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The Newest Local Patent Rules
— Northern District of Illinois
Joins the Trend, But With

Important Variations

The U.S. District Court for the Northern District
of Illinois (“N.D. Il1.”) has one of the largest
patent dockets in the country and, on October 1,
2009, joined the growing list of federal district
courts to adopt local patent rules. A copy of these
local patent rules can be found by following this
link. In 2008, the N.D. Ill. was the sixth most
popular district for patent litigation." In fact,
over half of all patent litigation in 2008 was filed
in just eight districts: Eastern Texas, Northern
California, Central California, Delaware, New
Jersey, Northern Illinois, Southern New York and
Southern California. Nationwide, the N.D. IlL
entered the third highest number of judgments in
contested patent cases, behind only the Districts
of Central and Northern California. Of the top
patent districts, the N.D. Ill. is the fifth to adopt
local patent rules, after Northern California
(January 2001), Southern California (April
2000), Eastern Texas (May 2006) and New Jersey
(January 2009). A list of the districts to have
adopted separate local patent rules and links to
those corresponding rules can be found by

following this link.

While there are many similarities between N.D.
Ill.’s new patent rules and the widely known
patent rules in the Districts of Northern and
Southern California and Eastern Texas, there are
at least seven noteworthy distinctions.
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1. Built-in schedule leading to trial in
approximately 23 months — In 2008, the N.D.
Ill.’s average-time-to-trial in contested patent
cases was approximately 24 months. The new
patent rules essentially codify this average by
establishing a schedule that would have patent
cases ready for trial in 23 months or less.
Although the N.D. Ill’s timetable doesn’t rival
the speeds with which the “rocket dockets” in
Eastern Virginia (10.6 months) and Western
Wisconsin (11.8 months) handled contested
patent cases in 2008, the N.D. Ill.’s timetable
does compare favorably with Eastern Texas’
average-time-to-trial of approximately 23.4
months. Importantly, the N.D. Ill’s projected
schedule is significantly faster than at least a
dozen other popular districts, including New
Jersey, Delaware and Massachusetts where, in
each of those districts, contested patent cases are
litigated on average for more than 30 months
before trial.

2. Substantive document production required
with initial disclosures — In addition to the
disclosure requirements of Rule 26(a)(1) of the
Federal Rules of Civil Procedure, under the new
N.D. IIL. rules, both plaintiffs and defendants
must produce documents relating to substantive
aspects of the case—generally, within 14 days
after the answer. Patent owners must produce
documents concerning conception and reduction
to practice, any known activity that may trigger a
§ 102 statutory bar, communications with the
Patent Office and ownership of the
patent(s)-in-suit. Accused infringers must
produce documents showing the most recent
operation and construction of its accused
product(s) and copies of any known prior art.
Initial disclosures, however, are “not admissible as
evidence on the merits,” nor are they “an
admission that [a] document evidences or is prior

art under 35 U.S.C. § 102.”

3. Automatic close of fact discovery and stay
for claim construction — The fact discovery
period is automatically stayed during much of the
claim construction process and “shall end
forty-two (42) days after entry of the claim
construction ruling.”
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4. Infringement and
Invalidity/Unenforceability Contentions — In
addition to the increasingly common exchange of
infringement and invalidity contentions, accused
infringers in the N.D. Ill. must also serve
unenforceability contentions. The N.D. Ill.’s new
rules were published for comment in March
2009, before the Federal Circuit’s August 2009
decision in Exergen Corp. v. Wal-Mart Stores, Inc.,
575 E3d 1312, 1327 (Fed. Cir. 2009)
(heightened pleading standard applicable to
inequitable conduct claims “requires
identification of the specific who, what, when,
where and how of the material misrepresentation
or omission committed before the PTO”).
Therefore, it remains to be seen how much
additional disclosure the N.D. Ill. will require for
claims that satisfy the Exergen standard.
Additionally, the N.D. Ill.’s new rules require
both “initial” and “final” contentions. Under the
N.D. Ill.’s new rules, initial infringement
contentions are due fourteen (14) days after
initial disclosures, and initial non-infringement,
unenforceability and invalidity contentions are
due fourteen (14) days after initial infringement
contentions are served. Final contentions
regarding infringement, unenforceability and
invalidity are due twenty-one (21) weeks after
service of initial infringement contentions. Final
non-infringement contentions, however, are not
due until twenty-eight (28) days after service of
final infringement contentions. At the same time,
a party asserting infringement must serve its final
response to any final contentions regarding
unenforceability or invalidity. In light of the time
table set forth in the new N.D. Ill. rules, it is
possible, if not likely, that the parties’ final
contentions will be due before the court issues its
claim construction ruling. But, as in other
jurisdictions, the parties’ final contentions can be
amended “by order of the Court upon a showing
of good cause and absence of unfair prejudice”
which, in the N.D. Ill., expressly includes “a
claim construction by the Court different from
that proposed by the party seeking amendment.”
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5. Later Claim Construction Proceedings —
Although claim construction proceedings
typically begin within the first six months under
other courts’ local patent rules, under the new
N.D. IIL. rules, claim construction proceedings
will begin approximately thirty-eight (38) weeks
(8.5 months) after filing. In addition, the accused
infringer must file the first claim construction
brief, and may file a reply brief in response to the
party asserting infringement’s brief, which will
generally give the accused infringer the first and
last words during the Markman briefing process.

