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I.  Introduction
Patent utility has existed since the first Patent Act in 1790. For just as long, 

there has been a struggle over how to “draw[] a line between the things which 
are worth to the public the embarrassment of an exclusive patent, and those 
which are not.”1 Historically, a low level of utility was required for an invention 
to be patentable..2 Recent court decisions have departed from this de minimis 
view of utility,3 instead demanding inventors to disclose a well-defined benefit to 
society that is significant and presently available.4 By requiring that an inventor 
demonstrate “specific” and “substantial” utility, the courts are robbing the public of 
the ability to decide what inventive activity the public values most. 

This paper outlines  a new approach to patent utility that calls for the 
elimination of the highly subjective and inconsistently applied “substantial” utility 
test. Under this new approach, increased maintenance fees will serve  to deter 
inventors from seeking patents for inventions of questionable utility. The fees will 
also provide an incentive for patentees unable to find sufficient utility to let their 
patents expire, allowing the invention to enter the public domain sooner. 

Part II summarizes the history of the patent utility requirement.  Part III 
considers the policy reasons behind the patent utility requirement and some 
weaknesses of the modern utility doctrine. Finally, Part IV offers a new direction 
for patent utility, calling for the elimination of the highly subjective “substantial” 
utility test and the introduction of higher maintenance fees.

II.  Historical Evolution of Patent Utility
“Moral” and “Operable” Utility

Patent “utility” finds its origin in Article I, Section 8 of the United States 
Constitution,5 which provides Congress the power “[t]o promote the Progress of 
. . . useful Arts, by securing for limited Times to . . . Inventors the exclusive Right to 
their respective . . . Discoveries.”6 Congress has always understood this to mean that 
in order for an invention to receive a patent, the inventor must demonstrate that 
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View from the Chair 

Those of us who are patent attorneys are now entering the challenging 
transition from a first-to-invent to a first-to-file law.  For the next two decades 
we will be checking the filing date to see if the new law or the old law applies to 
the claims in a patent application being prosecuted or in an issued patent being 
examined for validity.  The patent track of our section’s Spring Seminar will deal 
with these issues extensively.  We hope you will find it helpful.  On the trademark 
side, we are excited to be bringing you Martin Schwimmer, author of the popular 
The Trademark Blog.  He will be exploring the intellectual property implications of 
3D printing.

We are continuing to work on putting a pro bono program in place in 
Michigan.  A pilot program in Minnesota, now in its second year, served as a 
model for a “best practices” report we are studying.  The Federal Circuit Bar 
Association announced in October that it will serve as a clearinghouse to screen 
and forward pro bono requests to regional pro bono organizations such as we hope 
to establish in Michigan.  

Our October seminar, geared to introduce those new to intellectual property 
to some of the basics, attracted a surprising number of attendees who are not 
section members.  In light of this, the Council decided to offer a CLE segment on 
intellectual property law basics during the State Bar of Michigan’s Annual Meeting 
in September.  If you are interested in being an instructor for this, please get in 
touch with a Council member.  

The Section also hosted a reception for those who attended the USPTO’s AIA 
Roadshow last fall.  We continue to seek ways to support the USPTO’s Detroit 
Office.  While we are talking about the USPTO, many of you may know that 
Acting Director Teresa Stanek Rea earned her JD from Wayne State and her BS 
from the University of Michigan.  We certainly wish her well. 

As many of you know, the Intellectual Property Law Section holds its annual 
meeting at the Summer Institute rather than at SBM’s Annual Meeting.  We will 
be back on Mackinac Island this year, July 18-20.  We hope to see you there.  If 
you have not received a brochure in the mail, please check ICLE’s website (www.
icle.org) for more information.

 

—Anna Budde
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the invention is useful.7 Just what discoveries were considered 
“useful” in terms of patent law would be answered by Judge 
Story in a pair of 1817 cases. 

Lowell v. Lewis dealt with the patentability of a water 
pump.8 The defendant argued that the plaintiff’s pump was 
not entitled to patent protection because it was neither new 
nor useful.9 In rejecting this argument, Judge Story held 
that it was not necessary for the patent holder to show the 
invention to be an improvement over the pumps in common 
use, but rather to be a useful invention it need only be shown 
that the invention was not “of a mischievous or injurious 
tendency.”10 According to Judge Story, “[a]ll that the law 
requires is that the invention should not be frivolous or 
injurious to the well-being, good policy, or sound morals of 
society.”11 

The companion case of Bedfort v. Hunt involved the 
patentability of an improved manner of making boots and 
shoes.12 In answering the question of whether the invention 
had sufficient usefulness to satisfy the Patent Act require-
ments, Judge Story wrote “[t]he law . . . does not look to the 
degree of utility; it simply requires, that it shall be capable of 
use.”13 In so reasoning, it was Judge Story’s belief that if the 
invention has only limited practical utility “it will be of little 
or no profit to the inventor; and if it be trifling, it will sink 
into utter neglect.”14

This requirement that inventors need only demonstrate 
“operable” utility, in other words that it be “capable of use,” 
and “moral” utility, that the use not be injurious to the 
“sound morals of society,” was generally the test courts used 
when evaluating whether an invention satisfied the utility 
requirement under the patent laws.15

Introduction of “Specific” and “Substantial” Utility

Even as the statutory language of the patent law contin-
ued to evolve, Judge Story’s de minimis view of utility—that 
the invention be operable as claimed in the patent and that 
it comport with the sound morals of society—rremained the 
standard until the 1960’s. In 1964, the Court of Customs 
and Patent Appeals (“CCPA”)16 was faced with a case involv-
ing an invention for an allegedly novel process of making 
a certain class of known steroids.17 The end product of the 
applicant Manson’s process was a steroid that itself had no 
known use at the time of application, but was a homologue18 
to a class of steroids exhibiting possible tumor inhibiting 
effects in mice.19 Holding that Manson was entitled to a 
declaration of interference, the court reasoned that “a process 
which operates as disclosed to produce a known product is 

‘useful.’”20 To read into the statute that a known use for the 
end product of such process be disclosed in order for the pro-
cess to be useful “seems to us to be an improper arrogation of 
the authority delegated to Congress by the Constitution.”21 

The case came before the Supreme Court in Brenner 
v. Manson.22 In what remains a controversial decision, the 
Court reversed the CCPA, holding that until the claimed 
process has been reduced to a point that it produces a prod-
uct having both “specific” and “substantial” utility, the “metes 
and bounds” of the invention have not been established, 
and the basic quid pro quo for granting a patent monopoly 
has not been met.23 The Court rejected Judge Story’s view of 
utility as “plac[ing] such a special meaning on the word ‘use-
ful’ that we cannot accept it in the absence of evidence that 
Congress so intended.”24 

In a dissent, Justice Harlan failed to see the relevance 
behind the Court requiring that an inventor show both “sub-
stantial” and “specific” utility.25 A specific product use does 
not “fix ‘metes and bounds’ . . . since a hundred more uses 
may be found after a patent is granted.”26 Justice Harlan was 
especially concerned over the impact this new requirement 
would likely have on the advancement of chemical research 
where the benefit to society is not usually the result of a 
single invention, but rather is the result of multiple discover-
ies building upon each other.27 

