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The Federal Circuit Overturns
Union Carbide Doctrine and
Holds That 35 U.S.C. § 271(f)
Does Not Apply to Method

Claims

Cardiac Pacemakers, Inc. et al. v. St. Jude Medical,
Inc. et al., Appeal No. 2007-1296, -1347 (Fed.
Cir. Aug. 19, 2009)

In this recent en banc opinion, the Federal Circuit
revisited its prior decision in Union Carbide
Chemicals & Plastics Technology Corp. v. Shell Oil
Co., 425 E3d 1366 (Fed. Cir. 2005), reversed it,
and held that 35 U.S.C. § 271(f) does not apply
to method claims. An en banc opinion is an
opinion of the full Court, and therefore
represents a binding change of the law regarding
the scope of Section 271 in future patent cases.

State of the Law Prior to Cardiac Pacemakers

In 1972, the United States Supreme Court held
that it was not an infringement of the United
States patent laws to make or use a patented
product outside the United States. Deepsouth
Packing Co. v. Laitram Corp., 406 U.S. 518
(1972). Congress responded, enacting 35 U.S.C.
§ 271(f), making it an infringement to supply
components from the United States to be
combined outside the United States, where the
combination would infringe a United States
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patent if the combination were performed within
the United States.

In Eolas Techs. v. Microsoft Corp., 399 E3d 1325
(Fed. Cir. 2005), the Federal Circuit interpreted
§ 271(f), holding that Microsoft could infringe a
software patent by exporting master disks of
software code that were later copied onto
computer hard drives for sale outside the United
States. The claims in that case, however, included
both product and method claims. The Federal
Circuit reached a similar conclusion in A7e>T
Corp. v. Microsoft Corp., 414 E3d 1366 (Fed. Cir.
2005), a case in which only apparatus claims were
at issue.

Later that year, the Federal Circuit again discussed
method claims and § 271(f), suggesting that “it is
difficult to conceive of how one might supply or
cause to be supplied ... the steps of a patented
method” but the Court did not decide the issue.
NTP Inc. v. Research in Motion, Ltd., 418 E3d
1282, 1322 (Fed. Cir. 2005). Nonetheless, in
Union Carbide Chemicals & Plastics Technology
Corp. v. Shell Oil Co., 425 F.3d 1366 (Fed. Cir.
2005), the Federal Circuit again specifically
addressed the question, holding that § 271(f) did
apply to method claims. Although the Supreme
Court overturned AT&T v. Microsoft after the
Federal Circuit decided Union Carbide, it left
open the question of whether a method could
qualify as a patented invention under § 271(f).
See ATST Corp. v. Microsoft Corp., 550 U.S. 437,
449-453 (2007) (holding under the circumstances
of that case that the original master software
supplied by Microsoft from the United States did
not become a combinable component until it was
copied onto a tangible medium that became part
of the infringing apparatus, and because that step
happened outside the United States, there was no
supply of a component under § 271(f)).

The En Banc Federal Circuit Holds That
Section 271(f) Does Not Apply to Method
Claims

In 1996, Cardiac Pacemakers brought an
infringement action against St. Jude, accusing St.
Jude of selling implantable cardioverter
defibrillators (ICDs) that infringed a number of
Cardiac’s patents. The case eventually went to
trial and a jury found in favor of Cardiac
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Pacemakers. A number of post-verdict motions
and an appeal related to one of the patents
followed. On remand, the court granted
summary judgment of infringement on the one
remaining patent, and rejected St. Jude’s motion
to limit damages to U.S. sales of ICDs. The court
held that, according to Federal Circuit case law
regarding 35 U.S.C. § 271(f), Cardiac’s potential
damages included the sale of infringing devices
supplied from the United States to other
countries because they could be used to perform
an infringing method. The court simultaneously
granted St. Jude’s summary judgment of
anticipation and Cardiac appealed. St. Jude cross-
appealed the Court’s holding that Cardiac could
recover damages for overseas sales of St. Jude’s
ICDs under 35 U.S.C. § 271(f), arguing that
because the claims related to a method, none of
the steps of that method could be exported as
required by that statute.

Revisiting Union Carbide, the Federal Circuit
focused on the meaning of “patented invention,”
and whether a “patented invention” necessarily
extends to all inventions defined by 35 U.S.C.

§ 101. The Court acknowledged that the words
“patented invention” are included within

§ 271(f), but that it could not overlook the
context in which it appeared, namely the
requirement that a component be supplied from
the United States to some other country.