6. Automatic entry of default protective
order — To avoid the typical confidentiality
disputes and corresponding delays in discovery,
the N.D. Ill.’s new patent rules provide for entry
of a default protective order, which automatically
becomes effective on the date of the parties’
initial disclosures. The default protective order
may be modified by motion, upon a showing of
good cause.

7. Deadline to seek stay pending
reexamination — After final contentions are due
(approximately thirty-six (36) weeks after the
complaint is filed), no party may seek a stay
pending re-examination of a patent-in-suit,
absent exceptional circumstances.

Ultimately, the N.D. Ill’s rules are — in the
Court’s own words — intended to “provide a
standard structure for patent cases that will
permit greater predictability and planning for the
Court and the litigants” by addressing “many of
the procedural issues that commonly arise in
patent cases.” Given this ostensibly improved
structure and greater predictability, one can
reasonably expect this already popular forum,
with its many patent savvy judges, to become an
even more popular choice for patent litigation.

BIBLIOGRAPHY OF
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Appellate Rules

U.S. Court of Appeals for the Federal Circuit

(heep:/Iwww.cafc.uscourts.gov/contents.html)
Separate District Court Patent Local Rules
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(www.pawd.uscourts.gov/Documents/Forms/Irmanual.pdf) (2005)
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Southern District of California
(htep://www.casd.uscourts.gov/uploads/Rules/Local%20Rules/LocalRules.pdf)
(2006)

Northern District of Georgia
(htep://www.gand.uscourts.gov/pdf/NDGARulesPatent.pdf)
(2006)

Eastern District of Texas
(http://www.txed.uscourts.gov/Rules/LocalRules/LocalRules.htm) (2006)

District of Massachusetts
(http://www.mad.uscourts.gov/general/rules-home.htm) (2008)

District of New Jersey
(htep://www.njd.uscourts.gov/LocalRules.html) (2009)

District of Minnesota
(htep://www.mnd.uscourts.gov/local_rules/index.shtml)
(2005, with amendments pending)®

All statistical information referenced or relied upon herein was obtained
from LegalMetric’s 2009 Patent Litigation Report (available at
www.legalmetric.com) and is used herein with permission.

This list only includes jurisdictions that have adopted separate local
rules for patent cases. It does not include patent-related portions of
courts’ general local rules (i.e., rules relating exclusively to scheduling,
disclosures, pleadings, related cases, costs, etc.) or single rules relating to
narrow aspects of patent cases.

The District of Minnesota convened a Patent Advisory Committee in
2005, adopted patent-related amendments to its local rules in 2006
and, as of July 2009, further amendments are pending. In a handful of
other jurisdictions courts have either adopted single rules relating to
patent cases or individual judges have entered standing orders for patent
cases.
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LG Electronics, Inc. v. Hitachi, Ltd.:

The U.S. District Court for the
Northern District of California
Holds That Authorized Foreign
Sales Can Exhaust U.S. Patent
Rights

The case law concerning the patent exhaustion
doctrine continues to develop. Following the
Supreme Court’s decision in Quanta Computer,
Inc. v. LG Electronics, Inc., 128 S.Ct. 2109
(2008), the U.S. District Court for the Northern
District of California held that authorized foreign
sales — as well as authorized sales in the United
States — trigger patent exhaustion. LG
Electronics, Inc. v. Hitachi, Ltd., No. C 07-6511
CV, 2009 WL 667232 (Mar. 13, 2009). This is
the first post-Quanta case to hold that the
location of an authorized sale is irrelevant for
purposes of applying the doctrine of patent
exhaustion. Meanwhile, the Supreme Court is
considering a petition for certiorari on a similar
issue in an unrelated case, regarding whether the
first sale doctrine under copyright law applies to
authorized foreign sales. Accordingly, companies
should closely follow future developments
regarding the exhaustion doctrine.

