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The moral of this story is blogger beware, at least when it comes to blogging
anonymously about litigation involving your employer.
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Before Cisco Sy_stems Inc. in-house lawyer Richard Frenkel outed himself in February
as the Patent Troll Tracker bloiger, he posted blog entries in October 2007 that alleged
two East Texas lawyers conspired with the Eastern District Clerk's Office to alter the
filing date of an infringement suit. That suit was filed against Frenkel's employer, Cisco.
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• Most-viewed articles
On Oct. 18, 2007, Frenkel, who was posting anonymously at that time, alleged in Patent
Troll Tracker that the filing date for ESN v. Cisco was changed from Oct. 15, 2007, to
Oct. 16, 2007, after ESN's local counsel "called the EDTX court clerk, and convinced
him/her to change the docket to reflect an October 16 filing date, rather than the October
15 filing date." The filing date is significant, Frenkel alleged in the blog, because the ESN
patent that is the basis of the suit was not issued until Oct. 16.
Frenkel identified the local counsel on his blog, and alleged in the posting -- which is
attached as an exhibit in two defamation suits recently filed against Frenkel and Cisco -that it's ''outrageous" that the Eastern District is apparently conspiring with ESN to ''try to
manufacture subject matter jurisdiction."
Filing an infringement suit like ESN after the stroke of midnight on the day the U.S.
Patent and Trademark Office issues a patent gives a plaintiff the opportunity to choose
jurisdiction.
"This is yet another example of the abusive nature of litigating patent cases in the
Banana Republic of East Texas," Frenkel wrote on Oct. 18 in Patent Troll Tracker, a
blog popular among intellectual property litigators and those interested in reports on socalled patent troll companies that allegedly buy patents simply to bring infringement
suits.
The Eastern District is a nationally known forum for patent litigation because of rules that
allow suits to progress speedily through the court system.
On Feb. 23, Frenkel, director of IP at Cisco, revealed his identity as the blogger.
Now, Frenkel and Cisco are defendants in two separate defamation suits filed by the two
East Texas lawyers who are local plaintiffs counsel in ESN. The suits are attracting
attention in Texas and in the IP blogosphere, not only because of the popularity of the
Patent Troll Tracker blog, but because one of the lawyers suing Frenkel and Cisco is
John Ward Jr., a son of U.S. District Judge T. John Ward who sits in the Eastern District.
John Ward Jr., a partner in Ward & Smith in Longview, filed his amended defamation
petition against San Jose, Calif.-based Cisco and Frenkel on Feb. 27, while Eric
Albritton of the Albritton Law Firm in Longview filed a similar defamation suit on March 3
against Cisco and Frenkel. Both suits are filed in Gregg County: Ward's in the 188th
District Court, and Albritton's in County Court-at-Law No. 2.
Albritton alleges in his original petition that Frenkel published statements on the Internet
alleging Albritton had conspired with the "Clerk of the U.S. District Court for the Eastern
District of Texas" to ''alter documents to try to manufacture subject matter jurisdiction
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where none existed." Similarly, in his first amended petition, Ward alleges Frenkel made
"statements to the effect that Plaintiff had conspired with others to alter the filing date on
a civil complaint" Ward filed in the Eastern District of Texas on behalf of a client.
Lawyers for Albritton and Ward say their clients allege that Frenkel's assertions on the
blog are untrue and defamatory and that he wrote the blog during the course and scope
of his employment at Cisco.
James Holmes, a Henderson, Texas solo who represents Albritton, says the allegations
posted on the blog -- the Patent Troll Tracker blog postings for Oct. 17 and 18, 2007, are
attached as an exhibit to Albritton's petition -- damaged his client's good name.
"Eric does a lot of defense work as well as plaintiffs patent work. He has a number of
clients that are concerned about this allegation. It's not as though Cisco alleged that he
was careless or exercised poor judgment. The accusation is that he intentionally
conspired to commit a felonious act," Holmes says. "That's completely out of this guy's
character, it's inconsistent with his background and it's completely false."
"A lie is equal to a blow," Holmes says. "You don't attack a man's reputation. If they don't
like to litigate in the Eastern District of Texas, they need to address themselves to the
rules and the Legislature rather than slander a man's reputation."
Ward's lawyer, Nicholas Patton, a partner in Patton Tidwell & Schroeder in Texarkana,
says Frenkel's postings about his client on Patent Troll Tracker are a "horrible thing,"
and Ward had no choice but to sue to protect his reputation.
'Those things are damaging. Those kinds of accusations are seen by literally hundreds
of thousands of people. Those are serious accusations that you just can't let go
unaddressed," Patton says. "There's no truth to it whatsoever."
Frenkel did not return a telephone message left at his office at Cisco, and a computergenerated reply to a message sent to his work e-mail indicated he was out of the office.
John Earnhardt, a senior manager of media relations at Cisco, says Frenkel wrote the
blog independently of his job at Cisco.
"He was doing it on his own. Cisco didn't set it up," Earnhardt says. "My understanding
is at some point, there were people ... aware of it, after he had started it."
Earnhardt declines to discuss Cisco's policy on employee blogs.
However, Holmes says the issue of Cisco's alleged involvement with Frenkel's blog will
be examined in discovery.
Frenkel posted the blog during Cisco work hours, Holmes alleges. "He posted about his
own area of responsibility. In fact, ESN is his case. And he did it all with the knowledge
of his direct supervisor," Holmes alleges. 'There are lessons to be learned there."
"You've got the Cisco folks out there citing Troll Tracker as some sort of independent
source on litigation, and it's their own guy," Holmes alleges. "That's going to be a source
of discovery."
In his Feb. 23 posting in which he identified himself as the writer of the blog, Frenkel
wrote that he might continue writing the blog but would take some time off. Patent Troll
Tracker is now viewable by invitation only. He wrote that he decided to make his identity
public, because he had received an anonymous e-mail from someone who threatened to
out him. Prior to Feb. 23, Frenkel identified himself as "Just a lawyer, interested in patent
cases, but not interested in publicity."
In a statement regarding the defamation suits, Cisco writes:
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The parties have mutually agreed to make no comment on the lawsuit in question at this
time. That said, we would like to underscore that the comments made in the employee's
personal blog represented his own opinions and several of his comments are not
consistent with Cisco's views. We continue to have high regard for the judiciary of the
Eastern District of Texas and confidence in the integrity of its judges.
Paul Wailer, a partner in Jackson Walker in Dallas who represents Cisco in the
defamation suits, declines comment.
Albritton and Ward refer comment to their lawyers.
The state court litigation dates back to Nov. 7, 2007, when Ward filed John Ward Jr. v.
John Doe, et al. in the 188th District Court in Gregg County. Ward initially filed a petition
to conduct a deposition under Texas Rule of Civil Procedure 202, which says a party
may conduct depositions prior to filing suit.
In January, 188th District Judge David Brabham granted a motion allowing Ward to take
a deposition of an individual at Google Inc, Patton says he hoped the Google deposition
would reveal who was writing the Patent Troll Tracker blog. However, Patton never took
that deposition, because Frenkel revealed his identity as the blogger on Feb. 23.
Two days later, Ward filed an amended petition in the suit and changed the style to John
Ward Jr. v. Cisco Systems inc., et al. In the amended petition, Ward brings a defamation
cause of action and alleges Frenkel knew that many people were reading the defamatory
statements in the blog and Cisco was aware of Frenkel's blog activity.
"Defendant Frenkel has publicly admitted that he engaged in this activity with the full
knowledge and consent of his employer Defendant Cisco Systems, Inc." and because of
that, Ward alleges Cisco is vicariously and directly liable for the intentional torts of
Frenkel.
In his petition filed on March 3, Albritton also alleges that Frenkel acted in the course and
scope of his employment at the time Frenkel published the allegedly defamatory
statements. He alleges, "Cisco has done nothing since the publication of the statements
to disclaim them or distance itself from Frenkel."
Ward and Albritton each seek unspecified actual and punitive damages in their petitions.
Patton says Frenkel's allegations in the blog are not "protected speech" under First
Amendment law. Additionally, Patton notes, nothing about the filing of ESN v. Cisco was
out of the ordinary.
"Anybody that knows the rules in the Eastern District knows that what happened here is
exactly how business is conducted in the Eastern District," Patton says. In the Eastern
District, Patton says, the clerk's office will assign a case number and a judge to a suit 24
hours before it is filed when a lawyer calls the clerk's office with the request and sends in
a cover sheet for a civil suit.
"On the 15th they sent in the civil cover sheet after they had called the clerk's office,
requesting a number. That patent was to issue on the next day, the 16th, so they filed at
12:01 on Oct. 16. There was a mistake by the clerk's office as to dates that was
corrected by the clerk to show what had happened," Patton says. "Nobody made any
attempt to alter a government record."
He says an amended complaint in ESN v. Cisco was filed on Oct. 16, 2007, simply to
allow the plaintiff to attach a copy of the patent. Patton says Frenkel could have
determined the suit was filed properly by calling the clerk's office, but instead the Cisco
lawyer "just made the accusation" in the blog.
Eastern District Clerk David Maland says there was no conspiracy. However, he says
the clerk's office did make a "correcting entry" to the filing date of the original petition in
ESN v. Cisco. Maland says that at the request of an employee at Albritton Law Firm, the
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clerk's office opened a "shell case" on Oct. 15, 2007, with a case name and judge
assignment, to allow for the speedy filing of a complaint. Maland says that under
procedures in effect in October 2007, lawyers wanting to file a suit at a certain time
could make arrangements in advance with the clerk's office.
"Anytime somebody wanted us to hustle [it] along, we would have tried to make sure we
pulled the judge assignment, did the work, so they could file on the time they wanted to
file,' Maland says. He says the clerk's office made those arrangements on an occasional
basis, and there was no special privilege granted the local counsel in ESN. "We would
have done it for anybody," he says.
Maland says new rules adopted in November 2007 give lawyers the ability to file suits
electronically at the exact moment they want to file, so there's no need to ask the clerk's
office for assistance.
As Maland relates it, an employee at Albritton Law Firm was sitting at her computer
around midnight on Oct. 15, 2007, waiting for Oct. 16 to file the suit.
"According to her watch, it said 12:05 [a.m.], and she mashes the send button to file the
complaint," he says.
However, on Oct. 16, she noticed that the docket sheet in ESN showed an Oct. 15 date,
and she called the clerk's office, Maland says. "She asked us to change it to the 16th,
because that was the intent. In all candor, we did a correcting entry. There was no ill
intent," Maland says.
Holmes says his client has a computer-generated receipt from the clerk's office that
shows the complaint was filed at one minute after midnight on Oct. 16.
Holmes says the clerk's office did the correcting entry because of "a software or
systems-type issue."
Maland says the electronic-filing system at the clerk's office was modified in November
2007 to allow lawyers to file at an exact time more easily, similar to the old days of paper
filing.
"We had a drop box where they had paper filing. The attorney would stand at the drop
box until he watched the timer change to midnight or whatever. They would ensure that
the clock said 12:01, and it would stamp it at 12:01, so they could ensure they were the
first one at the courthouse," he recalls.
By agreement of the parties, ESN v. Cisco was dismissed without prejudice in
November 2007, and ESN re-filed the suit on Jan. 31. That suit is assigned to U.S.
District Judge David Folsom. In its infringement suit, ESN alleges Cisco is infringing on a
patent it holds related to switching systems for communications over a broadband
network.
Patton, who does IP litigation and has read the Patent Troll Tracker blog on occasion,
says he was offended when he read Frenkel's comment calling the Eastern District the
"Banana Republic of Texas."
"It offended the hell out of me. This is not a Banana Republic up here. I've practiced in
the district for years and years, and I've never seen anything up here but superb
judges," says Patton.
Cisco is a plaintiff, defendant or counter-claimant in five suits pending in the Eastern
District, according to a review of cases listed on the district's electronic filing system.
None of Cisco's suits are before Judge Ward.
Chief U.S. District Judge Thad Heartfield of the Eastern Districi says the Troll Tracker's
characterization of his district as a Banana Republic is "ridiculous."
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Heartfield says the Beaumont division where he sits doesn't attract as many IP cases as
the Marshall and Texarkana divisions, and he refers further comment to the three U.S.
district judges who sit in those divisions. Two of the three -- Judge Ward who sits in
Texarkana and Marshall and Judge Leonard Davis who sits in Marshall and Tyler — did
not return telephone messages left at their offices.
Folsom, who sits in the Marshall and Texarkana divisions, says, "I have a Cisco case
[ESN v. Cisco] pending in my court, and Johnny Ward's son is representing one of the
parties, so I probably shouldn't say anything, but it won't influence rny outlook on matters
a bit."