The CCPA initially embraced the Court’s new utility 
requirements from Manson.28 In In re Joly, the court held 
that the mere disclosure of a claimed chemical compound 
whose only known use was as an intermediary to make other 
compounds did not demonstrate sufficient utility.29 Similarly, 
in In re Kirk the court found that a steroid chemical com-
pound was not useful simply because it was closely related to 
chemical compounds known to be useful or could be used 
as an intermediary in the preparation of compounds which 
might have some future specific use.30 In a rather lengthy dis-
sent, Judge Rich expressed his concerns over the application 
of Manson. By requiring utility to be more than “any degree 
of utility to anybody,” Judge Rich argued, the CCPA major-
ity was “indulging in judicial law-making.”31 It was never 
Congress’ intent to impose on the Patent Office or the courts 
“the impossible task of determining how much utility ‘earns’ 
a patent.”32

Perhaps in response to the dissent in Kirk,33 the Federal 
Circuit backed away from the more stringent utility standard 
set out in Manson.34 In In re Brana, the Federal Circuit re-
versed the Patent Office’s rejection of claims for an antitumor 

Patent Utility ...
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compound due to lack of utility.35 In distinguishing Kirk, the 
Federal Circuit found “[a]n alleged use against this particular 
type of cancer is much more specific than the vaguely inti-
mated uses rejected by the courts in Kirk.”36 Manson was not 
mentioned anywhere in the decision..37

The apparent retreat from the “specific” and “substantial” 
utility standard came to a halt with the Federal Circuit’s 
decision in In re Fisher.38 The claimed invention in Fisher 
related to Express Sequence Tags (ESTs) obtained from leaf 
tissue harvested from maize plants.39 The patent application 
disclosed seven different uses for the claimed ESTs.40 Despite 
these disclosures, the court held that Fisher’s ESTs failed to 
meet the utility requirement under the standard set forth in 
Manson.41 In reaching this conclusion, the court supplied the 
meaning for “specific” and “substantial” utility the Manson 
Court failed to provide.42 “Substantial” utility, according to 
the court, requires that the claimed invention offer some 
“significant and presently available benefit to the public” and 
that this benefit must be shown to be available “in its current 
form, not that it may prove useful at some future date after 
further research.”43 In order to satisfy the “specific” utility 
requirement, “an application must disclose a use which is not 
so vague as to be meaningless” such that the “claimed inven-
tion can be used to provide a well-defined and particular 
benefit to the public.”44 

Applying these interpretations of “specific” and “sub-
stantial” utility, the court concluded that the asserted uses 
were insufficient because the ESTs were nothing more than 
research intermediaries to isolate particular underlying 
protein-encoding genes.45 The court likened Fisher’s asserted 
uses to those alleged in Kirk where the disclosed steroidal 
compounds were claimed to be useful for their “biological 
activity.”46 The court held that such claimed utility is “nebu-
lous” and not sufficiently specific to satisfy the utility require-
ment.47

III.   Modern Utility Doctrine
The Supreme Court holding in Manson and the more 

recent holding of the Federal Circuit in Fisher remain the 
current interpretations of patent utility.48 These requirements 
are reflected in the United States Patent and Trademark’s 
(“USPTO”) latest Utility Guidelines.49 Under the Guidelines, 
for an invention to be “useful” within the meaning of patent 
law, the applicant must demonstrate “operable” utility 
(i.e., that the invention is capable of producing the results 
claimed)50 and assert “specific” and “substantial” utility that 
is credible from the perspective of one of ordinary skill in 
the art.51 The “moral” utility requirement has all but been 

eliminated from patent law with the Federal Circuit’s holding 
that the enforcement of the “sound morals of society” was 
more appropriately left to the States through the exercise of 
their police powers.52  

Policy Reasons for the Patent Utility Requirement

There are valid public policy arguments for a strong pat-
ent utility requirement. There is, of course, the quid pro quo 
argument that in exchange for granting a monopoly patent 
right, the invention must provide a substantial enough ben-
efit to society to warrant such an exclusive property right.53 
In addition, without a specified utility the patent would 
grant overly broad protection, which would have a tendency 
“to block off whole areas of scientific development” without 
a corresponding benefit to the public.54 These “blocking pat-
ents” reward the patentee with licensing fees far greater than 
the invention’s actual worth.55 Lastly, there is the concern 
that granting patents too early in the inventive process might 
remove the incentive for others to find utility, depriving the 
public of any useful benefit.56 While these concerns are valid, 
it is questionable whether the current utility requirements do 
much to advance these policy goals. In fact, they may actually 
tend to diminish the benefit enjoyed by society.

Weaknesses of the Modern Utility Doctrine

Many problems exist with the modern utility doctrine. 
First, the ultimate decision as to which inventions are “suf-
ficiently” useful to warrant patent protection is entirely sub-
jective and misplaced. The current doctrine leaves patent ex-
aminers and judges to determine which uses are “significant 
and presently available,” rather than to the society that stands 
to benefit from such progress.57 In many cases, judges and 
examiners fail to possess the personal experience, education, 
and background to make these decisions.58 In cases where the 
examiner has the necessary background, the resources needed 
to adequately perform the analysis become an issue. 

Additionally, requiring an inventor to demonstrate sub-
stantial utility ignores the fact that some of the most ben-
eficial uses of an invention are not known upfront and only 
become known once the invention is disclosed to the public. 
For example, the fledgling Rocket Chemical Company likely 
never imagined that the water repellant it initially developed 
to prevent corrosion on missiles would turn out to have over 
2,000 uses or that a can of WD-40 would one day find its 
way into four out of every five American households.59 

Perhaps the most persuasive argument against the modern 
utility doctrine is that the more stringent utility require-

Patent Utility ...
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ments have done very little to discourage patents for worth-
less inventions.60 Since the Supreme Court’s introduction of 
the specific and substantial utility requirements in Manson, 
patents have been awarded for ridiculous inventions such as 
a bird diaper,61 a gravity powered air conditioner for shoes,62 
a method of swinging on a swing,63 and a fork with a timer 
to indicate when another bite may be taken.64 Meanwhile, 
potentially promising chemical and biological advancements 
remain without patent protection because use for research 
purposes alone has been deemed to lack substantial utility. 

The ESTs in Fisher, for example, were found unpatent-
able because the court felt they were no more than research 
intermediaries that may help scientists isolate particular un-
derlying protein-encoding genes and, as such, lacked utility.65 
ESTs have proven valuable tools in the identification of genes 
in the Human Genome Project as well as in identifying genes 
linked to hereditary diseases and cancer.66 ESTs have already 
aided in isolating genes associated with Alzheimer’s disease, 
colon cancer, and many other diseases.67 Clearly, ESTs have 
are invaluable to biotechnology and genetic research;68 
however, courts struggle finding utility where the real world 
benefit is not immediately known. 

Without patent protection, an inventor is likely to toil 
away in secret until patentable utility is found or, even worse, 
the inventor may abandon the discovery, depriving the world 
of his invention until someone else independently invents it 
and discovers a use for it.69 This failure in the patent system 
disproportionately impacts the chemical and biotechnology 
arts70 where the up-front costs are significant, research and 
testing are time consuming, and outcomes are uncertain. But 
it is just this type of research that offers the greatest potential 
benefits to society and whose advancement the patent law 
was intended to encourage.