State of the Law prior to Quanta

Prior to Quanta, the Federal Circuit had
indicated that exhaustion of a patentee’s right
under a United States patent is triggered only by
authorized sales in the United States. In jazz
Photo Corp. v. International Trade Commission, the
Federal Circuit, citing Boesch v. Graff, 133 U.S.
697 (1890), held that “United States patent rights
are not exhausted by products of foreign
provenance” and “[t]o invoke the protection of
the first sale doctrine, the authorized first sale
must have occurred under the United States
patent.” 264 E3d 1094, 1105 (Fed. Cir. 2001).
In Fuji Photo Film Co. v. Jazz Photo Corp., the
Federal Circuit stated that “[t]he patentee’s
authorization of an international first sale does
not affect exhaustion of that patentee’s rights in
the United States.” 394 F.3d 1368, 1376 (Fed.
Cir. 2005).
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In Quanta, LG Electronics, Inc. (“LGE”) filed a
patent infringement lawsuit against Quanta
Computer Corp. (“Quanta”) and several other
computer manufacturers, who bought
microprocessors and chipsets from Intel. LGE
asserted that Quanta and the defendants
infringed certain LGE system and method
patents by combining Intel components with
non-Intel components and selling the resulting
products. But Intel and LGE had previously
executed a worldwide cross-license agreement,
authorizing Intel to sell microprocessors and
chipsets under LGE’s patents. In light of the
Intel/LGE license agreement, Quanta argued that
Intel’s sales of microprocessors and chipsets to
Quanta exhausted LGE’s patent rights. The
Supreme Court reversed the Federal Circuit and
held that LGE’s patent rights were exhausted,
ruling that authorized sales of components
exhaust a patent holder’s rights if the components
substantially embody the patent. Quanta did not
require authorized sales within the United States
to trigger the application of the exhaust doctrine,
and the Court did not explicitly address the issue
of foreign sales.

In Hitachi, the District Court for the Northern
District of California Held that Foreign Sales
Authorized by the Patentee Exhaust the
Patentee’s Rights under U.S. Patents.

LGE subsequently sued Hitachi, who — like
Quanta — bought microprocessors and chipsets
from Intel and incorporated Intel components
with non-Intel components into servers and
storage systems. LGE argued that the “Intel parts
at issue here do not substantially embody the
patents-in-suit as did the Intel parts that the
Supreme Court considered in Quanta,” and “even
if the parts do substantially embody the patents,
Quanta’s holding regarding exhaustion applies
only when the first authorized sale of patented
items occurs in the United States.” Hitachi, 2009
WL 667232, at *5. Hitachi disputed both of
these points and moved for partial summary
judgment on LGE’s claims with respect to a
subset of the accused products. Judge Wilken
rejected LGE’s arguments and granted Hitachi’s
motion for partial summary judgment.

Judge Wilken ruled that the Intel components
incorporated into the Hitachi products
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substantially embodied the patents-in-suit. She
also ruled that “it is undisputed that Intel’s
foreign sales to Hitachi were specifically
authorized by the worldwide license agreement
[between LGE and Intel], and thus these sales fall
squarely within the ambit of Quanta.” Id. at *8.

In rejecting LGE’s foreign sales argument, Judge
Wilken relied upon the Supreme Court’s logic in
Quanta. In Quanta, the Supreme Court
addressed the issue of whether the doctrine of
patent exhaustion applies to method claims,
resolving that issue in the affirmative. In doing
so, the Court stated that if method claims could
not be exhausted, “any downstream purchasers of
the system could nonetheless be liable for patent
infringement” and that “[s]uch a result would
violate the longstanding principle that, when a
patented item is ‘once lawfully made and sold,
there is no restriction on [its] use to be implied
for the benefit of the patentee.”” Quanta, 128
S.Ct. at 2118 (emphasis in original) (internal
citation omitted). In Hitachi, Judge Wilken
applied this same rationale to the foreign sales
issue, concluding that “[a]ccepting LGE’s
argument that authorized foreign sales do not
exhaust a patentee’s rights would permit the type
of ‘end-run around exhaustion’ disapproved in
Quanta, because ‘any downstream purchasers’ of
an Hitachi product could be liable for
infringement even though the product had been
‘once lawfully made and sold’ pursuant to the
license agreement between LGE and Intel.”
Hitachi, 2009 WL 667232, at *8. In addition,
citing footnote 6 of Quanta, Judge Wilken noted
that the Supreme Court declined to limit its
holding to sales in the United States, even though
the Court was aware that sales of Intel
components to Quanta had occurred outside the
U.S. She held that “interpreting Quanta so as to
impose such a limitation [i.e., that sales must be
in the U.S. ] would be incorrect.” Id. at *9.