Go to Law.com for legal information and services on the web.
Sign up today for dfree subscription to the Law. corn daily legal newswi•e.

El Email Story

a Set News Alert

Print Story

argRaiNRIA

JW.000083

http://nk.us.biz.yahoo.com/1aw/080317/88aa3200cb29de45cf9d3e81b092f32c.html?.v=1

Case 6:08-cv-00089-RAS

Document 101-2

Filed 11/26/2008

EXHIBIT 32

Page 1 of 42

Case 6:08-cv-00089-RAS

Document 101-2

Filed 11/26/2008

Page 2 of 42

OF FIRE ANTS AND CLAIM CONSTRUCTION:
AN EMPIRICAL STUDY OF THE METEORIC RISE OF
THE EASTERN DISTRICT OF TEXAS AS A PREEMINENT
FORUM FOR PATENT L/TIGATION
YAN LEYCHKIS4

9 YAL ✓ J. L. & TECH. 193 (2007)

ABSTRACT

Forum shopping by patent litigants is nothing new. However, in recent
years, there has been an increase in forum shopping by patentee plaintifft
Because of this forum shopping phenomenon, the Eastern District of Texas,
a technological backwater, is on pace to become the leading patent docket
in the United States. This A rticle empirically analyzes the reasons for the
popularity of the Eastern District among patentee plaintiffs . and considers a
number of possible legislative solutions to the probleni offorurn shopping
gone awry.

J.D, Candidate, UCLA School ol' Law, 2007; M.S.. University of California San
Diego, 1998; 13.S., Carnegie tvlellon University, 1995. The author is infinitely grateful to
his wife Tamila and son Daniel Ibr their patience and support and to Professor Stephen
Munrer for his guidance and helpful comments.
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INTRODUCTION

It has been called a "lawyer's dream,"' a "plaintiff's best bet," 2 a
"haven for patent pirates," 3 a "hotbed for patent trolls," 4 and even a
"renegade jurisdiction."' One local attorney described it as "a cross
between `Hee Haw' and 'Twin Peaks.'" 6 Welcome to Marshall, Texas, a
tranquil town of 25,000 not far from the Louisiana border, about 150 miles
east of Dallas. Until recently, this self-proclaimed Pottery Capital of the
World was known mainly for its annual Fire Ant Festival and as the former
home of George Foreman and Lady Bird Johnson. In the past few years,
however, this former railroad hub named after the fourth Chief Justice of
the United States, John Marshall, transformed itself into a veritable
juggernaut of national and international high-tech patent litigation. It took
only five years for Marshall to grow from a tiny speck on the national
litigation map to the second-busiest patent docket in the country, ahead of
New York, Chicago, Washington and San Francisco and closely trailing
Los Angeles, the perennial leader of IP litigation. If it maintains its current
growth rate, the Eastern District of Texas, where Marshall is located, will
likely surpass the Central District of California in 2007 to become the new
national leader in patent litigation. This phenomenon has not gone
unnoticed; commentators have recognized the curious disconnect between
Marshall's utterly unremarkable outward appearance and the important role
it plays in shaping the future ofglobal technology.'
Despite the wealth of journalistic accounts, one is hard pressed to
find a thorough, systematic study of what has led to Marshall's rise in the
patent litigation arena and whether this rise is good or bad for the patent
system, With this Article, I attempt to fill this void. In Part I, 1 discuss
forum shopping, generally and specifically in the context of patent
litigation. I review past statistical studies which seek to identify the reasons
behind forum shopping in patent litigation, and I then present my own
empirical findings, highlighting new trends in forum shopping among
patent litigators. In Part II, I discuss patent litigation in the Eastern District
of Texas, presenting both plaintiffs' and defendants' perspectives on the
I Brenda Sandburg, The Marshall Plan, RECORDER, June 16, 2003 (quoting a Howrey
Simon Arnold & White partner describing Marshall as "a lawyer's dream.. . , a fair, fast
court, a knowledgeable court „ . a luxury").
Eastern District of Texas: A Plaintiff's Best Bet, IP LAw360, Dec. 9, 2005.
3 Sam Williams, A Haven for Patent Pirales, TECH. REV., Feb. 3, 2006.
4 Peter Lattman, Patent Troll •: Gra.:ing the Piney W oods?, WALL ST. J. L. BLOC, Mar.
27, 2006.
5 HUNTON & WILLIAMS LLP, PATENT LITIGATION IN THE EASTERN DISTR lc) . O• TEXAS.
July 2006 (quoting Justice Scalia during the oral argument of the recent MercExchange,
L,L.C. v. ei3ay Inc., 126 S. Ct. 1837 (2006). lawsuit).
6 See San dburg. supra note I.
7 Julie Creswell, Su Small a Town, So Many Patent Suits, N.Y. Dmifs. Sept. 24, 2006, at
CI .
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current situation, In Part III, I highlight common problems caused by forum
shopping, and in Part IV, I discuss possible alternatives to the U.S. system
of patent adjudication and various reform proposals put forth in recent
years. Finally, I present my major conclusions.
I. FORUM SHOPPING

A. GENERAL BACKGROUND
"Forum shopping" is a litigant's "practice of choosing the most
favorable jurisdiction or court in which a claim might be heard." 8 In no
way unique to patent litigation, forum shopping is encountered wherever the
applicable rules of civil or criminal procedure provide a choice of where to
bring suit. Forum shopping can be vertical or horizontal. Vertical forum
shopping refers to the choice to file suit in either federal or state court in a
particular jurisdiction, whereas horizontal forum shopping refers to the
choice between different jurisdictions—different federal districts or
different state courts. Since patent litigation constitutes a subset of civil
litigation, I am not concerned with criminal procedure here. As a general
matter, the rules of civil procedure dictate that a civil lawsuit may be
brought in any court having personal and subject matter jurisdiction, as long
as venue requirements are met. Under the U.S. patent statute, federal courts
have exclusive jurisdiction over all patent infringement matters, 9 with the
exception of cases where patent infringement is a secondary issue in a much
broader controversy dominated by state issues such as unfair competition or
trade secrets. 1 ° Thus, in the vast majority of patent infringement cases,
vertical forum shopping does not occur, and the patentee plaintiff's only
choice is between different district courts. Because all federal district courts
have original subject matter jurisdiction over patent cases, personal
jurisdiction and venue are the two primary determinants of where a patent
lawsuit may properly be brought.
Personal jurisdiction generally exists where the defendant has had
"minimal contacts" I I with the forum and has "purposefully availed himself"
of commercial benefits from his affiliation with the forum. I2 "The
defendant's conduct and connection with the forum state must be such that
he should reasonably anticipate being haled into court there." I= The
purpose of these requirements is to provide notice to prospective defendants
that, by engaging in certain types of commercial activities, such as selling.
advertising, or licensing products to residents of a particular forum, they are
BLACK'S 1_,Aw DicrioNARY 666 (7th ed. 1999).
9 28 U.S.C. § 1338(a) (2006).
I ° Id. § 1338(b).
International Shoe Co. v. Washington, 326 U.S. 310, 316 (1945).
12 Burger King Corp. v. Rudzewiez, 471 U.S. 462, 474-75 (1985).
13 World-Wide Volkswagen Corp. v. Woodson, 444 U.S. 286, 297 (1980).
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subjecting themselves to the risk of litigation in that forum. 1 ^ As a result, a
company that attempts to sell its products nationally satisfies the personal
jurisdiction requirements in most forums.
While personal jurisdiction is meant to ensure that the court has
legal authority over the litigants, venue rules are designed to promote
fairness and efficiency by requiring that a suit be litigated where most
convenient fbr both parties. Under the special patent ventle statute, lainy
civil action for patent infringement may be brought in the judicial district
where the defendant resides, or where the defendant has committed acts of
infringement and has a regular and established place of business" (emphasis
added). I5 According to the general venue statute, a corporate defendant
resides "in any judicial district in which it is subject to personal jurisdiction
at the time the action is commenced." 16 Historically, the patent venue
statute was distinct from the general venue statute; however, in V E Holding
Corp. v. Johnson Gas A ppliance Co., the U.S. Court of Appeals for the
Federal Circuit held that the general venue statute's definition of "reside"
also applies to the patent venue statute, I7 thereby subjecting large corporate
defendants to patent infringement lawsuits in every federal district where
they are subject to personal jurisdiction. The important practical
implication of this holding is that most large national corporations may now
be sued for patent infringement in virtually any of the ninety-four federal
^
district courts 8
B. PATENT LITIGATION
Patent litigation constitutes a relatively small fraction of overall civil
litigation. 19 However, despite the small number of cases, patent litigation
has been growing rapidly in recent years as more and more high-tech,
biotech and pharmaceutical companies expend millions of dollars to protect
their patent portfolios. As shown in Table 1, the number of new patent
infringement cases doubled between 1993 and 2004. Despite the temptation
14 Asahi Metal Indus. Co. v. Super. Ct., 480 U.S. 102, 113 (1987) (holding that personal
jurisdiction requires that the defendant commit some act demonstrating that it expressly
aimed its conduct at the forum state),
15 28 U.S.C, 1400(b) (2006).
' 6 Id.§ 1391(c).
17 VE Holding Corp. v. Johnson Gas Appliance Co., 917 F.2d 1574, 1578 (Fed. Cir.
1990).
18 LEONIDAS RALPH MECHAM, THE FEDERAL COURT SYSTEM IN THE UNITED STATES 12
(2d ed. 2001).
19 In recent years, patent infringement cases have comprised a little more than 1% of all
civil cases filed in federal district courts in the United States. See U.S. courus JUDICIA
FACTS & FictiREs, tb1. 41.1, al http://wwwiuseourtsigov/judiciallactsfiguresiTable401.pa
(last visitcd Apr. 24, 2007) (shovving that 253.273 cases were tiled in federal district courts
in 2005): id. at 001.4.7, al http://www.uscolnits.govijudiciallactsliguresifable407.pdf (last
visited Apr. 24, 2007) (showing that 2720 federal dist •ict cou •t cases Med in 2005 werc
patent infringement actions).
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to blame this increase on the growing litigiousness of corporate America,
there appears to be a strong correlation between the number of patent cases
filed in federal district courts in a given year and the number of new patent
applications filed in that year. The number of patent applications filed also
doubled between 1993 and 2005 (see Fig. 1). The correlation is a bit less
striking between the number of patent cases filed and the number of new
patents granted, but the data shows 80% growth in the number of patent
issuances over the I2-year period. It seems likely that the strong growth in
patent litigation reflects the rise of more tech-based businesses or perhaps
the rising importance of intellectual property for existing companies.
Considering that many patent lawsuits are "bet the company" cases,2°
companies spare no expense on legal services, spending an average of
$2,000,000 per lawsuit.2'
Table 1: New patent applications, patents granted and patent infringement
cases filed in federal district courts, 1993-2005.22
Year

