Neww Dork Qﬁm Journal

—N—

Web address: http:/fwww.nylj.com

VOLUME 239—NO. 86

OuTSIDE COUNSEL

MONDAY, MAY 5, 2008

BY CHRISTOPHER HUGHES AND AVSHALOM YOTAM

Post-"eBay’ Injunctions: The Scoreboard and the Trend

n its May 2006 decision of eBay Inc. v.

MercExchange LLC,! the U.S. Supreme Court

effected a significant shift in the remedies for

patent infringement. Coming shortly after
the denouement of the NTP/RIM episode and the
anxiety of a possible BlackBerry shutdown, the
eBay decision rolled back what had been called
the “automatic” permanent injunction rule in favor
of an explicit traditional equity analysis.

Previously, upon a finding of infringement and
no invalidity, the “general rule” in patent cases,
although there had been some exceptions, was to
issue a permanent injunction under 35 U.S.C. §283
in favor of the patent holder. The Court in eBay,
responding perhaps in part to certain academic
and industry criticism, suggested that an automatic
injunction rule departed from the traditional notions
of equity wherein a four-factor analysis is conducted
before granting a permanent injunction, addressing
the issues of: (1) irreparable harm; (2) inadequacy
of monetary damages; (3) balance of hardships; and
(4) public interest.

How has the renewal of equity-based patent
injunctions been treated by district courts since
eBay? When eBay was handed down, commentators
predicted that, in general, the district courts would
grant permanent injunctions only where the patent
holder practiced the patented technology and/or was
a competitor of the infringer, and, conversely, would
deny an injunction where this was not the case.

Our review of decisions rendered during the
intervening two years indicates that the expected
pattern has indeed become a general trend, but there
may be more room for exceptions than originally
anticipated.

The Score So Far

Since eBay, the district courts have been fully
empowered and not unwilling to deny requests for
permanent injunctions following findings of patent
infringement (and no invalidity), but such denials
occur in the minority of cases. In our sampling of 38
post-eBay patent cases in which district courts have
decided motions for permanent injunctions on the
merits,” we have found 10 denials of injunction (or
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dissolutions of an existing injunction) and 28 grants
of injunction. While these raw statistics suggest some
trend towards denial of injunctions, the particular
facts of several denial decisions indicate that
injunctions were likely denied in those cases because
of peculiarities that may not have much significance
beyond their confines.? There has not been a flood
of decisions denying requests for injunctions.
Thus far, enough cases have departed from the
expected pattern for patentees to take notice.
Most denials arise where the patent holder does
not practice the technology or compete with the
infringer, i.e., the irreparable harm prong of the
four-factor analysis cannot be demonstrated.
Conversely, courts most frequently issue
injunctions where the patent holder does practice
the technology and compete with the infringer. In
one case, now counted among the injunction grants,
the court reversed its original denial when additional
considerations came to light. The court originally
denied an injunction (after the liability trial) to a
patent holder which licensed its patented technology
rather than practiced it, but later (after the damages
trial) accepted the patent holder’s claim that the
increased risk of the infringer’s insolvency, and
therefore its inability to pay, constituted “changed
circumstances” which justified an injunction.*
Some of the district court injunction
determinations since eBay have also now been
reviewed by the U.S. Court of Appeals for the
Federal Circuit. Of those cases, the Federal Circuit
has affirmed two injunctions, reversed and remanded
one injunction as overly broad, and affirmed the
dissolution of one existing injunction.’

The Pattern

The pattern that has emerged in the district
court cases may be interesting in light of comments
in the eBay decision itself. Justice Clarence
Thomas’ opinion for the unanimous Court in eBay

admonished against reliance on any categorical
rules under which the patent holder’s willingness
to license the patents or its lack of commercial
activity practicing the patents would be conclusive
on any determination of irreparable harm.® Justice
Anthony Kennedy’s concurring opinion in eBay
suggested that courts consider “the nature of the
patent being enforced and the economic function of
the patent holder.”” A few cases demonstrate how
these comments may have influenced the pattern
that is emerging.

The eBay case itself, on remand,? is a clear
example of the injunction decision turning on
the activities of the patent holder vis-a-vis the
issue of irreparable harm. The district court took
great pains to explain the rationale for denying an
injunction, particularly that it was not relying on
categorical rules of the type described by Justice
Thomas. But the relevant facts are unmistakable:
the patent holder did not practice the technology;
it continued to license the technology; there was
no compelling need to protect its position in the
marketplace with an injunction; and, it was seeking
to maximize compensation for its technology. In
addition, one further factor mentioned was that a
business method patent was involved, apparently
in response to Justice Kennedy’s remarks.

In 24 Techs. Inc. v. Microsoft Corp.,° decided
a few weeks after the Supreme Court’s eBay
decision, the district court declined to enjoin
Microsoft’s continued use of a patent found to
have been willfully infringed. The court noted
that Microsoft and the plaintiff were not direct
competitors and that the plaintiff’s only harm
was the nonpayment of royalties. The court
emphasized that the technology involved a small
component of a larger system: “Microsoft does not
produce product activation software that it then
individually sells, distributes, or licenses to other
software manufacturers or consumers. If it did, then
z4 might suffer irreparable harm in that Microsoft
would be excluding z4 from selling or licensing
its technology to those software manufacturers
or consumers.”!® The plaintiff was awarded more
than $150 million in damages, but did not appeal
the denial of the injunction.