IV.   A New Direction for Patent Utility

Eliminate the Substantial Utility Requirement

Patent utility has never been considered a high hurdle to 
clear71 and is just one of several requirements for patentabil-
ity. In addition to being “useful,” the subject matter of the 
invention must be of the type that is eligible for a patent,72 
the invention must be novel,73 the invention must be non-
obvious in light of the prior art,74 and the application must 
adequately disclose the invention in order to enable others 
to use it.75 When viewed as a whole, it becomes clear that 
substantial utility adds very little to the analysis.

Operable utility fills an important gap by eliminating 
those inventions that simply cannot work or are incapable of 
working as described in the application. For example, inven-
tions for perpetual motion machines,76 cold fusion,77 and 
alleged cancer cures78 are denied patentability because they 
fail to satisfy operable utility. In the case of operable utility, 

it is not a matter of degree of utility.79 Rather, an inoperable 
invention has absolutely no utility.80  

Specific utility requires the use be more than just gener-
ally useful.81 The specified use must be “specific to the subject 
matter claimed.”82 For example, any invention heavier than 
air and small enough to fit on a desktop would have a use as 
a paperweight; however, in order for such a use to constitute 
specific utility, the invention disclosed must in fact be a pa-
perweight. The determination of whether specific utility exist 
is a question examiners and judges are better qualified to 
answer. In addition, specific utility is consistent with opera-
ble utility because in order for operable utility to be assessed, 
there must first be a specified use. 

The written description and enablement requirements of 
§ 112 also incorporate the utility requirement.83 The written 
description requires that the applicant clearly show to one of 
ordinary skill in the art that the applicant has invented what 
is claimed.84 The enablement requirement calls for disclosure 
sufficient for one skilled in the art to actually practice the 
claimed invention.85 “Obviously, if a claimed invention does 
not have [any] utility, the specification cannot enable one to 
use it.”86

Substantial utility, on the other hand, is a highly subjec-
tive test. It involves “the impossible task of determining how 
much utility ‘earns’ a patent,”87 a test which examiners and 
the courts are ill-equipped to apply.88 The purpose of the 
substantial utility requirement is to screen out those inven-
tions that have a stated use that is specific and operable, but 
is insufficiently beneficial in its present form to warrant the 
exclusive property rights a patent provides. However, in light 
of the other requirements for patentability, substantial utility 
is ill-suited for determining whether or not an invention pos-
sesses sufficient benefit because it fails to take into account 
prior art and the potential contributions of the disclosed 
invention.89 

A more appropriate tool for assessing the sufficiency of 
the contribution to the useful arts is the nonobviousness 
requirement.90 Whereas novelty requires that the invention 
be new and different from the prior art,91 nonobviousness re-
quires that those differences be significant enough so that the 
new invention would not have been obvious to one skilled 
in the art.92 If an invention is sufficiently different from the 
prior art to satisfy the nonobviousness requirement, it adds a 
substantial enough contribution to the advancement of the 
useful arts even though the individual invention might itself 
not be sufficiently beneficial.93 

Proposed “Maintenance Fee” Approach

Patents are intended to “promote the progress of the 
useful Arts.”94 Any proposed changes to the patent utility 

Continued on next page 
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requirement must first and foremost operate with this goal 
in mind. One of the main difficulties with the substantial 
utility approach is that it is impossible to completely un-
derstand the potential benefit of an invention until society 
has had the opportunity to fully assess it. Just because an 
invention has limited known utility does not mean that, in 
the right hands or with more time, more substantial uses 
will not be found or the “useful Arts” will not be advanced. 
Since society is the ultimate benefactor of such progress, 
any value determination should be left to society, and the 
most efficient method of measuring that value is through 
the use of market forces.

In order to receive a patent in the United States, an 
inventor must file an application, pay the necessary fees, and 
prosecute the patent through the USPTO. In most cases 
the preparation and prosecution of a patent will typically 
cost the inventor between $10,000 and $30,000.95 This 
initial upfront investment is likely to deter many inventors 
of worthless inventions from even attempting to apply for a 
patent. Assuming an inventor receives a patent, the patentee 
must also  pay maintenance fees three times during the life of 
the patent.96  

Patent Maintenance Fee Large Entity Small Entity97

Due 3.5 years after issuance $1,130 $565
Due 7.5 years after issuance $2,850 $1,425
Due 11.5 years after issuance $4,730 $2,365

Table 1: USPTO Maintenance Fee Schedule98

If the patentee fails to pay the required maintenance fee, 
the patent expires and the invention becomes part of the 
public domain. 

A recent empirical study has shown that even under the 
current fee schedule, which has large entities paying up to 
$8,710 in maintenance fees over the life of the patent and 
small entities paying $4,355, over 50% of all patentees allow 
their patents to expire before their full term by failing to pay 
one of the required maintenance fees.99 The study’s author 
concluded the results indicate that patentees are able to 
identify value as soon as three-and-a-half years after a patent 
issues, that maintenance fees are a useful innovation sorting 
mechanism, and that higher maintenance fees on the front-
end would likely encourage a faster transfer to the public 
domain.100 These results suggest that by simply increasing 
the maintenance fees to levels similar to those illustrated in 
Table 2, Congress could effectively encourage abandonment 

of more worthless patents while not creating a significant cost 
burden to holders of patents shown to have merit. 

Patent Maintenance Fee Large Entity Small Entity
Due 3.5 years after issuance $10,000 $5,000
Due 7.5 years after issuance $8,000 $4,000
Due 11.5 years after issuance $5,000 $2,500

Table 2: Potential Alternative Maintenance Fee Schedule

Essentially, Congress would set the value to a level it feels 
is an appropriate tradeoff for an exclusive patent right and 
would leave the valuation to the public through the use of 
market forces. Advised of increased costs over the life of the 
patent, inventors may choose not to file a patent application 
on inventions they believe to have only nominal utility or 
choose to delay filing until they have a further understanding 
of the potential value of the invention, thereby reducing the 
number of worthless patents being issued. For those inven-
tions that do ultimately receive a patent, a rational patentee 
would not choose to maintain his patent unless the patentee 
believed the benefits derived from holding the patent out-
weighed the cost of maintenance. In essence, the mainte-
nance fees would provide a benefit similar to a provisional 
patent in that they would allow inventors a reasonable time 
to assess market demand and find additional utility with the 
knowledge that the invention will be protected. 