Examining whether a component could be
supplied as part of a method, the Court noted the
difference between the component of a tangible
product, device, or apparatus, and the component
of a method or process. The only component in a
method or process is a step in the method or
process. “[TThis fundamental distinction between
claims to a product, device, or apparatus on one
hand and claims to a process or method on the
other, is critical to the meaning of the statute.”
Slip Op. at 23. The Court thus concluded that,
for purposes of 271(f), a component must be a
tangible part of a product. For method or process
claims, because the only “components” are steps
in the method or process, such steps are not
something that can be supplied from the United
States. For this reason, the Court reversed the
district court below, holding that § 271(f) cannot
apply to method claims.
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Strategic Considerations

The Federal Circuit’s ruling narrows the scope of
§ 271(f), reinforcing the territorial limits of
United States patent law. It also suggests that if

§ 271(f) is to be broadened, it would require
Congressional amendment of the Patent Act. It is
possible that the Federal Circuit is beginning to
curb what has been seen as its prior efforts to
stretch U.S. patent laws to reach international
commerce.

Patent holders are not without other tools to
enforce their U.S. patent rights, however. For
example, where physical components that result
from the performance of certain steps in a
method are exported, although § 271(f) “does
not forbid the supplying of products that are the
result of steps of the patented method,” Slip Op.
at 27, the patent holder may have an actionable
claim against the supplier who performs the
method in the United States. And where the
supplier is the foreign corporation that performs a
method outside the United States that results in a
product imported to the United States, § 271(g)
of the Patent Act explicitly confers the right of
action on the holder of a U.S. patent with
method claims.
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Exergen Corp. v. Wal-Mart Stores
et al.: Procedural Aspects of
Pleading Inequitable Conduct

In Exergen Corp. v. Wal-Mart Stores, Inc., 06-1491
(Fed. Cir. 2009) the Federal Circuit emphasized
that the affirmative defense of inequitable
conduct is an allegation of fraud, and therefore
must be pleaded with particularity under Federal
Rule of Civil Procedure 9(b). The Court
discussed the detailed standards for a proper
inequitable conduct pleading under Rule 9(b),
and made clear that defendants who fail those
standards or merely plead the elements of
inequitable conduct on information and belief
may not meet the Rule 9(b) pleading standard.
This case will be important for any party in a
patent infringement case in the United States.
For plaintiffs, it will give new ammunition to
attack loosely-pleaded inequitable conduct
allegations. For defendants, the case gives clear
guidance as to what must be pleaded, and may
create procedural roadblocks unless defense
counsel carefully tailor their inequitable-conduct
strategy.

Pleading Inequitable Conduct Before Exergen

Unenforceability of the asserted patent(s) for
inequitable conduct is often pleaded as an
affirmative defense in patent cases. If successfully
proven, the defense can render an entire patent
(or, in some cases, an entire patent family)
unenforceable. It has often been used as one way
a defendant can push back against an aggressive
plaintiff by painting the plaintiff as a bad actor,
putting the plaintiff’s patent(s) at risk, and
subjecting the plaintiff to potentially painful
discovery.

Under 37 CFR 1.56, “Each individual associated
with the filing and prosecution of a patent
application has a duty of candor and good faith
in dealing with the [Patent] Office, which
includes a duty to disclose to the [Patent] Office
all information known to that individual to be
material to patentability as defined in this
section.” Failure by the patentee, its
representatives, or its prosecution counsel to

uphold the so-called duty of candor is the basis
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for an inequitable conduct defense. “One who
pleads inequitable conduct must show ‘materiality
of the prior art, knowledge chargeable to the
applicant of the prior art and of its materiality,
and the applicant’s failure to disclose the prior
art, coupled with an intent to mislead the Patent
Office.”! Despite the Federal Circuit’s repeated
admonitions that “materiality does not presume
intent,” and that intent “cannot be inferred solely
from the fact that information was not
disclosed,”2 inequitable conduct remains a
common defense to infringement.

Indeed, the Federal Circuit rather famously
referred to the defense as “an absolute plague”
twenty years algo.3 While some recent Federal
Circuit decisions have arguably narrowed the
availability of inequitable conduct as a defense to
an allegation of patent infringement, defendants
have continued to plead the defense frequently in
response to an infringement allegation. Many
defendants plead little more than the basic
elements of the defense on information and belief
in their initial answer, rather than providing the
level of detail generally required in a traditional
fraud allegation.

The Federal Circuit Reiterates the Specific
Pleading Requirement for the Defense of
Inequitable Conduct

In Exergen, one of the defendants moved to add
inequitable conduct as an affirmative defense after
submitting its initial answer in to Exergen’s
complaint. The District Court denied that
request, confirming that inequitable conduct is an
allegation of fraud that must be plead “with
particularity” under Fed. R. Civ. P. 9(b).