Patent applications

Patents granted

1993

188,739
206,090
228,238
211,013
232,424
260,889
288,811
315,015
345,732
356,493
366,043
382,139
417,508

109,746
113,587
113,834
121,696
124,069
163,144
169,086
175,979
183,972
184,376
187,015
181,302
157,717

1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005

Infringement
cases filed
1,553
1,617
1,723
1,840
2,112
2,218
2,318
2,484
2,520
2,700
2,814
3,075
2,720

20

See, e.g., Matthew B. Lowrie, Critical Issues in Managing Palenl Litigation, 44 IDEA
267, 268 (2004) (stating that patent litigation has "seen explosive growth in recent years"
and characterizing patent cases as "bet-the-company cases.)
2 I A 2003 survey of the American Intellectual Property Lawyers Association found that
"the average cost of bringing a patent litigation is almost US52 million." Playing
"Patentopoly", PAT. WORLD, Sept. 2004.
22 The totals include utility, design and plant patents. The data were gathered from the
U.S. Patent & Trademark Office's U.S. PATENT STATISTICS CHART, CALENDAR YEARS
1963-2005, http://www.uspto.gov/web/offices/ac/ido/ocip/taf/us_stat.htm (last visited Apr.
24, 2007), and f •om the U.S. COURTS JUDICIAL FACTS & FIGURES, supra note 19, at tb1.4.7.
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Figure 1: Relationships between the number of patent infringement cases
filed in federal district courts and the number of patent applications filed
(left) and between the number of patents granted and patent infringement
cases filed in federal district court (right), 1993-2005.
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1. Professor Moore's Study (1995-1999)
In light of the importance of patent litigation and the special
jurisdictional and technical issues that set it apart from most run-of-the-mill
property disputes, it seems crucial to understand what factors affect the
choice of jurisdiction in patent litigation and whether these factors remain
fairly constant or change over time. In 2001, Professor Kimberly Moore

23 In 2006, Professor Moore was nominated and confirmed as the nev y Nt -- and
youngest — Federal Circuit Judge. NOMi 17(11;011S, n1 littp://wmv.whiichouse.:!os!
infocus/judicialnominees/moore.html (last visited Apr. 24, 2007).
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published an empirical study addressing these very questions. 24 The study
examined whether the creation of the Federal Circuit, which eliminated the
possibility of patent forum shopping at the appellate level, affected patent
forum shopping at the trial court level. The results clearly showed that
forum shopping was alive and well, with almost half of all litigation
concentrated in the top ten districts (Table 2). The study identified certain
procedural and substantive differences in district court adjudication of
patent cases which appeared to have a major impact on litigation.25

Table 2: Comparison of civil and patent caseloads in the top ten patent
districts, 1995-1999.26
Rank

District

Number of
Patent Cases

% of All U.S.
Patent Cases

% of All U.S.
Civil Cases

870

4.2
2.3
3.4
4.1

Ratio of %
Patent Cases to
% Civil Cases
2,2
2.7
1.7
1.0

1

C.D.

2
3
4

Cal.
N.D. Cal.

606

N.D. III.
S.D.N.Y.

569
394

9.1
6.3
5.9
4.1

5
6
7
8
9
10

D. Mass.
D. Del.
S.D. Fla.
E.D. Va.
D.N.J.
D. Minn.

319

3.3

1.4

2.4

308
302
288
286

3.2
3.1
3.0
3.0

0,3
2.5
1.7
2.6

10.7
1.2
1.8
1.2

276

2.9

I.0

2.9

Professor Moore's study focused on the 9615 patent cases that were
terminated between 1995 and 1999 ' and on the 1409 patent cases that went
to trial from 1983 (the year following the establishment of the Federal
Circuit) to 1999. Moore found that patent litigation was not evenly
distributed across the ninety-four federal district courts. If litigation had
been evenly distributed, each district court would have handled roughly 100
patent cases in the five-year period. Instead, we observe a very top-heavy
distribution where the top five districts (Los Angeles, San Francisco,
Chicago, New York and Boston) account for 29% of all patent cases, and
the next five districts account for another 15%, bringing the total for the top
ten districts to 44% of all cases. Moreover, according to my research, in the
ten years between 1996 and 2006, the top twenty-five patent jurisdictions
accounted for about 75% of all patent infringement cases filed in the United

24 Kimberly A. Moore, Forum Shopping in Patent Cases: Does Geographic Choice
.4ffecl Innovation?, 79 N.C. L. REv. 889 (2001).
25 See id. at 892.
26 See id, at 902-3.
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States.27
Although these numbers are impressive, they do not tell the whole
story. If, say, 44% of the U.S. population resided in the top ten districts,
and 44% of all civil cases were filed in the same ten districts, then the
uneven distribution of patent cases across the federal district courts would
represent nothing more than a demographic trend. To address this
possibility, Moore compared the number of patent infringement cases to the
number of civil cases filed over the same time period in each district.
Interestingly, the top ten districts accounted for only 23.5% of all civil
cases, almost half the percentage of their patent caseload. Granted, some
districts appeared more "normal" than others. For example, New York,
Miami and New Jersey all had ratios close to 1.0, meaning that their patent
caseloads were proportional to their civil caseloads. At the other end of the
spectrum was Delaware, which accounted for 3.2% of all patent cases but
only 0.3% of all civil cases, resulting in a ratio of 10.7. Thus, demographic
trends alone could not explain the abnormal distribution of patent cases.
Another possibility was that certain districts were homes to centers
of technological innovation (for example, Silicon Valley in the Northern
District of California), producing greater numbers of patents and, as a direct
consequence, more patent litigation. To test this hypothesis, Moore
compared the percentage of patents granted to inventors in a state with the
corresponding percentage of patent litigation cases brought in that state
(Table 3). Moore found that the ratio of percentages of patent cases to those
of patents granted was close to 1.0 for many states, including the leading
states (California, New York, Illinois and Massachusetts). Once again,
Delaware was the outlier, with five times more patent cases than one vvould
have predicted based on the number of patents granted to local inventors.
Virginia was also on the high side with a 2.5 ratio of cases to patents
granted. Notably, some states, such as New Jersey, had abnormally low
ratios, meaning that patent litigation there was low relative to the amount of
technological innovation.
Table 3: Comparison of the numbers of cases and patents granted (by
state), 1995-1999.28
Ranking by # State
Patents
of
Granted
1

2
3

California
New York
Texas

%

of
All
Patents
Granted in U.S.

% of All U.S. Ratio of % Patent
Patent Cases

Cases to Patents
Granted

18.6
7.9
7.0

18.7
7.7
6.8

1.0
1.0
1.0

27 From 1996 to 2006, 18,348 out of 24,440 patent infringement cases were Med in the
top tvventy-live jurisdictions (data collected from 1.exis Courtlink),
See Moore, supra note 24, at 904: 1 have modified the tithle to i . ernove ihe number of
patents granted in each state and to add the ratio column.
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4
5
6