By contrast, in cases where injunctions were
granted, the courts have regularly noted and
emphasized where the parties were direct competitors
and have found that the expected loss of market
share and reputation established one or more of
the four factors. In TiVo Inc. v. EchoStar Commc’ns
Corp.,!! for example, the loss of market share was
relevant to the irreparable harm determination.
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This concern was especially heightened in TiVo
because the case involved a new market in which
customer loyalty was acknowledged to be “sticky,”
i.e., customer loyalty was crucial to achieving
market position. The court explained: “Plaintiff
is losing market share at a critical time in the
market’s development, market share that it will
not have the same opportunity to capture once
the market matures.”!?

Patentee Licenses the Patent

A preference for licensing over practicing the
technology is usually (although not categorically)
seen as weakening the patent holder’s chances
for injunctive relief. In eBay, the Supreme Court
explained that a preference to license should not
preclude an injunction because, for example,
some patent holders, such as universities and
self-made inventors, might prefer a licensing
program over the effort and expense of bringing
their technology to market.!? In most instances,
however, patent holders asserting irreparable
harm to their licensing programs have not
succeeded in obtaining injunctive relief. Thus,
for example, the district court in Paice LLC .
Toyota Motor Corp.'* considered and rejected
such an argument: “As for Plaintiff’s allegations
of irreparable harm in the form of a failed
licensing program, Plaintiff has not demonstrated
Defendants’ infringement is to blame for this
failure.”"> In Voda v. Cordis Corp.,'® the court
found that a patent holder which had granted an
exclusive license to a third party could not show
a harm personal to itself despite its argument
that its relationship with the licensee had been
damaged.

In some of the cases that have departed from
the pattern where the grant or denial of an
injunction depends upon whether the patentee
practices the technology and competes with
the infringer, the courts expressed concern for
special licensing situations that was also noted
by the Supreme Court in eBay.

One such case, Commonwealth Scientific
and Indus. Research Org. (CSIRO) v. Buffalo
Tech. Inc.'” may exemplify the Supreme Court’s
concern for academic institutions preferring to
license technology rather than practice it. The
district court found that CSIRO, the Australian
government’s scientific research body, would
suffer irreparable harm in competition with
other research organizations for resources,
talent, research opportunities and reputation
if it could not control the licensing program
that was its significant source of revenue.
Johns Hopkins Univ. v. Datascope Corp.'8 also
involved the interests of academic research but
was an easier case for granting an injunction:
One of the university’s licensees, which was
a competitor of the infringer, had joined as
coplaintiff.

In another case, Novozymes A/S v. Genencor
Int’l Inc.,' the court granted an injunction to
a patent holder that had licensed its separately
incorporated U.S. subsidiary (which marketed a
product in competition with the infringer). The

court reasoned that the patent holder risked
irreparable harm because it had licensed its U.S.
subsidiary with the expectation that the value
of the subsidiary would increase with successful
marketing of the technology.?°

‘eBay’ admonished against
reliance on any rules under
which a patent holder’s
willingness to license patents
or its lack of commercial
activity with the patents would
be conclusive in determining
irreparable barm.

Ongoing Royalty

Some pre-eBay critics complained that
“automatic” injunctions were often imposed
when an alternative, less-disruptive, equitable
remedy was available, such as the imposition
of some type of compensation for continued
infringement. Defenders of the existing
injunction rule responded that such an
approach would convert the United States
into a “compulsory license jurisdiction” and
violate the status in American patent law of
patents as property.

There are now cases in which the concept
of an ongoing royalty has been endorsed as
an alternative to an injunction. In Paice v.
Toyota, for example, the district court denied
an injunction but ordered an ongoing royalty for
which it had also determined a royalty rate.

In its cross-appeal, the patent holder did
not challenge the refusal to enjoin Toyota
but did challenge the ongoing royalty order
as unauthorized by statute. The Federal Circuit
affirmed on this point, although it remanded
to allow the district court to reevaluate and
explain the royalty rate. The Federal Circuit
found that this alternative equitable relief was
authorized under §283 of the patent statute. In
a footnote, the Federal Circuit also defended
the award of an ongoing royalty as not being
a “compulsory license,” which it interpreted
as making a license available to all members
of a certain class rather than to a specific set
of defendants.?!

Relying on Paice v. Toyota, the district court
in Boston Scientific Corp. v. Johnson & Johnson,??
held that it could award prospective equitable
relief in the form of either injunction or an
ongoing royalty. The court allotted the parties
60 days first to negotiate a license or submit
the evidence relevant to a determination of
the equitable remedy.??

Where Will ‘eBay’ Take Us?

While it is still too early to predict with
certainty where the trend in post-eBay injunction
determinations will settle out, it seems clear for
now that the injunction analysis under the four
equity factors will continue to provide room for
interesting exceptions to the general trend that
was expected after eBay was decided.
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