The use of maintenance fees as an alternative to sub-
stantial utility is not a perfect solution. There will still be 
patents issued for worthless inventions, and there will still be 
patentees of useless inventions that agree to pay the required 
maintenance fees even though the cost to the inventor 
outweighs the benefits derived from such a property right. 
The assumption that people behave rationally is a limitation 
in any market model. Congress could consider increasing 
the application fees in order to reduce the number of worth-
less inventions receiving a patent in the first place; however, 
such an approach is likely to have a chilling effect on inven-
tive disclosures, which is contrary to the goals of patent law 
as mandated by the Constitution.101 Additionally, keeping 
application fees low allows even small entities more equal 
access to the patent system.102 Besides, the goal should not be 
to make patenting a useless invention impossible, but rather 
to promote the useful arts.103 Granting patents on useless 
inventions takes little-to-nothing from the public because the 
public would be unlikely to make use of such invention, but 
the public could still benefit from the information disclosed 
in these patents.104
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V.   Conclusion
This paper offers a new approach to an old question: 

What discoveries are worthy of patent protection? The 
market fee approach suggests the answer best lies with the 
public, rather than examiners and judges. The approach calls 
for a departure from the highly subjective substantial utility 
test of the modern utility doctrine in favor of a return to a 
more liberal interpretation of the patent utility requirements. 
Through the use of higher maintenance fees and market fac-
tors, the maintenance fee approach seeks to promote progress 
by encouraging early release of discoveries into the public 
domain. If it turns out the invention is of little use, it will 
have little value in the market place, and society has given 
nothing by bestowing on the inventor the right to exclude 
others from practicing a worthless invention.105 However, in 
exchange, the disclosure is made and such disclosure may, in 
its own way, further promote science and the useful arts.106 "
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Overview
In Gunn v. Minton, the U.S. Supreme Court ruled that 

a legal malpractice claim against a patent lawyer did not 
“aris[e] under” a federal patent statute, and therefore was not 
subject to exclusive federal jurisdiction under 28 U.S.C. § 
1338(a). The Court attempted to balance the interests of the 
federal and state courts, and found that a legal malpractice 
suit should be heard in state court, even if liability turns on 
a difficult question of substantive patent law. In so deciding, 
the Court overlooked numerous practical and policy reasons 
to require federal courts to decide state-law claims with 
substantial patent issues.

Background
Federal courts are courts of limited jurisdiction. One vein 

of federal subject matter jurisdiction is 28 U.S.C. § 1338(a), 
which provides that:

The district courts shall have original 
jurisdiction of any civil action arising under 
any Act of Congress relating to patents, plant 
variety protection, copyrights and trademarks. 
No State court shall have jurisdiction over 
any claim for relief arising under any Act of 
Congress relating to patents[.]

Section 1338(a) is the root of federal jurisdiction in 
patent cases and is responsible for the fact that (up to this 
point, at least) federal courts hear the overwhelming majority 
of cases involving patents. Patent infringement actions, 
declaratory judgment actions seeking determinations of 
noninfringement or invalidity or both, and inventorship 
disputes under 28 U.S.C. § 256 all enjoy exclusive federal 
jurisdiction.

Congress considered broad exclusive federal jurisdiction 
in patent cases to be important, since it established a 
comprehensive scheme to consolidate patent cases in the 
federal courts. In addition to section 1338(a), 28 U.S.C. § 
1295 establishes the U.S. Court of Appeals for the Federal 
Circuit’s nationwide appellate jurisdiction over appeals from 
patent cases in the district courts, the International Trade 
Commission, and administrative appeals from the U.S. 
Patent and Trademark Office.

Of course, not all commercial disputes involving patents 
are as firmly rooted in the Patent Act as an infringement 

or declaratory judgment action. Courts have struggled to 
distinguish actions which arise under the Patent Act, and 
therefore have exclusive jurisdiction under section 1338(a), 
and actions which only tangentially concern patents, and 
therefore are suited for resolution in state courts. In the past 
several years, state courts have wrestled with jurisdiction in 
cases involving malpractice, unfair practices, fraud and other 
commercial claims.1 Although state courts often recognize, 
in the words of a California court, that “just because a 
patent is in the vicinity does not inevitably and invariably 
bring the controversy within the ambit of exclusive federal 
jurisdiction[,]”2 state courts conclude in many cases that 
the state law claim “arises under” the Patent Act, triggering 
exclusive federal jurisdiction.

The U.S. Supreme Court tackled the contours of “arising 
under” jurisdiction in Christianson v. Colt Industries Operating 
Corp.3 by articulating a two-part test for § 1338 jurisdiction. 
Under that test federal jurisdiction “extend[s] only to those 
cases in which a well-pleaded complaint establishes either 
that federal patent law creates the cause of action or that the 
plaintiff’s right to relief necessarily depends on resolution of a 
substantial question of federal patent law, in that patent law is a 
necessary element of one of the well-pleaded claims.”4

Gunn v. Minton
The claim presented in Gunn v. Minton5 is a typical state 

law claim seemingly in the penumbra of exclusive federal 
jurisdiction. Minton was an inventor who sued the NASD 
and NASDQ for patent infringement. The district court 
granted summary judgment that the patent was invalid 
under the on-sale bar in 35 U.S.C. § 102(b), because 
Minton had leased a prototype of the invention more 
than one year before the application filing date. Minton’s 
attorney, Gunn, failed to argue that the prototype was 
protected by the experimental use exception, and when he 
attempted to raise it later the court ruled that the point 
had been waived. The Federal Circuit affirmed that the 
issue had been waived.6 After he exhausted his appeals, 
Minton sued his attorney for malpractice in a Texas 
state court. The Texas trial court ruled in favor of Gunn, 
finding that the prototype was not an experimental use. 
On appeal, the Texas Supreme Court ruled that the action 
must be filed in federal court, “because the success of 
Minton’s malpractice claim [was] reliant upon the viability 

Gunn v. Minton: Supreme Court Pokes Another Hole 
In Exclusive Federal Jurisdiction Over Patent Rights

By David C. Berry
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of the experimental use exception as a defense to the on-
sale bar.”7

In a 9-0 ruling written by Chief Justice Roberts, the U.S. 
Supreme Court reversed, and ruled that the malpractice 
claim must be heard in a state court. The Court relied on its 
2005 decision in Grable & Sons Metal Products, Inc. v. Darue 
Engineering & Mfg.,8 where it restated the test for “arising 
under” jurisdiction for purposes of the federal question 
statute, 28 U.S.C. § 1331. The Court observed that the 
test for that provision is interchangeable with the test under 
section 1338:

[F]ederal jurisdiction over a state law claim 
will lie if a federal issue is: (1) necessarily 
raised, (2) actually disputed, (3) substantial, 
and (4) capable of resolution in federal court 
without disrupting the federal-state balance 
approved by Congress. Where all four of 
these requirements are met, . . . jurisdiction 
is proper because there is a “serious federal 
interest in claiming the advantages thought 
to be inherent in a federal forum,” which can 
be vindicated without disrupting Congress’s 
intended division of labor between state and 
federal courts.9

The Court concluded that Minton’s malpractice claim 
necessarily raised a federal issue of patent law, since Minton 
was required to establish that the prototype lease was an 
experimental use, and that the issue was actually disputed. 
The Court held, however, that Minton’s claim failed to satisfy 
the third and fourth factors identified in Grable. 

First, the Court held that the patent issue was not 
“substantial.” In earlier cases applying Grable, the Federal 
Circuit considered a patent issue to be substantial if it was 
important to deciding the merits of the state claim.10 This 
interpretation was consistent with Supreme Court guidance 
on jurisdiction under section 1338, which is clear that an issue 
is substantial when it is a necessary element of the claim.11 
Instead, the Gunn Court explained that an issue is “significant” 
under Grable only if it is important “to the federal system 
as a whole.”12 Unlike in Grable, where the resolution of the 
plaintiff’s challenge to property seizures and sales by the U.S. 
Internal Revenue Service would potentially affect many past 
and future property claims, the Court considered the patent 
issue in Gunn to be insignificant because the patent was 
invalid, and the issue would not affect future rights:

Because of the backward-looking nature of a 
legal malpractice claim, the question is posed 
in a merely hypothetical sense: If Minton’s 
lawyers had raised a timely experimental-
use argument, would the result in the patent 
infringement proceeding have been different? 