7
8
9

10

New Jersey

Illinois
Michigan
Pennsylvania
Ohio
Massachusetts

II

Florida
Minnesota

21

Virginia

32

Delaware

2006-2007

4,9
4.8

3.0
6.4

0,6
1.3

4.7
4.5

3.6
3.4

4.2
4.1
3.4

3.6
3.3
5.3

0.8
0.8
0.9
0.8

3.0
1.3
0.6

2.9
3.2
3.2
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1.6

1.0
2.5
5.3

Thus, it appears that none of the simple answers provide a wholly
satisfying explanation. Theoretically, a litigant may be guided by multiple
factors in choosing a particular forum. Such factors include the reputation
of a district's judges and their experience in patent matters, the swiftness of
adjudication in that district, whatever local patent rules exist, the likelihood
of getting to jury trial, the likelihood of winning the case, the leanings of the
local jury pool, the relative reputations of the parties in the district, and the
simple geographic convenience. For example, a patent holder planning to
sue another party for infringement would likely seek a venue with speedy
adjudication, plaintiff-friendly juries, and judges reluctant to grant venue
transfers and summary judgments. An alleged infringer, on the other hand,
might prefer a venue with urban, tech-savvy juries, slower adjudication and
judges more disposed to grant summary judgments. Fortunately, most of
these factors can be quantified. With the wealth of statistical data available,
it is possible to assess the speed of adjudication, the odds of winning a case
or getting summary judgment, the patent expertise of the local judges and
the sophistication of the juries in a particular district. It seems reasonable to
assume that many patent litigators and their consultants engage in this type
of analysis prior to deciding where to file their next lawsuit.
Moore found that the mean time for resolution of all patent cases
between 1995 and 1999 was 1.12 years, with the Eastern District of
Virginia resolving cases fastest in an average of 0.43 years and the Western
District of New York resolving cases slowest, averaging just under two
29
years. While the finding helped explain the disproportionately high
number of patent cases finding their way to East Virginia, it could not
account for the high rankings of Delaware and Massachusetts, both of
which had been historically slow districts. Moore solved the mystery of
Delaware's high ranking when she examined the fraction of all patent cases
reaching trial. While on average only 5`)/0 of all patent cases culminated in
some sort of trial, the fraction of patent cases reaching trial varied widely
among the top ten districts, from as high as 23% in Delaware and 14% in
Eastern Virginia to as low as 1% in New Jersey and Southern California:30
29 See id. at 907-08.
39 See id. at 910.
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Furthermore, while some districts, such as Central and Northern California.
tended to facilitate early case resolution with about 70% of all cases settling
without any court action, other districts, such as Delaware, New Jersey and
East Virginia, had much lower rates of early resolution (30-40% range).''
Another interesting characteristic of the Eastern District of Virginia was its
very high transfer rate (16%), almost three times the national avcrage.32
The implication of these trends is that plaintiffs who desired a quick
resolution with a low probability of reaching trial would gravitate toward
California; those interested in a quick trial would file in Eastern Virginia,
and those plaintiffs who wanted a trial at all cost, regardless of the time it
took, would look to Delaware for answers. An additional unique advantage
that Delaware has is the fact that many corporate defendants were
incorporated in the district, thus providing a solid foundation for personal
jurisdiction and venue.
Of course, any party to a lawsuit usually wants, first and foremost,
to win. Other factors are only relevant as long as the target district is also
receptive to plaintiff patent holders. In her 2001 study, Moore found that
patent holders won 58% of all patent cases from 1995 to 1999. 33 However,
as was the case with the other factors, different districts showed markedly
different win rates for plaintiffs and defendants. While patent holders in
Northern California won 68% of the time, patent holders in Chicago and
Delaware did not fare nearly as well, winning only 48% and 46% of cases,
respectively. The Eastern District of Virginia was average with a 58%
plaintiffs win rate. Massachusetts, on the other hand, appeared highly
favorable to alleged infringers — patent holders won only 30% of the cases
there. 34 Since Massachusetts was the fifth and Delaware the sixth most
popular patent litigation venue from 1995 to 1999, the obvious question
was: "Why would any sane plaintiffs choose to file cases there, knowing
that the districts' track records were highly unfavorable to them?" One
reason may be that plaintiffs perceived certain other benefits to these
forums that cannot be easily quantified and supported by empirical
evidence. Another possibility may be that the plaintiffs simply had not been
aware of these statistics before the Moore study came out in 2001. Moore
herself wondered how empirical results presented in her article might affect
future forum selection. 35 Since it had been years since the publication of
the Moore study, I decided that it was a good time to investigate what
impact, if any, the study had on forum shopping in patent cases.

31 See id. at 911.
32 See id. at 913.
3 ' See id. at 916.
34 See id. at 917.
35 "Further research should consider why patent holders sciect these 1hrums and him%
the empirical results presented in this Article might impact future lbrum selections.938.
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2. Recent Trends in Patent Forum Shopping (2002-2006)
To uncover the recent trends in forum selection for patent
infringement cases, I analyzed 13,522 patent cases filed between January I,
2002 and November I, 2006 (see Table 4).
Table 4: Comparison of civil and patent caseloads in the top ten patent
districts, 2002-2006.36
Rank

1
2
3
4
5
6
7
8
9

10

District

Number

C.D. Cal.
N.D. Cal.

Patent Cases
1417
1184

N.D. III.
D. Del.
S.D.N.Y.
D.N.J.
E.D. Tex.
D. Minn.

D. Mass.
E.D. Mich.

751
623
617
581
568
374
351
313

of

% of All U.S.

% of All U.S.

Ratio of % Patent

Patent Cases

Civil Cases

Cases to Civil Cases

10.5%
8.8%
5.6%
4.6%
4.6%
4.3%
4.2%
2.8%
2.6%
2.3%

5.0%
2.3%
3.6%
0.5%
4.3%
2.5%
1.2%
1.9%
1.2%
1.9%

2.1
3.8
1.6
8.5
1.1

1.8
3.5
1.5
2.1
1.2

The first salient observation I made is that patent litigation has
become even more concentrated in the years since Moore's study. The top
ten districts now account for half of all patent cases, with the top five
districts carrying 36% of the caseload. My next observation is that the
leadership has not changed much: eight out of the ten leaders in the Moore
study are still in the top ten, but Eastern Virginia and Southern Florida have
been replaced with Eastern Texas and Eastern Michigan, Delaware has
become even more prominent, with its caseload doubling relative to the
1995-1999 period. Massachusetts, on the other hand, has dropped from the
fifth to ninth place, as its patent caseload remained fairly flat between 2002
and 2006. Since Massachusetts had the lowest plaintiffs' win rate in
Moore's study, it is reasonable to assume that the publication may have
contributed to its drop in the rankings.
However, the biggest story of the last five years is not readily
apparent from the five-year numbers shown in Table 4; it can only be fully
appreciated by looking at the number of patent infringement cases filed
annually (see Table 5). Tucked inconspicuously in the seventh position is
the new superstar of patent litigation districts: the Eastern District of Texas,
which has risen from almost complete judicial obscurity only five years ago
to second place in 2006, ahead of all the perennial favorites except the
Central District of California.

3'

The duta were collected from Lexis Courtlink.
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Table 5: Number of' new patent cases filed in the top ten districts from
2002 to 2006.37

Ran k

District

2002

2003

2004

2005

200638

2002-2006

1
2
3
4
5
6

C.D. Cal.
N.D. Cal.
N.D. 111.
D. Del.
S.D.N.Y.
D.N.J.

250
281
184
116
104
102

415
250
148
138
133
138

287
245
170
145
150
111

240
247

225
161

1417
1184
751
623
617
581

7

E.D. Tex.
D. Minn.

32

55

80
70
74

75
68
68
2914

8
9
10

D. Mass.
E.D. Mich.
U.S. Total

2710

138

1II

119
135
107

105
95
123

108

159

214

568

84
79
68
2933

75
72
52
2663

60
62
51
2302

374
351
313
13522

This achievement is all the more remarkable considering the fact
that overall patent litigation has actually declined in the last two years,
which is reflected in the lower 2005-2006 numbers in almost every district
— except in Eastern Texas. The data show that the Eastern District of Texas
has been luring patent litigants away from other districts, having doubled its
caseload load from 2004 to 2006 while almost every other district
experienced strong declines. With a story so extraordinary, the Lastern
District warrants a separate investigation into what makes it so irresistible to
plaintiff patent holders — besides, of course, the Fire Ant Festival.
II. THE EASTERN DISTRICT OF TEXAS

A. GENERAL BACKGROUND
The U.S. District Court for the Eastern District of Texas has
jurisdiction over forty-three counties in eastern Texas, counties located near
the borders with Arkansas and Louisiana. The district has six divisions:
Beaumont, Lufkin, Marshall, Sherman, Texarkana and Tyler, where it is
headquartered. 39 As of the time of this writing, the district has ten District
Judges° and six Magistrate Judges.'" While it is generally true that over
37 The data were collected from Lexis Courtlink. Although thc data spans only four
years and ten months. I do not believe the difference between four years and ten months
and five years is significant for the purposes of this Article.
38 The 2006 data cover the period from January I. 2006 to November t. 200(i.

See U.S. District Cou •t for the Eastern District

qf

Tows.

http://www.txed.uscourts.gov/Directories/Districtl nformation/Di strictl nformation.htm ( last
visited Apr. 24, 2007).
4° Chief Judge Heartfield, Judges Brown, Clark, Crone, Davis, Folsom, Schell,
Schneider, Steger and Ward. Id.
' I Judges Bush, Craven, Giblin, Guthrie, Hines and Love. Id.
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half of all patent cases in the district are filed in Marshall, a fair amount of
patent litigation has been spilling over to the other divisions as well.
B. PLAINTIFF'S PERSPECTIVE
Plaintiff patent holders and their attorneys love the Eastern District
of Texas, 42 There are three key factors that make Marshall such an
attractive forum: 1) knowledgeable judges experienced in patent cases; 2)
special patent rules that compel open discovery with tight deadlines to
which the judges strictly adhere, resulting in quick and relatively
inexpensive trials; and 3) plaintiff-friendly juries.4'
1. Knowledgeable Judges
Although the Eastern District of Texas has a total of sixteen judges,
the bulk of its patent docket is currently handled by only four: Judges Ward,
Davis, Folsom and Clark (see Table 6). Judge Ward is appointed in
Marshall, Judge Davis in Tyler, Judge Folsom in Texarkana and Judge
Clark in Beaumont/Lutkin. To reduce "judge shopping," any case filed in
Marshall may be assigned to Judge Ward (60% of civil cases), Judge Davis
(30% of civil cases) or Judge Folsom (10% of civil cases). Regardless of
the judge assigned, jury trials of cases filed in Marshall are usually held in
Marshall before local juries."
Table 6: Distribution of new patent cases among the district judges in the
Eastern District of Texas (as of Oct. 13. 2006).45
Year
1999
2000
2001
2002
2003
2004
2005
2006
Total

Judge Ward
2
5
10
16
24
48
45
63
213

Judge Davis
---6
7
25
65
51
157

Judge Folsom
2
5
7
4
11
14
30
29
102

Judge Clark
---1
3
5
44
53

E.D.Tex. Total
14
23
33
32
55
108
159
196
620

42 See Shahnaz Mahmud, See rail Real Soon!, MANAGING f NTELL. PROP., Oct. 2006.
' 3 Michael C. Smith, Rocket Docket: Ifrlarshall Court Leads Nation in Hearing Patent
Cases, 69 TEX. B.J. 1044, 1045-1048 (2006) (listing and discussing judges, patent rules.
and juries as reasons for Marshall's ascent).
.14 See 1 - 11INTON & WILLIAMS LIT, supra note 5.
IS The case data were collected from Lexis Courtlink.
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(a) Hon. T. John Ward
Judge Ward is the patent "rock star" of the Eastern District. He is a
Clinton appointee who serves the Marshall and Texarkana Divisions and
conducts the majority of patent jury trials in the district. A skilled defense
trial lawyer who practiced for thirty years in the Eastem District before
being appointed to the federal bench in 1999, Judge Ward has a genuine
interest in and a deep understanding of patent law. 46 These qualities are
very rare among today's federal judges, most of whom are put off by the
technical intricacies of a patent trial and by the high reversal rate of patent
cases on appeal. Interestingly, Judge Ward did not practice much patent
law before his appointment, despite his bachelor's degree in applied
chemistry from Texas Tech. 47 His one notable brush with patent litigation
came toward the end of his private practice in 1998, when he defended
Hyundai Electronics against the local giant Texas Instruments in a patent
infringement suit. 48 Although Ward lost the trial, which resulted in a $25.2
million jury verdict against his client, Marshall lawyers say he was
intrigued by patent law and sought to streamline the litigation process for
patent cases when he took the bench.49
After he was appointed to the bench, Judge Ward spent three years
in Tyler, where in 2001 he adopted the first set of local patent rules,
modeled closely after those of the Northern District of California (sec Part
11132). In 2002, Judge Ward became the resident judge for the Marshall
division. His patent rules were soon adopted throughout the Eastern
District, which helped establish his reputation as a nationally recognized
figure in patent litigation. As shown in Table 6, Judge Ward has presided
over 200 patent cases since 1999, making him one of the most experienced
patent jurists in the country. In 2004, Managing Intellectual Property
magazine acknowledged his accomplishments when it named Judge Ward
one of the fifty most influential people in the world of intellectual
property.5°
(b) Hon. Leonard Davis
Judge Davis is a relatively recent addition to the Eastern District; he
was appointed to the bench in 2002. Although he is the resident judge in
Tyler, Judge Davis also serves the Marshall division, sharing 30% of its
civil case load. He holds a bachelor's degree in mathematics from the
16 Dick Dahl, IP Plaintiffs Flocking to Small Town of Marshall in Eastern Texas, KAN.
CITY DAILY NEWS-PREss, June 6, 2006.
41 id.