On appeal, the Federal Circuit affirmed the lower
court’s finding and enumerated the requirements
of an acceptable inequitable conduct pleading
under the Rules. As the Federal Circuit
explained, “Rule 9(b) requires identification [in
the pleading] of the specific who, what, when,
where, and how of the material misrepresentation
or omission committed before the PTO.”
Exergen, slip op. at 22. In its opinion, the Federal
Circuit specifically noted the following
requirements:

Rule 9(b) requires the party alleging inequitable
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conduct to name the specific individual or

individuals who supposedly know of material
information and specifically withheld it. It is not
sufficient to refer generally to agents and/or
attorneys.

Rule 9(b) requires the alleging party to identify
the specific claims and the specific limitations in
those claims to which the withheld references are
material. In addition, the alleging party must
identify where in the references that the allegedly
material information is found.

Rule 9(b) requires the alleging party to explain
why the identified material references are not
cumulative. Specifically, the alleging party must
identify the particular claim limitations or
combination of claim limitations that are
supposedly absent of record.

Rule 9(b) requires the alleging party to plead
specific facts that support a reasonable inference
that the identified individuals were both aware of
the withheld reference and aware of its

materiality.

Rule 9(b) permits deceptive intent to be plead
solely on “information and belief,” but the
alleging party must identify both the information
on which it relies and plausible reasons for its
belief that specific individuals made a deliberate
decision to withhold known material
information.

Strategic Considerations of Pleading
Inequitable Conduct under Exergen

Importantly, the Exergen case did not change the
law of inequitable conduct or the elements of that
defense. Instead, the Exergen case confirms that
district courts may dismiss inequitable conduct
claims that are pleaded so generally that they do
not meet the requirements of Rule 9(b) as applied
by the Federal Circuit to such allegations.

This may mean that some defendants must
effectively wait to plead inequitable conduct until
significant discovery has been taken and sufficient
facts are known to meet the pleading
requirements. It remains to be seen, however,
whether defendants are entitled to discovery
solely related to inequitable conduct in order to
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develop the defense if they have not yet been
pleaded. It is likely that future cases will test the
discovery limits of this situation.

Further, by requiring the party alleging
inequitable conduct to identify the specific claim
limitation(s) that are absent from the art of
record, that party may be forced to make
admissions at the outset of the case regarding
what is missing from the prior art that was before
the examiner, the scope or meaning of the claims,
the meaning of the prior art, and so on. This
could potentially aid the plaintiff in overcoming
arguments that its patent is anticipated or
obvious.

Finally, courts may place heavy scrutiny on how
particularly the defendant pleads facts related to
the “intent” prong of inequitable conduct. While
the Exergen opinion allows deceptive intent to be
pleaded on information and belief, the Federal
Circuit specifically noted that “[t]he mere fact
that an applicant disclosed a reference during
prosecution of one application, but did not
disclose it during prosecution of a related
application, is insufficient to meet the threshold
level of deceptive intent required to support an
allegation of inequitable conduct.” How detailed
the facts plead in support of deceptive intent
must be pleaded to satisfy the Exergen standard
remains an open question.

L Garmin Ltd. v. Tom Tom, Inc., 2007 WL 2903843 (E.D.
Tex, 2007) (Davis, J.) (quoting Molins PLC v. Textron,
Inc., 48 F3d 1172, 1178 (Fed. Cir. 1995))

2 - M. Eagles Tool Warehouse, Inc. v. Fisher Tooling Co.,
Inc., 439 F.3d 1335, 1341 (Fed. Cir. 2006).

3 Burlington Indus., Inc. v. Dayco Corp., 849 F.2d 1418,
1422 (Fed. Cir. 1988) (“[T]he habit of charging
inequitable conduct in almost every major patent case has

become an absolute plague.”) (emphasis added)
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SCO Redux: Tenth Circuit
Court of Appeals Reverses Lower
Court Ruling That Had
Dismissed SCO’s Claims

SCO Group, Inc. v. Novell, No. 08-4217, slip op.
(10th Cir. August 24, 2009)

SCO, the erstwhile purveyor of UNIX operating
system software, has repeatedly claimed that
portions of Linux were improperly taken from
proprietary UNIX code owned by SCO. August
24, 2009 was a good day for SCO because the
Tenth Circuit Court of Appeals reversed the Utah
District Court’s summary judgment decision that
had effectively ended SCO’s cases against Linux
developers, users and distributors. The Tenth
Circuit’s decision paves the way for SCO’s
complaints against Novell (for slander of title) to
continue, and may revive SCO’s other lawsuits
against IBM and others (for misappropriation of
trade secrets and other SCO lawsuits claims based
on SCO’s claims that UNIX code was
incorporated by IBM into GNU/Linux).