No matter how the state courts resolve that 
hypothetical “case within a case,” it will not 
change the real-world result of the prior 
federal patent litigation. Minton’s patent will 
remain invalid.13

Turning to the fourth Grable factor, the Court concluded 
that requiring federal courts to adjudicate malpractice claims 
would disrupt Congress’ state-federal balance:

The States . . . have “a special responsibility 
for maintaining standards among members 
of the licensed professions.” Their “interest 
. . . in regulating lawyers is especially great 
since lawyers are essential to the primary 
governmental function of administering 
justice, and have historically been officers of 
the courts.” We have no reason to suppose 
that Congress—in establishing exclusive 
federal jurisdiction over patent cases—meant 
to bar from state courts state legal malpractice 
claims simply because they require resolution 
of a hypothetical patent issue.14

Because the third and fourth points in Grable were 
lacking, the claim did not fall within the federal court’s 
exclusive jurisdiction. Moreover, the Court stated with 
confidence that similar malpractice claims “rarely, if ever” 
would qualify for federal jurisdiction under section 1338.15

Analysis
The immediate impact of Gunn v. Minton is that state 

courts, which in the past only rarely considered important 
issues relating to federal patent law, will be adjudicating more 
cases in the future. Is this a sound result, either from the 
standpoint of effective judicial oversight of the patent system 
or public policy?

Does Gunn affect federal jurisdiction over other claims 
not created by the Patent Act?

Legal malpractice claims are not the only state law claims 
which have enjoyed federal jurisdiction under section 1338. 
For example, courts have held that breach of contract actions 
by patent licensees over unpaid royalties “arise under” the 
federal patent statutes because resolution of that claim 
requires determining, in essence, whether the licensee’s 
product “infringes” the licensed patent.16

It is likely that claims for breach of a patent license would 
satisfy the Grable standard. First, unlike Minton’s malpractice 
claim, which concerned a “dead” patent, a claim for breach 
of a patent license turns on an issue of law likely to have 
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future effects. The court’s construction and application of 
the patent claim, as well as its determination of validity, 
would govern the parties’ continued performance under 
the license. In addition, if the patent was licensed to others, 
res judicata would presumably bind the patentee/licensor 
to adverse final rulings on claim construction and validity. 
Therefore, the determination of patent law issues in a license 
case would be substantial both because they are important, 
and because they are at least as “important to the federal 
system as a whole” as the IRS seizure issue in Grable. In 
addition, the state interest in resolving contract cases is likely 
not as compelling as the interest in overseeing claims against 
attorneys licensed to practice in the state. Therefore, all four 
Grable factors would likely indicate that the license claim is 
entitled to exclusive federal jurisdiction.

Can we be so sure that patent issues in malpractice claims will 
not affect future patent rights?

Although the Gunn Court concludes that the 
experimental use issue has no continuing vitality because 
Minton’s patent was invalidated by a final judgment, one 
can certainly envision situations in which a state court ruling 
could affect other federal rights. For example, a patentee 
like Minton may have other issued patents claiming priority 
from the same application, not asserted in the litigation, but 
subject to challenge on the grounds that they too are subject 
to the on-sale bar. If the state court rules that experimental 
use does not apply, that adverse ruling could doom the 
unasserted patents. In addition, a state court ruling on 
the experimental use issue could affect the prosecution of 
continuation applications still pending before the USPTO. 
The Court brushed aside Minton’s suggestion that this 
was possible, noting that nothing in the Manual of Patent 
Examining Procedure indicated that examiners are bound by 
decisions from state courts. Of course, one likely reason the 
MPEP does not address the issue is that, prior to Gunn, the 
chance of a state court ruling on the status of a reference as 
prior art was vanishingly small. If a state court of competent 
jurisdiction reached a final judgment on the issue, there 
is nothing in the MPEP that prevents the USPTO from 
treating it as binding.

Is the state interest in adjudicating legal malpractice claims 
any less important than the federal interest in 

a predictable, uniform body or patent law?

The Gunn Court ruled that the fourth Grable factor, 
“disrupting the federal-state balance approved by Congress,”17 
weighed in favor of state court jurisdiction because states 

“have ‘a special responsibility for maintaining standards 
among members of the licensed professions.’”18 The Court 
did not recognize any special federal interest in having patent 
issues decided by federal courts. However, in earlier cases 
the Supreme Court recognized that uniform application of 
patent law is critical. In Markman v. Westview Instruments, 
Inc., when concluding that issues of claim construction were 
too important to be left to juries, the Court observed that:

As we noted in General Elec. Co. v. Wabash 
Appliance Corp., 304 U.S. 364, 369 (1938), 
“[t]he limits of a patent must be known 
for the protection of the patentee, the 
encouragement of the inventive genius of 
others and the assurance that the subject of 
the patent will be dedicated ultimately to the 
public.” . . .  It was just for the sake of such 
desirable uniformity that Congress created 
the Court of Appeals for the Federal Circuit 
as an exclusive appellate court for patent 
cases, H.R.Rep. No. 97-312, pp. 20-23 
(1981), observing that increased uniformity 
would “strengthen the United States patent 
system in such a way as to foster technological 
growth and industrial innovation.” Id., at 20. 
Uniformity would, however, be ill served by 
submitting issues of document construction 
to juries[.]19

In addition, the Court has tied the goal of uniformity 
directly to “arising under” jurisdiction under § 1338:

Since the Patent Act of 1800, Congress 
has lodged exclusive jurisdiction of actions 
“arising under” the patent laws in the federal 
courts, thus allowing for the development 
of a uniform body of law in resolving the 
constant tension between private right 
and public access. See 28 U.S.C. § 1338[.] 
Recently, Congress conferred exclusive 
jurisdiction of all patent appeals on the 
Court of Appeals for the Federal Circuit, 
in order to “provide nationwide uniformity 
in patent law.” H.R.Rep. No. 97-312, p. 20 
(1981). . . . Given the inherently ephemeral 
nature of property in ideas, and the great 
power such property has to cause harm to 
the competitive policies which underlay the 
federal patent laws, the demarcation of broad 

Gunn v. Minton ...
Continued from page 11



Ipls Proceedings  Volume 24 • Issue 1 • 2013 13Ipls Proceedings   Volume 24 • Issue 1 • 201312

zones of public and private right is “the 
type of regulation that demands a uniform 
national rule.” Ray v. Atlantic Richfield Co., 
435 U.S. 151, 179 (1978).20

This strong Congressional goal of uniformity is 
conspicuously absent from the Gunn Court’s discussion of 
the proper state-federal balance. 

Under our system of dual court systems, are state courts able 
to competently address complex patent issues

found in commercial claims?

Patents are increasingly an important business asset, 
and as more patents are issued and more companies rely 
on patents to protect their competitive advantages in a 
worldwide marketplace, it is likely that patents will provide 
the grist for an increasing number of commercial disputes. 
Many of these disputes involve a combination of state 
law and federal patent law in varying proportions. It is 
impossible to say that all such “hybrid” cases belong in state 
courts, or that all the cases belong in federal court. The 
nature of our federal system, and the need for comity and 
respect for both federal and state court systems, requires 
a more thoughtful approach to defining jurisdiction over 
hybrid cases.