48 Id.
'19 Id. As a curious side note, Judge Ward was quoted as saying "I probably lost more
cases in the courtroom than any defense lawyer you could
See Sandbuig. supra note
5° Editorial, 1P 's Most Importam Figures, MANAGING INTELL. PROP., July/Aug. 2004.
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Univcrsity of Texas, Arlington, a master's in management from Texas
Christian University, and a law degree from Baylor, where he graduated
first in his class. Judge Davis practiced civil and criminal law for twentythree years, after which he served for several years as Chief Justice of the
Twelfth Circuit Court of Appeals of the State of Texas before receiving his
federal judicial appointment. 51 Much like Judge Ward, Judge Davis did not
practice patent law before becoming a judge; however, this did not prevent
him from becoming the second-busiest patent judge in the Eastern District
in a little over four years, with over 150 patent cases assigned.
(c) Hon. David Folsom
Judge Folsom, another Clinton appointee, is the longest-serving
patent judge in the Eastern District, having been the Texarkana resident
judge since 1995. Unlike Judges Ward and Davis, Judge Folsom holds an
undergraduate degree in liberal arts and spent several years working as a
high school history teacher before embarking on a career in the law. Before
he was appointed to the bench, he spent twenty years in private practice,
engaging in various types of civil litigation. Since 1999, Judge Folsom has
dealt with about 100 patent cases, making him the third-busiest patent judge
in the district. Because he lacks a science or engineering background,
Judge Folsom tends to hire clerks with engineering degrees or master's
degrees in intellectual property law.52
(d) Hon. Ronald Clark
Judge Clark is the most recent addition to the Eastern District patent
group, appointed in 2002 to the Beaumont and Lufkin Divisions to replace
retiring Judge Cobb. Judge Clark received bachelor's and master's degrees
in economics from the University of Connecticut before getting a law
degree from the University of Texas. He started his career as an assistant
city attorney in Abilene, Texas, later moving to a private firm where he
continued to defend local governmental entities in a broad variety of civil
cases. An experienced trial lawyer, he tried over seventy cases, many of
which culminated in a jury tria1, 53 As shown in Table 6, Judge Clark's
patent docket has experienced a very steep rise within the last year, growing
from five cases filed in 2005 to fourty-four filed so far this year, a rate of
increase virtually unheard of in any other jurisdiction.

Si Judicial)) Nominees: Hearing Before the S Comm on the Judiciary, 106th Cong.
(2002) (Statement of the 1-lonorable Orin Hatch), available at
http://judiciary.senate.gov/member .statement.cinVid=234&witi(1-51.
)2 Editorial, Judge David Folsom: From Small-Town Beginnings to Technology-IC .h
Present, ARK. L. REC.. Winter/Spring 2004, at 23.
53 S'ee Judiciary NOI77711CeS, supra notc 51.
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2. Special Patent Rules
One of the biggest reasons patent holders gravitate toward Marshall,
Texas is the special patent rules adopted in the Eastern District of Texas,)4
rules modeled after those adopted earlier in the Northern District of
California. The Northern District of California includes San Francisco, San
Jose, and Silicon Valley, and therefore it is home to many prominent hightechnology companies, some of which occasionally engage in patent
litigation. In 1998, the Northern District adopted the first set of rules
specifically addressing patent litigation. These rules, which stress early and
significant disclosure requirements and claim construction, 55 were designed
to create a faster, more efficient patent litigation process.
One substantial difference between the Texas and California rules is
that defendants in Eastern Texas only have nine months to complete
discovery, whereas defendants in Northern California get eighteen months.
Another important feature of the Eastern District patent litigation process is
the sanctity of discovery deadlines and trial dates. Barring certain truly
extraordinary circumstances, these dates must be strictly honored and no
routine extensions are allowed. While the system is somewhat biased in the
plaintiffs favor, it is structured to clear the docket and get cases resolved in
a quick and efficient fashion. According to LegalMetric, a legal data
analysis company, bench patent trials in the Eastern District take 22.3
months on average compared to 37.8 months nationwide; jury patent trials
take an average of 21.1 months compared to 27.1 months nationwide.56
It is important to note that, in addition to the special patent rules,
there are other factors that have accelerated patent litigation in the Eastern
District. First, due to its aging rural demographic, the district has a
relatively small criminal docket, and the criminal docket usually takes
precedence over civil matters in other districts. 57 Second, in 2003, Texas
voters approved Proposition 12, granting the Texas Legislature the authority
54 See The Rules of Practice for Patent Cases before the Eastern District of Texas,
av ailable at http://www.txed.uscourts.gov/R ules/Loca IR ules/Documents/
Appendix%20M.pdf (hereinafter E.D.P.R.).
55 See Michael C. Smith, Eastern District of Texas Patent Rules 3, 2004 AIPLA Spring
Meeting (March 19, 2004), http://rnesmith.blogs.com/easterndistrictoftexas/
2004_patent_rules_ed_texas.pdf ("The rules provide a complex series of dates directed at
the early stages of a patent case, specifically the claim construction process. Judges of the
Northern District of California have explained that: 'The patent local rules were adopted h)
this district in order to give claim charts more 'bite.' The rules are designed to require
parties to crystallize their theories of the case early in the litigation and to adhere to those
theories once they have been disclosed. . . Unlike the liberal policy ror amended
pleadings. the philosophy behind amending claim charts is decisively conservative. and
designed
to prevent the 'shifting sands' approach to claim construction.'").
s
6 See Mahmud, supra note 42.
57
Monica Perin, Town Practices "Rocket Docket" Law: Tiny Marshall Gaining Fame
as Popular V enue far High-Tech Litigation, HouS. Bus. J., Jan. 24, 2005, available at
h ttp://houston.bizjournals.com/houston/stories/2005/01/24/storyl.htnn I
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to impose caps on non-economic (i.e. pain-and-suffering) damages in health
care liability actions. D8 As a direct consequence of this legal development,
the number of medical malpractice lawsuits filed in Marshall, Tyler and
other Eastern District divisions has dropped precipitously.59
Although the Eastern District of Texas is clearly quicker to resolve a
typical patent infringement case (if there is such a thing) than the average
federal district court, especially in a bench trial, its patent docket has been
slowing in recent years as the judges are inundated with more and more new
cases. GO Some commentators have noted similarities with the Eastern
District of Virginia, the original "rocket docket," which experienced a
similar wave of popularity among patent litigators in the 1990s but was
soon forsaken when the docket slowed down. 6I In contrast, despite the
recent slowing, patent case filings in Marshall continue their exponential
growth, suggesting that speed is not the most important factor at play here.
In the meantime, similar patent rules have been adopted in the Northern
District of Georgia (Atlanta) and the Western District of Pennsylvania
(Pittsburgh), in an effort to attract more patent litigation. 62 So far, however,
the effect of these new rules in those districts appears to have been
substantially less pronounced than it has been in the Eastern District of
Texas.63
3. Plaintiff-friendly Juries
To say that juries in the Eastern District of Texas favor patent
holders is something of an understatement — quite plainly, an Eastern
District jury is the patentee plaintiff's best friend. Patentees have won 90')/0
of all jury trials in the district between 1998 and 2006 (see Tablc 7).6'1
58 Texas Medical Ass'n, Texans V ote "Y es on l2", TEXAS MEDICAL ASSOCIAIION. at
http://www.texmed.org/Template.aspx?id =2819 (last visited Apr. 24, 2007).
59 See Williams, supra note 3.
6° See Tresa Baldas, Texas IP Rocket Docket Headed for Burnout?, NAT'L L.J., Dec.
28, 2004; see also Allen Pusey, Patent Lawyers Flock to East Texas Cour!, DALLAS
MORNING NEWS, Mar. 25, 2006 (recognizing that Marshall patent cases that used to take
eight to twelve months to resolve are now taking twenty to twenty-four months).
61 See Baldas, supra note 60.
62 See JONES DAY COMMENTARIES, FEDERAL DISTRICT COURT IN PITTSBURGH ADOPTS
SPECIALIZED LOCAL RULES FOR PATENT CASES (2005), http://www.jonesday.com/
services/services_pubs.aspx (last visited Apr, 24, 2007). The Northern District of Geogria
patent rules are available online at http://www.gand.uscourts.gov/documents/
NDGARulesPatent.pdf (last visited Apr. 24, 2007) and the Western District of
Pennsylvania patent rules are available online at http;//www.pawd.uscourts.gov/
Documents/Forms/LocalPatentRulcs,pdf (last Apr. 24, 2007).
63 See Roderick McKelvie & Scott Weidenfeller, Pennsylvania Bids fo • Patent
Litigation, MANAGING INTELL, PROP., Mar. 2005 (noting that, whereas E.D. 'fex. patent
inf •ingement filings more than doubled from fifty in 2003 to 103 in 2004, N.D. Ga. saw a
more modest increase, from forty-live in 2003 to sixty-one in 2004).
64 The data were collected from Lexis and Wcstlaw databases of
verdicts and
settlements and •om other online sources. Similar figures have been reported elsewhere:
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Compare that to the nationwide figure of 68%, 65 and you have got an
extremely patentee-friendly venue. So friendly, in fact, that before June
2006, patentees won every single jury trial in the district, before the
defendants' dry spell was finally broken with two back-to-back victories66
(see Table 7). What is even more remarkable is that it has taken eighteen
years of patent infringement trials for an Eastem District jury to find a
patent invalid; it happened for the first time ever in the 2006 case Hyperion
Solutions Corp, v. OutlookSofi Corp.°
Table 7: Outcomes of patent jury trials in the Eastern District of Texas,
1999-2006."
Case Name

Date

Judge/Division

Texas Instruments, Inc. v.
Hyundai Elecs. Indus. Co.7°
Edmark Indus. v. A zad Int?,
Inc.71
John D, W atts v. X L Systems,
Inc. 72
Ericsson, Inc. v. Harris Corp. 73—
Imonex Servs., Inc. v.
W H Munzprufer Deitmar74
Nat'l Instruments Corp. v.
The Mathworks, Inc. '
Microtune (Texas), L.P. v.
Broadcom Corp.76
Halliburton Enerq Servs., Inc.
v. Smith Intl, Inc-. 7
v.
Eicon
Brooktrout
Networks78
02 Micro Int? Ltd. v.
Sumida Corp, 79
A cco Brands Inc. v.
ABA Locks Mfr. Co.8°

