights to the patent, never made the
slightest effort to ever use the patent” (A 017940).

This analysis simply cannot be distinguished from the parallel
analysis made in eBay where the district court concluded that a “plaintiffs
willingness to license its patents” and “its lack of commercial activity in
practicing the patents™ were sufficient to negate irreparable harm. 126 S. Ct.
at 1840. In the opinion of Justice Thomas writing for an unanimous Court,
that analysis and conclusions were both ovetly broad and “in tension with”
Paper Bag. Id. For those reasons, the district court’s original judgment

could not be reinstated and the judgment of this Court was vacated and

remanded.
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Since the opinion of the Court in eBay endorsed the continuing
vitality of the Paper Bag rule, this Court should adopt the same procedure
and vacate and remand the district court’s final judgment on the authority of

eBay.

2.  Balance Of Hardships
The balance of hardships will rarely, if ever, favor a willful

infringer like DirecTV. A willful infringer has, at the very least, engaged in
“egregious and reckless conduct”, Union Carbide Chems. & Plastics Tech.
Corp. v. Shell Oil Co., 425 F.3d 1366, 1381 (Fed. Cir. 2005), and thus, as
more generally with those who have acted in bad faith, can typically “make
no claims whatsoever on the Chancellor’s conscience”. Albemarle Paper
Co. v. Moody, 422 U.S. 405, 422 (1975).

Implicitly recognizing this principle, the district court focused
upon alleged hardship to DirecTV’s innocent customers. The district court’s
concern for “invalids and shut-ins” and “rural people” among those
customers (A 017941), however, finds no predicate in any historical
precedent. Accordingly, the district court’s approach must be rejected under

the Chief Justice’s observation that district courts are not “writing on an
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entirely clean slate”, because “[d]iscretion is not whim” and “like cases

should be decided alike” (126 S. Ct. at 1841-42).

3.  Public Interest

The same applies to the district court’s treatment of what it
believed could be characterized as public interest factors (A 017941). The
district court appeared completely unaware of the strong public interest in
maintaining the integrity of the patent system which even the district court in
eBay was forced to concede. See, MercExchange, L.L.C. v. eBay, Inc., 275
F. Supp.2d at 713. For that reason, the public interest usually favors the
patentee, with rare exceptions, such as where the infringer’s product is
necessary to protect the public health, national security, or other critical
public interests. See, e.g., Rite-Hite Corp. v. Kelley Co., 56 F.3d 1538, 1547
(Fed. Cir. 1995). Under the historical precedents beginning with Milwaukee
Sludge,'* moreover, cognizable public interest factors are generally limited
to matters which affect the public health and safety. The precedents simply

do not contemplate either economic hardship or personal convenience as

cognizable public interest factors.

¥ City of Milwaukee v. Activated Sludge, Inc. 69 F.2d 577, 593 (7th
Cir. 1834) (“Milwaukee Sludge™).
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B. Section 2714d](4)

Alternatively, this Court could find that the district court’s final
judgment is inconsistent with the enactment by Congress in 1988 of Section
271(d)(4) of the Patent code, 35 U.S.C. § 271(d)(4), which provides that:

No patent owner...shall be denied relief...by

reason of his having...refused to license or use

any rights to the patent (emphasis supplied).

Although Section 27 1(d)(4) was not mentioned in the Supreme Court’s eBay
decision, it appears by its terms to codify the rule of Paper Bag and Special

Equipment and is thus consistent with the reaffirmation of that rule in the

opinion of Justice Thomas.

C. Policy Arguments In Favor Of Retaining The Paper Bag Rule

1. Paper Bagls Consistent With Authoritative
onouncements

On The Nature Of The Patentee’s Bargain With The Public

The discussions of policy set forth in such decisions of this

Court as Fromson and Patlex have their origins in a long line of Supreme
Court case law which probably began with the recognition in 1814 by
Justice Story that because the “blocking” situation is typical, a patent does
Dot necessarily authorize the patentee to commercialize anything. Odiorne

V. Winkley, 18 F. Cas. 581, 582 (C.C.D. Mass, 1814), By 1817, Justice
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Story was able to articulate an early formulation of the patentee’s bargain
with the public, noting that the “exclusive patent-right” is conferred “as an
¢ncouragement and reward for his ingenuity”. Lowell v, Lewis, 15 F. Cas.
1018, 1020 (C.C.D. Mass. 1817).