The simple fact is that in adjudicating hybrid cases, some 
federal courts will be required to interpret and apply state 
law statutes and principles, and some state courts will be 
required to interpret and apply federal statutes. A relevant 
question is: Who is better equipped to adjudicate federal 
patent law issues, a federal court of a state court?

Several factors compel the conclusion that patent issues 
in hybrid cases should be heard in federal court. First, federal 
courts already are experienced in applying state statutes and 
common law because they regularly exercise federal diversity 
jurisdiction in actions between residents of different states 
regardless of the subject of the dispute.21 On the other hand, 
state courts have much less experience construing federal 
statutes, especially the Patent Act. 

Second, as a result of the long-standing exercise of diversity 
jurisdiction, federal courts have procedures to seek guidance 
and clarification of thorny and pivotal state law issues. Under 
the Erie Doctrine, federal courts honor state statutes and 
common law as binding.22 Federal courts may certify issues of 
unresolved state law to the appropriate state supreme court for 
guidance.23 State courts, in contrast, have no way to certify a 
question of patent law to a federal court, and are left to predict 
how a federal court would rule on the issue. However, the state 
courts are not bound by any federal court except the Supreme 
Court, and therefore are not bound to follow Federal Circuit 
authority. In Gunn, the Court observed that state courts faced 
with unfamiliar patent issues “can be expected to hew closely 

to the pertinent federal precedents.”24 However, experience 
has shown that even federal courts unfamiliar with patents can 
fumble seemingly basic points of law.25

Still another reason that patent issues should not be 
determined by state courts is the relative lack of resources 
available in the state judiciaries. In an era of tight budgets 
and diminished staffing in most state court systems, it seems 
dubious that state trial court judges have the resources 
necessary to administer a case involving important patent 
issues. In contrast, the federal courts have comparatively 
greater resources and, in some districts, pilot projects 
devoting extra resources to patent cases.26

In light of these practical considerations, it is not surpris-
ing that state courts may be reluctant to take on state-law 
claims with important patent law issues. The Ohio Court of 
Appeals recently voiced a not-unexpected sentiment in de-
clining jurisdiction of a legal malpractice claim based on the 
preparation of a provisional patent application:

A court could not even determine whether 
[plaintiff’s claim for malpractice] satisfies 
the pleading requirements of Civ.R. 8 (and 
Civ.R. 9) without first knowing the procedure 
for filing a provisional application for patent 
with the USPTO, or knowing whether failing 
to cite prior art in a provisional application 
constitutes a material omission. Even though 
appellant’s claims are clearly based in state 
law, they are not discernable without having 
a fair understanding of patent prosecution, 
which is why this case belongs in federal 
court.27

Is the Gunn decision really consistent with Congress’ 
intended division of labor between state and 

federal courts in patent matters?

Finally, the Gunn decision is at odds with directives from 
Congress, which since 1982 has consistently supported a 
system of federal exclusivity in patent matters. Congress’ 
recent action to close one loophole allowing state courts to 
hear patent cases illustrates this point. In 2002, the Supreme 
Court held in Holmes Group, Inc. v. Vornado Air Circulation 
Systems that when applying 38 U.S.C. § 1295, a court is 
limited to issues presented in a well-pleaded complaint.28 
Thus a patent issue introduced in a counterclaim -- even a 
counterclaim alleging patent infringement under the Patent 
Act-- could not create jurisdiction under 1338(a). Holmes 
Group created a loophole that allowed appeals from patent 
cases to be heard by regional circuit courts of appeals and 
possibly allowed patent infringement claims to be heard in 
state courts.

Congress recently acted to eliminate this possibility in 
the Leahy-Smith America Invents Act of 2011. As amended 



Ipls Proceedings  Volume 24 • Issue 1 • 2013 15Ipls Proceedings   Volume 24 • Issue 1 • 201314

by the AIA, section 1295 now states that the Federal Circuit 
exercises exclusive jurisdiction over district court cases where 
patent claims appear in the original complaint and “in any 
civil action in which a party has asserted a compulsory 
counterclaim[.]”29 In addition, Congress added a new 
removal statute, 28 U.S.C. § 1454, which allows a party 
to remove from state to federal court any “civil action in 
which any party asserts a claim for relief arising under any 
Act of Congress relating to patents[.]” As a result, a patentee 
may remove to federal court any state action when a patent 
infringement claims appears in a counterclaim or crossclaim. 
The limits of that removal provision, and the ability of a 
district court to retain jurisdiction over purely state law issues 
under supplemental jurisdiction, remain to be decided. These 
two AIA provisions demonstrate Congress’ continuing goal 
of consolidating patent cases in the federal courts. The Gunn 
decision is inconsistent with that policy.  "
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This article highlights rulings and/or issues from the 
District Courts that may be relevant to the calculation of 
damages in intellectual property matters. While rulings from 
the District Courts may not establish general precedent 
outside of their particular district, they can involve thought 
provoking issues and can also reflect how the District Courts 
are interpreting and responding to rulings by the Court of 
Appeals for the Federal Circuit (“Federal Circuit”). The goal 
of this article is to provide a synopsis of particular issues, rul-
ings, and cases. For certain cases, additional documentation 
and/or a more comprehensive discussion of a particular case 
and the relevant issues can be found at www.SRR.com/Deci-
sionsFromTheDistrictCourts.

Lost Profits on Sales Prior To Patent Issuance
General Electric Company v. Mitsubishi Heavy Industries, 

LTD. et al. (“GE v. Mitsubishi”) is a patent infringement 
case concerning technology related to wind turbines, which 
was tried in The United States District Court for the North-
ern District of Texas (Dallas). Two patents were at issue in 
the matter, including U.S. Patent No. 7,629,705 (“the ‘705 
patent”) entitled a Method and Apparatus for Operating 
Electrical Machines.1 GE contended that wind turbines sold 
by Mitsubishi infringe the ‘705 patent, and GE sought lost 
profits damages relating to those sales. Mitsubishi filed a 
motion in limine to preclude GE from presenting evidence 
seeking lost profits for such sales because they occurred 
before the ‘705 patent issued. GE responded by claiming 
that “the act of infringement that caused the loss was not the 
sale, but the commission and installation of the infringing 
turbines, which occurred after the patent was issued.”2

The Court found “that the ‘but for’ test governing the 
award of lost profits is not limited to sales that occurred 
after a patent is issued and decline[d] to decide as a matter 

of law something that is clearly a matter of disputed fact.” 
The Court went on to state that “[i]f GE can prove by a 
preponderance of the evidence that but for Mitsubishi’s 
infringement, it would’ve made additional profits, then it is 
entitled to introduce expert testimony regarding an appropri-
ate amount of lost profit damages.”3 Accordingly, the Court 
denied Mitsubishi’s motion.

Marking and the Timing of Damages Claims
In situations where both product and method claims are 

asserted, the patentee is required to mark its products “in 
order to recover damages under its method claims prior to 
actual or constructive notice being given.”4 However, if only 
method claims are asserted, the marking statute does not 
apply.