3/25/1999

Heartfield/Marshall

Prevailing
party
Plaintiff

Patent
Damages69
$25,200,000

7/17/2000

Cobb/Beaumont

Plaintiff

$326,302

3/3/2001

Hines/Beaumont

Plaintiff

$1,675,450

6/3/2001
1/10/2003

Brown/Sherman
Ward/Marshall

Plaintiff
Plaintiff

$4,281,000
$10,350,000

1/30/2003

Ward/Marshall

Plaintiff

$3,500,000

3/20/2003

Brown/Sherman

Plaintiff

$5,650,000

6/25/2004

Davis/Tyler

Plaintiff

$24,000,000

11/12/2004

Ward/Marshall

Plaintiff

$94,500

11/17/2005

Ward/Marshall

Plainti ff

$2,000,000

12/15/2005

Ward/Marshall

Plaintiff

$2.075,000

see, e.g. Bob Cote & Rodger Sadlcr„Survival Strategies in the New IP ECOI70171y,
MANAGING INTELL. PROP. at 26, June 2006 (reporting that patentees won 92% of all ju•y
trials in the district); see also Alan Cohen, F • om PI to IP, IP L. & Bus., Nov, 2005 at 36
(quoting LegalMeiric reports that plaintiffs won 88A, of all jury trials in the Eastern District
of Texas since 1994).
65 See Cohen, supra note 64 (quoting nationwide data f • om LegalMetric).
66 The defendants' victories were in Sensormalic Elecs. Corp. v. PVG Security Prods.,
Inc., No. 2:04-CV-167, 2006 WL 2325361 (E.D. Tex. June 30, 2006), and Hyperion
Solutions Corp. v. OutlookSoft Corp., No. 2:04-CV-436 (E.D. Tex. Sept. 15, 2006).
67 422 F. Supp. 2d 760; see Creswell, supra note 7.
68 The case data were collected from Lexis, Westlaw and other online sources.
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LLC v. Toyota Motor
Corp. 8
TiV o Inc. v. EchoStar Comms.
Corp."
Z4 Techs., Inc, v.
Microsoft Corp."
Visto Corp. v.
Seven Networks. Inc."
_
02 Micro Int 'I Ltd v.
Beyond Innovation Tech. 8'
A vid Identification Systems v.
Datamars SA86
Finisar Corp. v. DirectTV 8/
Sensormatic Elecs. CoT. v.
W G Security Prods., Inc.8
Hyperion Solutions Corp. v.
OutlookSoft Corp.89
Paice
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12/20/2005

Folsom/Marshall

Plaintiff

$4,600,000

4/13/2006

Folsom/Marshall

Plaintiff

$73,991,964

4/19/2006

Davis/Tyler

Plainti ff

$133,000,000

4/28/2006

Ward/Marshall

Plaintiff

$3,683.000

5/15/2006

Ward/Marshall

Plaintiff

5/31/2006

Ward/Marshall

Plaintiff

Not
determined
$26,981

6/23/2006
6/30/2006

Clark/Beaumont
Ward/Marshall

Plaintiff
Defendant

$78,900,000
$0

9/15/2006

Ward/Marshall

Defendant

$0

I

Figure 2 below compares patent holders' jury trial win rates in cases
filed between 1999 and 2004 across several major patent litigation districts.
It is interesting to note that the two districts with the highest patentee win
rates are the ones referred to as the "rocket dockets" — apparently, speedier
trials strongly correlate with higher win rates by patent holders.

69 The table lists original jury awards; some of these awards were later reduced by the
trial judge.
iu No. 98-VC-74, 1999 WI, 33491157 (F.D. Tex. Mar. 25, 1999).
No. 1:98-CV-1530, 2000 WI_ 33720974 (E.D. Tex. July 17, 2000).
72 No, 99-CV-369, 2001 WL 1824621 (E.D. Tex. Mar. 3, 2001).
73 No, 4:98-CV-325 (E.D. Tex, June 3, 2001).
74 No. 2:01-CV-174, 2003 WL 1855363 (E.D. Tex. Jan. 10, 2003).
75 No. 2:02-CV-256, 2003 WL 1855301 (E.D. Tex. Jan. 30, 2003).
76 No. 4:01-CV-23, 2003 WL 21695675 (E.D. Tex. Mar. 20, 2003).
77 No. 4:02-CV-269, 2004 WL 1687064 (E.D. Tex. June 25, 2004).
78 No. 2:03-CV-59, 2004 WL 2921644 (E.D. Tex. Nov. 12, 2004).
79 No, 2:03-CV-7, 2005 WL 369 /550 (E.D. Tex. Nov. 17, 2005).
80 No. 2:02-CV-112, 2005 WL 3690829 (E.D. Tex. Dec. 15, 2005).
g I No. 2:04-CV-21 I (E.D. Tex. Dec. 20, 2005).
87 No. 2:04-CV-1, 2006 WL 1458443 (E.D. Tex. Apr. 13, 2006).
83 No. 6:06-CV-142, 2006 WL 1626711 . (E.D, Tex. Ap • . 19. 2006).
84 No. 2:03-CV-333, 2006 WL 1626701 (E.D. Tex. Apr. 28. 2006).
85 No. 2:04-CV-32 (E.D. Tex. May 15, 2006),
86 No. 2:04-CV-183, 2006 WL 1889522 (E.D. Tex. May 31, 2006).
87 No. 1:05-CV-264, 2006 WL, 3246407 (ED. Tex. June 23, 2006),
88 No. 2:04-CV-167, 2006 Wl, 2325361 (1',.D. Tex. .1 une 30, MOO).
No. 2:04-CV-436 (N.D. TCN. Sept. 15, 2006),
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Figure 2: Comparison of patent holders' win rates in jury trials, 19992004.9°
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There are several plausible explanations for the high plaintiffs' win
rate in jury trials. First, Eastern District juries have a tendency to view
patents in much the same way as they view real property. 9I Framed in this
fashion, any patent infringement dispute can be distilled to a simple trespass
action, and any invalidity defense can be viewed as a claim of defective title
— terms that can be easily understood even by an unsophisticated small town
juror. 92 Because a valid title holder has a broad right, within certain legal
limits, to do anything he or she wants to do with the land, including leasing
it out or doing nothing at all, juries in the Eastern District do not see much
difference between a patentee who exploits his or her invention
commercially and a "patent troll," a holding company that exists solely to
license patents to other companies. 93 Thus, any defense arguments based on
the public policy of using the patent system to promote common welfare are
likely to fall on deaf ears in the Eastern District of Texas.
Additionally, according to Marshall attorney Michael C. Smith,
local juries have a great respect for the government and a general distrust of
large corporations, especially foreign ones. 94 As a result, whenever in
doubt, these local juries defer to government agencies, or rule in favor of
90 See Cote & Sadler, supra note 64 (based on Lexis Courtlink data covering the period
between Apr. I, 1999 and Mar. 31. 2004).
91 Michael C. Smith, "Parent Pirates" Only Exist' in Nererlancl, ThX. I.AW'., Oct. I I,
2004. at 30.
92

id.

93

James Nurton, They're Oia There Somewhere, MANAGING INTEL. PROP., June 2006
(quoting Michael C. Smith as saying, "Juries are very committed to property rights and
very willing to recognize that someone who has a patent can do what they want.")
" Susan Decke •, Texas Disirici Is Heaven for Patent Holders Under Siege, SEATIIE
TImEs, May I, 2006, at C3.
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the small plaintiff. ln complex patent matters, Eastern District juries tend to
interpret the presumption of patent validity very rigidly. taking, the fact that
the U.S. Patent & Trademark Office issued a patent as conclusive proof that
the patent must be valid, merely because the government knows what it is
doing. 9) The distrust of corporate defendants goes back many decades to
the time when the district was a major railroad center, which resulted in
many personal injury claims against large railroad companies. 96 Even long
after the railroads ceased to play the important role they once did, mass tort
claims against the employers persisted, with plaintiffs' wins outnumbering
their losses.97
The combination of the local juries' respect for personal property
rights and government agencies and their distrust of large corporate
defendants makes the Eastern District of Texas an ideal venue for "patent
trolls." My analysis of all patent cases filed in the Eastern District since
1999 revealed that many such "trolls" have shown a clear preference for the
Eastern District over other venues. 98 It is interesting to note that, in many
instances, the same patent holder gets to litigate most, if not all, of its cases
before the same judge. As I have stated earlier, most patent cases are filed
in Marshall, where a random lottery is used to allocate cases among several
judges. However, cases filed in other Eastern District divisions are
substantially more likely to be heard by the resident judge of that division,
so the plaintiff is well positioned to engage in "judge shopping" if so
inclined. The observation that many "trolls" tend to litigate most of their
cases before the same judge rnay reflect trolls' perceptions of a strategic
advantage or the efficiency of litigating the same or highly similar issues
before a judge who is already familiar with the technology in dispute.
Whatever the re .asons, the data show that for many patent-holding
companies, the Eastern District Texas has become the district of choice.

95 See id,
91' See Creswell. supra note 7.
97 See, e.g., Neil Vidmar, The Peifonnance of the A merican Civil Jury: A n Empirical
Perspective, 40 ARtZ. L. REV. 849, 871-72 (1988) (finding a 66`)/0 -prevail rate" Ibr mass
tort plaintiffs).
96 See Nurton, supra note 93 (describing the most litigious patent-holding companies
and their affinity for the Eastern District of Texas).
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Table 8: Patent infringement lawsuits initiated by selected patent-holding
companies since 1999.99
Plaintiff/Patent Holder
Ronald A. Katz Technology Licensing, LP
Data Treasury Corp.
Orion lP, LLC
lAP Intermodal, LLC
Rembrandt Technologies, LP

Judge
Davis

Judge
Folsom

1

--

5

---

--

15

Judge
Ward

E.D.T.
total

All other
districts
II

Judge
Clark
15

21

15
11
11

1
--

5

--

11

11
--

--

---

5

--

--

--

5

Some commentators have also noted that Eastern District juries are
prone to awarding "Texas-size" dainages. len According to Table 7, six out
of twenty jury trials resulted in damage awards over $10,000,000.
However, in many of these cases, both parties were large corporations that
had spent many years and millions of dollars on the litigation," so the
sheer size of these awards is not particularly unusual. As a general matter,
however, most of the patent infringement damages in the Eastern District
are on par with those awarded in other districts.
C. DEFENDANT'S PERSPECTIVE

There is no denying it: with an average win rate of just 22%, the
Eastern District of Texas is about the worst place in the country to be a
defendant in a patent infringement lawsuit. 1 ° 2 The same factors that make
the district so appealing to the plaintiff make the defendant's life extremely
difficult. Speedy and predictable patent adjudication refereed by
experienced, knowledgeable judges may benefit both plaintiffs and
defendants equally in theory, but once we step into the defendant's shoes,
we see that practice and theory often fail to align.