With respect to the relationship between Jazz
Photo, Fuji Photo, and Quanta, Judge Wilken held
that drawing a distinction between authorized
domestic sales and authorized foreign sales
“would negate the Supreme Court’s stated intent
to eliminate the possibility of a patent holder
doing an ‘end-run’ around the exhaustion
doctrine by authorizing a sale, thereby reaping the
benefit of its patent, then suing a downstream
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purchaser for patent infringement.” /d. at *10.
Accordingly, Judge Wilken ruled that jzzz
Photo/Fuji Photo and Quanta are clearly
irreconcilable, and she held that in light of
Quanta, there is no requirement for a U.S. sale
under the doctrine of patent exhaustion.
Moreover, Judge Wilken held that this ruling is
consistent with Boesch (which the Federal Circuit
cited in Jazz Photo), because in Boesch the
Supreme Court only held that an unauthorized
foreign sale did not exhaust the patent holders’
rights under the U.S. patent at issue.

Cases after Hitachi

Notably, other district courts after Hitachi have
taken a different view on this issue and have not
recognized international sales as implicating
patent exhaustion in the U.S. In Static Control
Components, Inc. v Lexmark International, Inc.,
the District Court for the Eastern District of
Kentucky noted that it had previously
“interpreted Jazz Photo Corp. to mean that even
fully authorized first sales of patented articles
overseas do not result in the exhaustion of patent
rights.” 615 ESupp.2d 575, 588 (E.D. Ky.
2009). Also, in Fujifilm Corp. v. Benum, the
District Court for the District of New Jersey held
that “[n]otwithstanding the position adopted in
LG Electronics [Hitachi), the controlling rule of
law, as set forth in Jazz Photo, remains that U.S.
Patent rights are only exhausted when the
patentee (or a licensee) sells the patented article
in the United States....” No. 05-cv-1863(KSH),
2009 WL 2232523, at *3 (D.N.]. July 24, 2009)

(internal citation omitted).

In addition to these cases, one case currently
pending before the United States Supreme Court
is worth noting. In Costco Wholesale Corp. v.
Omega S.A., No. 08-1423 (filed May 18, 2009),
the main issue is whether the first sale doctrine
set forth in 17 U.S.C. §109(a) — the U.S. statue
pertaining to copyrights — applies to imported
goods manufactured abroad with the
authorization of the copyright owner. There is
no Supreme Court precedent directly addressing
this issue, although the Court in Quality King
Distributors, Inc. v. Lanza Research International,
Inc., 523 U.S. 135 (1998), held that the
copyright first sale doctrine applies to goods
which were once copied in and exported from the
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United States by the copyright owner, and then
subsequently re-imported into the United States
by another party. The Ninth Circuit', however
— and many U.S. District Courts — have held
that the copyright first sale doctrine does 7oz
apply to goods manufactured outside the United
States. Thus, in Omega S.A. v. Costco Wholesale
Corp., 541 E3d 982 (9th Cir. 2008), the Ninth
Circuit declined to apply the first sale doctrine to
goods manufactured abroad, in accordance with
its precedents. After the Ninth Circuit’s decision,
Costco filed a petition for a writ of certiorari, and
the Supreme Court invited the Solicitor General
of the United States to file a brief on this issue on
October 5, 2009. Although the Supreme Court
has not yet decided whether or not it will hear
this case — and such a decision is up to the
Court’s discretion — the request for a brief on
behalf of the U.S. government suggests that the

Court may at least consider granting certiorari.

In summary, if international exhaustion is
recognized by the Federal Circuit or the Supreme
Court, all participants in the United States patent
system — applicants, patent holders, and
licensees — will have to reconsider their existing
licenses, current licensing practices, and
international commerce strategy. Thus, every
company should closely follow future
developments regarding the exhaustion doctrine
in the United States.

' Parfums Givenchy, Inc. v. Drug Emporium, Inc.,
38 E3d 477 (9th Cir. 1994).
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