In GE v. Mitsubishi, GE initially asserted claims involving 
both method and product patents, however it later dropped 
the product claims. As such, GE sought damages for activi-
ties that occurred prior to the date the suit was filed. Mit-
subishi subsequently filed a motion to preclude GE from 
presenting evidence claiming damages for activities prior to 
the filing of the suit, arguing that GE’s damages should be 
limited because GE failed to Mark products associated with 
the product claims. GE responded in saying that “it should 
not be precluded from claiming damages for activities occur-
ring before it filed suit because the marking statute does not 
apply where the claim asserted covers only a method, not a 
product.”5 GE argued that “it should not be punished for 
having asserted and later dismissed claims covering unmarked 
products because it did so in order to ensure compliance with 
the local patent rules of the Northern District of Texas.”6

The Court was left to determine whether GE’s failure to 
mark products associated with dismissed claims merits a deci-
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sion as a matter of law that any damages GE can recover for 
infringement of the method claims asserted are limited to the 
period after it filed suit.

The Court found that the marking statute was not trig-
gered because the only remaining claim in suit covered a 
method and, therefore, the Court declined to limit GE’s 
damages to the period of time after the suit was filed.

Panduit Factor 2 – Establishing But-For Causation
The four Panduit factors are commonly considered in 

order to establish whether lost profits are an appropriate 
measure of damages. The second Panduit factor requires the 
plaintiff to demonstrate the absence of acceptable non-in-
fringing alternatives.

In Boston Scientific Corporation and Boston Scientific 
Scimed, Inc. v. Cordis Corporation (“BSC v. Cordis”), a case 
from the United States District Court for the District of 
Delaware, BSC claimed that Cordis infringed U.S. Patent 
No. 5,922,021 (“the ‘021 patent”) relating to intravascular 
stents. BSC sought lost profit damages from lost sales of its 
2.25 mm stent, Taxus Liberte Atom (“Taxus Atom”), which 
BSC claimed resulted from Cordis’ introduction of its 2.25 
mm Cypher stent. BSC and Cordis were the only 2.25 mm 
drug eluting stent (“DES”) providers at the time. The jury 
found Cordis to have infringed the ‘021 patent and awarded 
BSC approximately $18.5 million in lost profit damages.

Cordis renewed its JMOL motion arguing that the 
award was not supported by substantial evidence, claiming 
BSC had not proven that the introduction of the 2.25 mm 
Cypher stent was the but-for cause of the decline in Taxus 
Atom sales. Cordis argued that during the same week that 
Cordis received FDA approval and launched the 2.25 mm 
Cypher stent, the Cardiovascular Research Foundation’s 
2009 Transcatheter Cardiovascular Therapeutics conference 
(“TCT 2009”) was held. At that conference, two studies were 
discussed which reflected negatively on the Taxus Atom stent. 
Moreover, Cordis cited BSC’s earnings calls and financial 
statements, which indicated that the data released at the TCT 
2009 caused it to lose market share. Cordis also emphasized 
that there were other alternatives available to physicians aside 
from utilizing a 2.25 mm drug eluting stent.

The Court ultimately found that while there was evidence 
regarding the differences between the Taxus Atom and Cy-
pher stents, sufficient evidence supported the determination 
that a specific market existed for 2.25 mm DES, and, within 
this market, the demand for 2.25 mm Taxus Atom and 
Cypher DES was interchangeable. The Court indicated that 
sufficient evidence was presented that doctors’ demand for 

the 2.25 mm Cypher DES would’ve transferred to the Taxus 
Atom and that “BSC was not ‘obliged to negate every pos-
sibility that a purchaser might not have bought the [2.25 mm 
Cypher] instead of the [Taxus Atom], or might have foregone 
the purchase altogether.’”7 As such, the Court found that 
the assumption of demand interchangeability underlying the 
second Panduit factor was appropriate in this case and that 
BSC met its burden of proof in demonstrating the absence of 
acceptable alternatives.

Post-Judgment Royalties
In BSC v. Cordis, the jury awarded BSC approximately 

$18.5 million in lost profits and approximately $1 million 
in reasonable royalty damages for Cordis’ past infringement. 
After the judgment, BSC filed a motion for ongoing dam-
ages. BSC claimed that while a permanent injunction would 
be appropriate, it appreciated that courts have been reluctant 
to issue injunctions in stent cases, and sought instead an 
ongoing royalty of 32%. This effective royalty rate reflects 
the $19.5 million jury award (comprised of both lost profits 
and reasonable royalty damages) as a percentage of the $60.7 
million of 2.25 mm Cypher stent sales.

Cordis responded indicating that by the time of trial, 
cardiologists “had other [drug eluting stents] to select from, 
and that there [was] no ‘realistic possibility that future sales 
of the 2.25 mm Cypher will take sales or profits away from 
the Taxus Atom.’” However, Cordis failed to explain with any 
detail the effects those alternative drug eluting stents had on 
the marketplace. Additionally, Cordis asserted that it was sell-
ing the Cypher stents in the United States at a substantial loss 
and that even a 2.95% royalty rate, the reasonable royalty 
rate the jury awarded for past infringement, was insufficient 
to allow it a reasonable profit margin.

The Court granted BSC’s motion and awarded an ongo-
ing royalty rate of 32%. The Court stated it “declin[ed] to 
allow Cordis, an adjudicated willful infringer, to effectively 
owe less for its post-verdict infringement than the jury found 
for its pre-verdict infringement under the circumstances.”8

Daubert Issues – Disabling Problems as Opposed to 
Weaknesses in Testimony

In Apple v. Motorola, Circuit Judge Richard Posner sat 
by designation in the Northern District of Illinois Eastern 
Division and conducted a Daubert hearing to consider 
challenges related to four damages experts. Judge Posner 
ultimately ordered the exclusion of testimony from three of 
the four experts.

Damages in IP Case
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Prior to discussing his order, Judge Posner provided a few 
general remarks about Daubert hearings. In these remarks, 
Judge Posner stated: “[t]he biggest challenge to the judge 
at a Daubert hearing…is to distinguish between disabling 
problems with proposed testimony, which are a ground for 
excluding it, and weaknesses in the testimony, which are 
properly resolved at the trial itself on the basis of evidence 
and cross examination.”9

Judge Posner went on to explain that “[a]n important 
test for deciding whether a problem with proposed expert 
testimony is disabling, or merely a weakness, is whether the 
expert ‘employs in the court room the same level of intel-
lectual rigor that characterizes the practice of an expert in the 
relevant field.’”10 Relying at least in part on this standard of 
evaluation, Judge Posner excluded the testimony of damage’s 
experts with regard to several patents.

Moreover, in applying this standard, Judge Posner also 
provided his views regarding several other issues that would 
be considered by a consultant in a non-litigation context and 
that he reasoned should be considered by damages experts. 
These include:
•	 Information relied upon – He indicated that experts 

should seek out and rely upon disinterested third parties 
for information as opposed to solely relying on informa-
tion from parties involved in the dispute.