99 Thc data vverc collected From I ,CN is Courtlink.
IW See Cressvvell, sppra note 7 (noting that 'jurors here have a history of handing out
Texas-sized verdicts to winners").
' I See, e.g., Texas Instruments v. Hyundai Elecs. Indus. Co., No. 98-CV-74, 1999 WI,
33491 157 (E.D. Tex. Mar. 25, 199)) ($25,000,000); TiVo Inc, v. FichoStar Comms. Corp..
No. 4;04-CV-I, 2006 WL 1458443 (E.D, Tex. Apr. 13, 2006) ($74,000,000); Finisar Corp.
v. DirectTV, No. 1:05-CV-264, 2006 WL 3246407 (E.D. Tex. June 23, 2006)
($79,000,000).
102 As a point of reference, the nationwide defendant win rate in patent cases is 41%;
see Creswell, supra note 7 (quoting LegalMetric data showing that plaintiffs prevailed in
78% of all patent cases in the Eastern District of Texas, compared with an average of 59%
nationwide).
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1. Problems with the Judges
(a) Are the Judges Fair?
For all their experience and expertise in patent matters, the judges of
the Eastern District show certain extreme tendencies in their judicial
decision making. For starters, patent holders have won 75% of bench trials
in Marshall since 1994, compared to 47% nationwide. 1 ° 3 In addition, the
district has the lowest rate of summary judgments in patent cases by far:
less than 10% of all summary judgment motions are granted here, compared
to almost 70% in the Northern District of California, 50% in the Central
District of California, and about 40% nationwide. 1 ° 4 In and of itself, the
low number of summary judgments seems quite innocuous — after all, by
refusing to grant summary judgments, the judges do not seem to show bias
to either party, merely transferring the ultimate fact-finding burden to the
jury. However, given the local juries' well-known track record of
repeatedly finding for the plaintiff, the judges are actually helping to
institutionalize the district's pro-patentee bias.
Similarly, the Eastern District of Texas has one of the lowest rates of
venue transfers granted. While the national average is close to 50%, with
some jurisdictions having much higher rates (e.g., the Southern l)istrict of
New York judges grant almost 80% of all transfers), the Eastern District of
Texas grants only one in every three motions to transfer venue. w) This rate
is about half that of the Eastern District of Virginia, the original "rocket
docket.- I ° 6 Thus, while Eastern Virginia judges countered the onslaught of
patent litigators with a fairly liberal venue transfer policy, the Eastern Texas
judges are holding the fort, so to speak, by refusing to transfer cases based
merely on inconvenience to the defendant or the court's overly busy patent
docket.1°7
In cases where an alleged infringer files a motion to stay litigation
pending the outcome of patent reexamination by the Patent Office, the
Eastern District of Texas is in the middle of the pack, granting just over
50% of such motions, compared to a 100% grant rate by judges in the

103 See Cohen, supra note 64 (quoting LegalMetric patent bench trial data covering the
period between 1994 and 2005).
164 See Cote & Sadler, supra note 64 (based on Lexis Courtlink data between June 1,
2003 and June I. 2004).
105 See ici. (based on Lexis Courtlink data covering the period beltNeen June I, 2002 and
June I, 2004).

"'See id.
107 See Cohen, supra note 64 ("At least one defendant... has cited the growine. number
of patent cases, and the congestion they could create, as a reason to request a transfer out of
Marshall. In September 12005], Judge Ward denied the compan ■ 's rnotion. writing that
`the court is aware or its own docket and ability to manage cases prm-nptly and
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Central District of Califomia and the Southern District of New York.I°8
Although this is clearly consistent with the district policy of promoting
quick and efficient resolution of patent disputes, it also seems wasteful to
require that parties continue litigation while the Patent Office itself has not
made a final determination regarding the scope of the claims in question.
The combined effect of all these trends is that alleged infringers find
themselves trapped in a district with defendant-hostile juries and scarce
opportunities for transfer, stay or summary judgment. In such an
environment, any reasonable defendant might seriously consider settlement
— and the vast majority of all patent cases in the Eastern District do settle
before trial. / ° 9 Rational reasoning would suggest that defendants with weak
or even intermediate strength positions tend to settle, while only those
defendants who perceive their position to be strong proceed to trial. If this
is true, the dismal win rates by defendants in the Eastern District of Texas
would have been even lower had it not been for the high rate of settlements.
(b) Are the Judges Accurate?
It is clear that, due to the sheer number of patent cases passing
through their courtrooms, the judges of the Eastern District of Texas are
experienced patent jurists. A different question is whether that experience
translates into the increased accuracy of their decisions. Since there is
hardly an objective measure of accuracy in any given area of law, the only
objective readout is the appellate track record of the judges at the Federal
Circuit level. Unfortunately, due to the lengthy appeal process and the
relatively recent explosion in the number of patent cases filed in the Eastern
District, a search revealed only twenty-six Federal Circuit appeal decisions
from Eastern District patent infringement actions. Some of these appeals
addressed procedural issues, and some dealt with substantive patent law
issues such as claim construction or the doctrine of equivalents. Table 9
classifies these appeals by district judge, and Table 10 categorizes them by
year in order to discern potential temporal trends.' lu I remind the reader
that the sample size is very small and therefore the uncertainty level
accompanying my conclusions is high.
Predictably, Judge Ward has the best appellate record, with only one
out of six decisions overruled based on one incorrect claim construction.
Other judges have less admirable records, and the overall reversal rate for

1 °' See Cote & Sadler, supra note 64, chart 6.
109
See Creswell, supra note 7 (stating that roughly 5% of patent cases eventually make
it to trial in Marshall).
II ° Where the Federal Circuit affirmed in part and reversed in part, I counted it as two
separate decisions, which is why the totals in Tables 9 and ID come to 28 instead of 26.
Judge Clark has not accumu/ated any appellate record in patent cases; hence, he does not
appear in Ihe tables.
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the district is about 40%, twice thc national average of about 20%. 1 " The
overall numbers appear even less encouraging when we examine claim
construction: almost 50% of all constructions appealed were held erroneous.
significantly higher than the national average of about 35%.112
Table 9: Recent appellate track record of E.D. Tex. judges in patent cases.
Appellate Review
Decisions affirmed
Decisions reversed
Correct
claim
constructions
Erroneous
claim
constructions

1

0

5

0

Judge
Folsom
2
2
3

1

0

1

Judge
Ward
4

Judge
Davis
1

Other
judges113
10
8
I

Total
17
11
9

6

8

Table 10 also fails to demonstrate a clear trend toward improved
accuracy. The overall district reversal rate in patent cases oscillated
between 33% and 45%, without a discernable temporal trend. The same is
generally true about claim constructions, which were reversed 40% to 50%
of the time depending on the time frame. Thus, the odds of getting a correct
claim construction in the Eastern District of Texas appear to be about as
good as those one can expect from flipping a coin, not exactly promoting
public confidence in the system.
Table 10: Recent appellate track record of E.D. Tex. judges in patent cases
(by year).
Appellate Result
Decisions affirmed
Decisions reversed
Correct
claim
constructions
Erroneous
claim
constructions