Another watershed was reached in 1832 when Chief Justice
Marshall announced that to the “exclusive enjoyment of” the patentee’s right
to exclude during the period fixed by Congress, “the public faith is forever
pledged”. Grantv. Raymond, 31 U.S. 218, 242 (1832). By 1852, the
concept had crystallized to the point that Chief Justice Taney was able to
announce in Bloomer v, McQuewan, 55 U.S. 539, 549 (1852), that the
“franchise which the patent grants, consists altogether in the right to exclude
everyone from making, using or vending the thing patented, without the
permission of the patentee, This is all that he obtains by the patent.”

By 1897 the Supreme Court had articulated its recognition that
the benefits of the Ppatent system are predicated upon disclosure rather than -
commercialization. In a passage later quoted in Paper Bag (210 U.S. 424),
the Court rejected the notion that an inventor of a patented improvement
“occupies, as it were, the position of a quasi trustee for the public; that he is

under a sort of moral obligation to see that the public acquires the right to
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the free use of that invention ag 800n as is conveniently possible.” United

States v, American Bejj Tel. Co., 167 US. 224, 250 (1 897) (“Bell
Telephone”).

In 1945 the Supreme Court again explained that the owner of
patent “is not in the position of 3 quasi-trustee for the public” and “hag no

obligation ejther to use it or to grant its use to others”, So long as “he

In 1945 Chief Justice Stone reiterated the conclusion reached

37 years earlier in Paper Bag that “fajlure of the patentee to make use of the

batented invention does not affect” the patentee’s right to obtain an
injunction, Special Equipment , 324 U.S. at 378-79. In 1969 in an Opinion

by Justice White the Coyrt confirmed that the “heart of” the patentee’s

Alegal monopoly is the right to invoke the State’s power to prevent others

-28 -
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Finally, in 1989 the Court articulated still another formulation
of the patentee’s bargain with the public, noting that the patent system |
“embodies a cafefully crafted bargain for encouraging the creation and
disclosure of new, useful, and nonobvious advances” so that Aupon
expiration” of the period of exclusivity “the knowledge inures to the people,
who are thus enabled without restriction to practice it and profit from its
use”. Bonito Boats, Inc. v. Thunder Craft Boats, Inc., 489 U S. 141, 150-51
(1989) (citation omitted) (“Bonito Boats™)

The Association respectfully submits that those who assert that
others should be free to practice the patented inventions of an NPE prior to
expiration of the pertinent patent have failed to grasp the significance of this

history which both concurring opinions in eBay purport to invoke,

2. The Rule Of Paper Bag 1Is Consistent With Judicial
E

conomy
Finally, the NYIPLA agrees with the cdnclusion of Judge
Easterbrook that royalties should be fixed by the marketplace rather than by

courts:

a private outcome of these negotiations...is much
preferable to a judicial guesstimate about what a

royalty should be. The actual market beats judicial
attempts to mimic the market every time
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In re Mahurkar Double Lumen Hemodialysis Catheter Patent Litigation,
831 F. Supp. 1354, 1357 (N.D. 11 1993),
1995).

aff’d, 71 F.3d 1573 (Fed. Cir.

Simply put, injunctions facilitate business decisions and

contribute to judicial efficiency.




CONCLUSION

If the balance between the objectives of exclusivity and the

“progress of science and the useful arts”

contemplated by the framers of the

Constitution in the Patent Clause should become skewed either in particular

industries or with Tespect to particular categories of patents, any necessary

changes in the statutory scheme should be effectuated only after careful

Congressional deliberations. The Association respectfully submits that this

Court should not attempt to anticipate any such Congressional changes. The

final judgment of the district court should be vacated.
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