•	 Isolation of the particular feature – He indicated that 
experts “must in every case give evidence tending to 
separate or apportion…the patentee’s damages between 
the patented feature and unpatented features, and such 
evidence must be reliable and tangible, and not conjec-
tural or speculative.”11

•	 Consideration of alternative hypotheses – He indicated 
that experts should consider all hypotheses related to 
alternative methods and non-infringing substitutes. 
Moreover, experts “must provide reasons for rejecting 
such alternatives ‘using scientific methods and proce-
dures’ and the elimination of those hypotheses must be 
founded on more than subjective beliefs or unsupported 
speculation.”12

Judge Posner also provided insight into the degree of 
speculation that, in his opinion, is permitted in the calcula-
tion of damages. He indicated that:

…when the plaintiff has done his best to 
prove damages his inability to dispel uncer-
tainty concerning the accuracy of his claim 
is not fatal. But if an expert witness fails to 
conduct responsible inquiry that would’ve 
been feasible to conduct, his failure cannot 
be excused by reference to the principle that 
speculation is permitted in the calculation 
of damages; that permission presupposes 

the exhaustion of feasible means of dispel-
ling uncertainty. Uncertainty is a bad; it is 
tolerated only when the cost of eliminating it 
would exceed the benefit.13

Entire Market Value Rule – Smallest Saleable Unit
In the patent infringement case of Broadcom Corp. v. 

Emulex Corp., et al., in the United States District Court for 
the Central District of California, Emulex contended that 
it was entitled to a JMOL for several reasons, one of which 
being “that the royalty base of the award [was] improper be-
cause it [used] the entire market value of the infringing chips 
without a showing that the patented invention was the basis 
for consumer demand while there was a smaller saleable unit” 
available.14 Emulex argued that another product, SerDes 
cores, represented the smallest saleable unit, however, Emulex 
did not actually sell this product.

Broadcom argued that the royalty base used did take into 
account the entire market value rule and that its expert used 
the smallest saleable unit with close relation to the claimed 
invention that was actually sold by Emulex. Further, Broad-
com argued that: 1) its expert did not utilize the market value 
of several larger products containing the infringing chips; 
2) Emulex’s own expert relied on the same measure of the 
saleable unit; and 3) the same saleable unit was used as the 
royalty base for an existing license agreement between Emu-
lex and a third party.

Neither party contended that the entire market value rule 
requirements were met. Instead, they disputed whether the 
requirements must be met in order to calculate damages us-
ing the chips as the royalty base.

The Court sided with the Broadcom, ruling that “the 
royalty base likely relied upon by the jury, the value of the 
individual chips, is a proper basis and not violative of the 
entire market value rule.”15 The Court explained that “[t]
he requirements of the entire market value rule must be met 
only if the royalty base is not the smallest saleable unit with 
close relation to the claimed invention.”16 The Court went on 
to state that “allegations that SerDes cores are sold individu-
ally by other merchants do not change the analysis because 
it was reasonable for a jury to rely on the fact that the chips 
here were the smallest unit sold by the infringer.”17

Admissibility and/or Relevance of Evidence
In its opinion in Lucent v. Gateway, the Federal Circuit 

stressed the importance of establishing the comparability of 
existing licenses to the license contemplated in a hypotheti-
cal negotiation in order for the licenses to be relevant and 
instructive to the determination of a reasonable royalty. 
The Federal Circuit went even further in ResQNet v. Lansa, 

Continued on next page 
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opening the door to the admissibility of settlement agree-
ments for the purpose of determining a reasonable royalty 
rate. The following opinions involve district court opinions 
concerning the admissibility and/or relevance of evidence.

CEATS, Inc. v. Continental Airlines, Inc., et al. 
In the United States District Court for the Eastern District of 

Texas-Tyler Division

Defendants filed a motion to compel discovery into 
CEATS’s settlement negotiations. Defendants claimed that 
because the plaintiff’s expert affirmatively relied on the 
negotiations, they should be discoverable in order to: 1) test 
the merits of CEATS’s damages positions; and 2) investigate 
unexplained inconsistencies among the various settlement 
agreements. The Court denied defendant’s motion. In regard 
to the first point, the Court indicated that if defendants are 
correct that plaintiff’s expert affirmatively relied on the nego-
tiations to arrive at his opinion, then those discussions would 
be discoverable, but it was unclear whether plaintiff’s expert 
has relied on the settlement negotiations. In response to the 
second point, the Court indicated that defendants had not 
demonstrated that the settlement agreements were inconsis-
tent to a degree such that discovery of the actual settlement 
negotiations was necessary to determine how the patented 
technology was previously valued.

Charles E. Hill & Associates, Inc. v. ABT Electronics, Inc., et al. 
United States District Court for the Eastern District of Texas-

Marshall Division

Defendants filed a motion to compel production of draft 
license agreements and communications regarding license 
negotiations to resolve past claims related to the patents-in-
suit. The Court found the facts of the case to be analogous to 
those in the Clear with Computers matter.18 Specifically, the 
Court stated that, in both cases: 1) plaintiff’s business is to 
license and litigate; 2) plaintiff does not openly compete with 
defendants in the marketplace; and 3) there is a large discrep-
ancy in the payments made in the currently available settle-
ment agreements. As a result of the similarities, the Court 
stated that “the settlement communications will be a valid 
consideration in determining whether the settlement agree-
ments themselves accurately reflect the patents’ value.”19 As 
in the Clear with Computers matter, the Court granted the 
motion and ordered the plaintiff to produce draft license 
agreements and documents related to license negotiations.

Mformation Technologies, Inc. v. Research in Motion Ltd., et al. 
In the United States District Court for the Northern District of 

California-San Francisco Division

Mformation Technologies filed a motion in limine to 
exclude non-comparable license agreements and defendants’ 
damages expert’s related opinions. The Court denied plain-
tiff’s motion stating that “[a]lthough [defendants’ expert] 
testified that plaintiff has not entered into any license agree-
ments which cover only the [patent-in-suit], she explained 
how she used each licensing agreement in her calculation and 
how she believes the agreement would be adjusted to account 
for differences between the technology covered and a license 
for only [that] Patent. Notably, plaintiff’s damages expert 
relied on many of these same licensing agreements in reach-
ing his damages calculation.”20   "
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IPLS-Sponsored Legal Writing Competition Now Accepting Entries
The IPLS and Cooley Law School are co-sponsors of the Third Annual 

Innovation and IP Legal Writing Competition.  The competition is open to any 
law student at a Michigan Law School. Winners with be awarded cash prizes, 
publication in the IPLS Proceedings, and attendance at a future IPLS program. 
The deadline for submitting entries is May 15, 2013. Complete rules and entry 
form are available of the State Bar IP Section website:  http://www.michbar.org/
ip/calendar.cfm.

IPLS Proceedings Seeks Articles

The IPLS Proceedings is looking for original articles relating to intellectual 
property law for upcoming issues. If you have a finished article, or an idea for 
an article, contact one of the IPLS Proceedings editors:

David C. Berry – berryd@cooley.edu

Chad Kleinheksel - CKleinheksel@wnj.com

Tamara Clark - tclark.esquire@gmail.com

Announcements

Nominations Open for Major State Bar Awards

Nominations are now open for major State Bar of Michigan awards that 

will be presented at the September 2013 Annual Meeting in Lansing. 

All SBM award nominations are due by 5 p.m. Monday, April 1, 2013.

Any SBM member can nominate candidates for awards. To apply on-

line or download application forms visit www.michbar.org/programs/event-

sawards.cfm. Cummiskey Award nominations can be directed to Robert 

Mathis at rmathis@mail.michbar.org; all other nominations can be submitted 

to Joyce Nordeen, State Bar of Michigan, 306 Townsend St., Lansing, MI 

48933 or jnordeen@mail.michbar.org. For more information visit the State 

Bar’s website, www.michbar.org, or call (517) 346-6373 or (800) 968-1442, 

or fax (517) 482-6248.
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