SCO’s Case Against Novell

SCO originally brought the slander of title case
against Novell alleging that Novell had publicly
claimed ownership of the copyrights to the UNIX
code. Ownership of the UNIX copyrights was
critical to SCO’s ability to maintain lawsuits
based on misappropriation and infringement of
the UNIX code, and a decision against SCO
would effectively end its other lawsuits.

The principal legal issue at the heart of the
Novell dispute was application of Section 204(a)
of the United States Copyright Act, which states
that a “transfer of copyright ownership . . . is not
valid unless an instrument of conveyance or a
note or memorandum of transfer, is in writing
and is signed by the owner of the rights conveyed
..> 17 U.S. C. §204(a). The Asset Purchase
Agreement (“APA”) between Novell and SCO’s
predecessor provided for (1) transfer of specified
“Assets” including “all rights in UNIX and
UnixWare” (without explicitly stating whether
copyrights or intellectual property rights in
general were to be included as “Assets”), and (2)

Ko T&7SCOEH: : F10KEIX

PSRBT 2, SCOttDFE k& 2
H LU= HEFH R 2B,

SCO Group, Inc. 5 Novell/ 554
(§CO Group, Inc. v. Novell, No. 08-4217, slip op.

(10th Cir. August 24, 2009))
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an “Excluded Assets” definition that effectively
carved out copyrights from the “Assets”
definition. Less than a year after closing the
transactions contemplated by the APA, Novell
and SCO agreed to amend the definition of
“Excluded Assets,” providing that copyrights are
excluded “except for copyrights . . . required for
SCO to exercise its rights with respect to the
acquisition UNIX and UnixWare technologies.”
No change was made to the “Asset” definition.

The District Court had ruled in favor of Novell
on cross-motions for summary judgment. 7he
SCO Group Inc. v. Novell, Inc., No 04-CV-00139,
slip op. (D. Utah August 10, 2007). The District
Court’s decision rested on two independent
prongs: first, the definition of “Purchased Assets”
did not include copyrights, and thus the
amendment to the definition of “Excluded
Assets” could not change the scope of the original
transfer; and second, even if the amendment was
intended to transfer copyrights, it was too
ambiguous to meet the “conveyance in writing”
requirements of Section 204(a).

The Tenth Circuit Finds Issues of Fact as to
the Ownership of the Linux Copyrights

The Tenth Circuit reversed the District Court’s
judgment in favor of Novell, holding that (1) the
interpretation of the effect of the APA as
amended was a question of fact for the jury to
decide, and as such inappropriate for summary
judgment, and (2) the APA as amended would, if
the jury found in favor of SCO on its
interpretation issue, satisfy the requirements of

Section 204(a) of the Copyright Act.

The Tenth Circuit did not address the important
question of whether the District Court had
appropriate subject matter jurisdiction (the case
was originally filed by SCO Group in state court
on a state slander of title claim based on the
interpretation of assignment clauses in a contract
governed by state law; the federal question
regarding Copyright Act Section 204(a) appears
to arise as a defense or counterclaim, and it is
debatable whether Novell’s removal on federal
question grounds to the District Court was

proper).
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Circuit Split and Possible Further Appellate
Action

The Tenth Circuit’s finding that Section 204(a) is
satisfied by a contract provision that at best
ambiguously describes the copyrights appears to
conflict with prior Second Circuit and Ninth
Circuit decisions. See Radio Television Espanola
S.A. v. NewWorld Entertainment, Ltd., 183 E3d
922 (9th Cir. 1995); Playboy Enterprises, Inc. v.
Dumas, 53 E3d 549 (2d Cir. 1995); Konigsberg
Intern. Inc. v. Rice, 16 F.3d 355 (9th Cir. 1994).
Novell has sought rehearing en banc (before the
entire panel of judges on the Tenth Circuit Court
of Appeals). Assuming the Tenth Circuit’s
decision stands, the circuit split may be of interest
to the United States Supreme Court, which has
in recent years increasingly focused on IP
disputes.

Potential Effect of the Tenth Circuit’s Decision
on Linux Users

Unless the decision is modified by the Tenth
Circuit sitting ez banc or the Supreme Court, the
decision means that SCO will likely get to try to
a jury the issue of whether it owns copyrights in
UNIX that it claims were later incorporated into
Linux. Although the appellate case involved only
claims against Novell, the heart of SCO’s claims
lay in its complaint against IBM that could be
brought back to life as a result of the appellate
court’s ruling, and SCO’s claims against Linux
distributors and users will likely have new life as
well. Every company using Linux code in its
products or systems should be aware of, and
follow closely, SCO’s cases to insure they are
aware of possible future issues that could affect
their business.
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