1988-1998
3
2
0

1999-2001

2002-2004

2005-2006

Total

2
1
0

6
5
7

6
3
2

17
11
9

0

1

5

2

8

111 See Kimberly A, Moore, A re District Court ✓udges Equipped to Resolve Patent
Cases?, 15 HARV, J. L. & TEL:H. 1, 14 (2001) (demonstrating that. From 1995 through 2000.
the overall Federal Circuit reversal ratcs for patent cases ranged from 1.3 11/0 to 27%.
averaging about 20%).
" 2 See Kimberly A. Moore, klarkman Eight Y ears Later Is Claim Const •u •tion A•lore
Predictable?. 9 LEWls CLARK L.R. 231, 233 (2005) (concluding, based on empirical
research, that the reversal rate thr all appealed claim constructions from 1996 through 2003
was 34.5%).
" 3 Includes appcals ol older decisions by Judges Hcartlield, !lines and Fisher: Senior
Judges 13rown, Steger and Cobb; and Magistrate Judgc McKee.
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Thus, based on the admittedly limited appellate data, with the sole
exception of Judge Ward, the judges of the Eastern District of Texas leave a
lot to be desired in the accuracy of their patent decisions.
2. Problems with the Patent Rules
The local patent rules also stack the deck against the defendant.
Perhaps the most important Eastern District of Texas rule is a common civil
case requirement for early disclosure of all relevant documents.'" The
effect of this rule is that a defendant in a patent infringement case only has a
few months to collect and produce all documents relevant to any claim or
defense in the case. Additionally, defendants have the same short time
frame for identifyinqall relevant prior art that can be used to challenge the
validity of a patent.' Failure to produce documents or identify all relevant
prior art may preclude the use of any late-identified prior art during tria1.116
Because patent holders initiate most patent infringement lawsuits
(with the limited exception of declaratory judgment actions), they all the
time they desire to prepare and investigate most relevant documents before
they initiate a lawsuit. Additionally, patentees have the statutory
presumption of patent validity' 17 on their side, which means that the burden
is on the defendant to establish that the patent in the suit is invalid, a
common defense strategy in many infringement actions. Defendants, on the
other hand, have a limited time to come up with theories and evidence of
invalidity; moreover, much of such evidence is oftentimes in the hands of
the patent owner who is not especially eager to share it voluntarily.
Therefore, any rules that compress discovery deadlines weaken the
defendant's position.
3. Problems with the Juries
In addition to their heightened respect for private property',
deference to government agencies and distrust of large corporations, Eastern
District of Texas juries have a number of other characteristics that make
them problematic audiences for patent infringement cases. According to the
2001 demographic profile of Harrison County, fi •om which presumably
most of Marshall's jury pool originates, 21.6°/0 of local residents never
114 E.D. TEX. R. Cv-26; see Mahmud, supra note 42; see also E.D.P,R. §§ 3.1-3.4
(requiring plaintiff to serve on all parties a complete "Disclosure of Asserted Claims and
Preliminary Inf • ingement Contentions" no later than 10 days afler the initial Case
Management Conference and requiring defendant to serve on all parties its "Preliminary
Invalidity Contentions" no later than 45 days thereafter).
115 See E.D.P.R. § 3.4.
' I ° See E.D.R.P. §3.7 (severely liniiting later opportunities for amending or modifying
Infringement and Invalidity Contentions by requiring a showing olgood cause).
17 35 U.S.C. § 282 (2006).
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graduated from high school, only 15.5% have bachelor's degrees and 5.1°,10
hold graduate degrees." 8 The area also has a relatively large elderly
population. Wilson Sonsini Goodrich & Rosati partner M. Craig Tyler
recalled that at one of his recent trials, all the jurors were over the age of
fifty." 9 A study of jurors in two Texas counties found that Texas juries
include far fewer young adults than their proportion in the population.I20
Furthermore, according to Tyler, most jurors have only a marginal
understanding of the technology issues being litigated. 121 Also, unlike in
larger cities such as Austin or Dallas, where at least some of the jurors are
likely to be technologically savvy, all the potential jurors in the Eastern
District live and work in small towns and rural areas, where there are no
high-tech or academic employers at al1. 122 In fact, the most tech-savvy local
people in the courtroom are often the judges.
Finally, there is the problem of the small jury pool. One of the
unfortunate byproducts of the small pool size is the inevitability that many
local jurors are often personally familiar with the local attorneys hired by
out-of-town plaintiffs to help them navigate the muddy legal waters of the
Eastern District. They go to the same barbeque parties; their children and
grandchildren attend the same public schools — in short, they are not
strangers like the big city lawyers with their funny Yankee accents. As a
result, the party that hires the most personable, well-connected local
attorney probably has the best chance of getting through to the jury and
prevailing in the case. And since patent holders initiate virtually every
patent infringement lawsuit in the Eastern District, they probably almost
always get the upper hand by having the first pick of local attorneys,
III. PROBLEMS WITH FORUM SHOPPING
In evaluating any aspect of a legal system, we must establish how
well it serves three principal goals: accuracy, fairness and administrative
efficiency. Despite its numerous technical nuances, the patent adjudication
system is no different in this respect — it too strives toward a healthy
balance of consistency, equity and administrability. It is fair to assume that,
to the extent patent forum shopping undermines any of these three goals, it
is generally damaging to the system. We will next look at each of these
goals in turn to assess the impact, if any, that forum shopping has on them.
" 8 MARSHALL 1-iCON. DIN. CORP.. DEMOGRAPHIC' CHARACIFRIS. HCS OF I LARRISON
COUNTY, TX. http;//www.medco.orgidemographies.htm (last visited Apr. 24. 2007).
119 See Mahmud. supra note 42.
12() See Robert C. Walters, et al., July of Our Peers: A n Unlidofilled Cunsiitutional
Promi.se, 58 SMU L. REV. 319, 322 (2005) (finding that in Dallas and Flarris counties, jur)
panels are not representative of the local community because young adults make up 8% of
prospective jurors but 37% of the population).
121
Mahmud, supra note 42.
122 See id.
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A. PROBLEMS WITII ACCURACY
Accuracy is arguably the most important goal of a legal system.
Accuracy is not an absolute notion; it merely refers to the vertical
consistency between different courts. In a system built on statutes and
common law precedent, we view a trial court's decision as accurate as long
as it is in line with prior cases within the same jurisdiction and comports
with guidance from the relevant appellate courts. Once all of the available
appeals have been exhausted, any lower court's decision that has not been
reversed is considered accurate by default.
In the context of patent litigation, forum shopping was especially
rampant prior to 1982, when every federal Circuit Court had appellate
jurisdiction over patent cases litigated in its circuit. Due to a substantial
number of splits between different circuits and a relatively low number of
Supreme Court decisions in the area of patent law, plaintiff patent holders
were able to pick and choose among the many jurisdictions to suit their
particular needs. To address this serious problem, in 1982 Congress
established the Court of Appeals for the Federal Circuit, which was granted
exclusive appellate jurisdiction over patent cases. Having one appellate
court instead of eleven was meant to reduce the incentives for forum
shopping and provide consistent patent guidance to all district courts across
the country. 123 Patent forum shopping received two other blows when the
Supreme Court held in Markman v. W est VieW Insirlanenls that issues of
claim construction were questions of law to be decided by judges instead of
juries,' 24 and the Federal Circuit ruled that questions of claim construction
were to be reviewed de novo on appea1. 12) With so much critical decision
making taken away from the juries, one would think forum shopping would
soon decrease, but the much anticipated decline has yet to materialize.
There are at least two accuracy-related reasons for the remarkable
resiliency of forum shopping. First, even ten years after Marknian, district
court judges are still learning to apply claim construction guidance from the
Federal Circuit in a consistent manner, and over a third of all appealed
claim constructions eventually are reversed. I26 As I have shown, the
reversal rate is no better in the Eastern District of Texas, despite the high
number of patent cases passing through its courtrooms and the fact that two
of the four judges handling patent cases have science backgrounds. Second,
even though claim constructions are now handled by judges, juries still get
123 S. REP. NO. 97-275, at 4-5 (1981), reprinted in 1982 U.S.C.C.A.N. 11, 14-15 (stating
that the establishment of the Court of Appeals for the Federal Circuit was intended to
provide a forum for appeals in areas of the law where Congress determined that there was
special need for national uniformity, and specifically hoping that this forum would increase
doctrinal stability in the field of patent law).
124 517 U.S. 370, 388-89 (1996).
bor C'orp. v. FAS Techs., Inc., 138 f. 3d 1448. 1454 (Fed. Cir, 1998) (en banc).
12 '
1:6 See MOOle. supra note 112 and accompanying tcNt.
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to decide a number of very important patent issues such as novelty, certain
factual aspects of nonobviousness, infringement and willfulness of
infringement. For example, in order to determine nonobviousness, jurors
must put themselves in the shoes of a "person having ordinary skill in the
art" at the time of the invention. I27 This presents certain obvious problems
when the person skilled in the art is an expert in integrated circuits or a
Ph.D. in molecular biology, while the typical rural juror in East Texas has a
high school education. Thus, there still remains much room for exploiting
the inaccuracies of the system.
B. PROBLEMS WITH FAIRNESS

Fairness is another important goal of our legal system — we want
similarly situated parties to receive similar legal treatment. The integrity of
the legal system is compromised whenever parties receive disparate
treatment under the guise of fair and balanced dispute resolution. As I have
mentioned above, different federal district courts have different rules
governing patent adjudication. Some district courts allow lengthy discovery
and grant extensions with relative ease, while other courts require quick
discovery and strictly adhere to preset deadlines. Since defendants accused
of patent infringement need as much time as possible to scour the earth for
evidence of patent invalidity, they are likely to fare much better in the
former districts. On the other hand, in the absence of tight deadlines, a
wealthy corporate defendant may litigate every insignificant nuance to
death in the hope that the plaintiff runs out of money and settles the case for
less than it is worth. When they were first drafted, the patent rules in the
Northern District of California attempted to strike the right balance between
fairness to the plaintiff and fairness to the defendant. When the Eastern
District of Texas patent rules were drafted, they shifted the balance toward
the plaintiff, which has resulted in the highly distorted statistics of bench
and jury verdicts from the district.
C. PROBLEMS WITH EFFICIENCY

Administrative efficiency is the third important goal of the legal
system, often acting as a practical counterbalance to the high ideals of
accuracy and fairness. For example, the doctrines of res judicata and
collateral estoppel curtail future litigation and establish some degree of
closure, even if such closure comes at a price of potentially reduced
accuracy and fairness. Similarly, in the realm of patent litigation, we are
interested in a speedy resolution of every dispute not only because speedy
resolutions conserve judicial resources and save money for the litigants, but
also because patents have a limited lifespan. The difficulty is in striking the
right balance between resolving cases quickly and resolving them equitably.
127 See 35 U.S.C. § I03(a) (2006).
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The argument that patent litigation has become too expensive,
costing each party on average $2,000,000,* 28 is a valid one in a large
number of cases in which damage awards barely cover the cost of litigation.
The system hardly serves its purpose when legal fees consume the bulk of
the plaintiffs damages. On the other hand, many patent cases involve
potential damages of tens and sometimes hundreds of millions of dollars.
and perhaps even _pore importantly, injunctions threatening to shut down
entire businesses." In cases ofthat nature, legal expenses and the speed of
resolution take second seat to reaching an accurate and fair decision,
because the district court can rest assured that an appeal will follow
regardless of the outcome. The point is that any legal system designed with
administrative efficiency in mind should provide certain exceptions for
extraordinary situations in which administrative efficiency is less important
than achieving the right result.
There is a plausible argument that patent forum shopping actually
decreases the overall efficiency of the adjudicatory system. First, fdrum
shopping forces parties to litigate in various remote locales, causing
additional monetary spending and personal aggravation to many of the
participants. Second, due to the small overall number of patent cases
(recently, less than 3000 per year), forum shopping deprives judges in most
districts of valuable opportunities to gain hands-on experience in this
important area of law, instead concentrating it in the hands of a relatively
small number of judges. For example, forty-three out of ninety-four federal
district courts handled less than ten patent cases per year in the last ten
years. 13 ° Notably, all the judges in the Western District of Louisiana, which
is the immediate eastern neighbor of the Eastern District of Texas, have
handled a total of seventy-two patent cases in the last ten years, roughly the
same number Judge Ward has handled in 2006 alone."'
On the one hand, this can be viewed as a positive outcome because
it allows some judges to become highly proficient patent jurists who are not
afraid of patent cases and can dispose of them in an efficient, expert
manner, On the other hand, it leaves the vast majority of remaining judges
completely unprepared for patent cases. The overall effect is probably
128 American Intellectual Property Law Association, A 1PLA Report of Economic Survey
2003, 93, tbl. 22 (2003) (estimating that the median cost of a patent case with $1,000,000
to 525,000,000 at risk was $2,000,000 for each side).
129 See, e.g., Brian T. Yeh, A vailability of Injunctive Relief in Patent Cases: eBay, Inc.
v. MercExchangc, L.L.C., CRS REP. RS22435, May 2, 2006, available at
httptilipmalljnIb/hosted_resourcesicrs/RS22435_060502.pdf (last visited Mar. 12, 2007)
(discussing eBay inc. v. MercExchange, L L C. 126 S. Ct. 1837 (2006), and NTP Inc v.
Research in II/lotion. Ltd., 418 F.3d 1282 (3d Cir. 2005), two cases in which entire business
operations where threatened by patent injunctions; Research in Motion was forced to settle
for $612.500,000 to avoid having to shut down the BlackBerry wireless network).
130 Data collected from Lexis Courtlink (all patent cases lilcd from Jan. 1, 1996 to Oct.
13, 2006).
P31 .S'ee

223
JW.000728

Case 6:08-cv-00089-RAS

9 YAL

Document 101-2

• JOURNAL OF LAW & TF,CHNOLOGY

Filed 11/26/2008

193

Page 33 of 42

2006-2007

beneficial, since most judges would be perfectly content spending their
entire careers without seeing another patent case. I32 It is also consistent
with numerous proposals to create a specialized patent court or at least
specialized patent judges within each district court and relieve the rest of the
federal judiciary of the duty to adjudicate patent cases. I discuss these
proposals, along with several others, in greater detail below.
IV. PROPOSALS FOR PATENT ADJUDICATION REFORM

Before we start thinking about all the possible ways to improve a
legal system, we must first identify the main characteristics of the system
that are causing unwelcome results. When we discuss the reasons patent
holders engage in forum shopping, such characteristics are fairly easy to
recognize. First, patent forum shopping takes place because the venue
statute allows it. Second, patent plaintiffs shop for different venues because
many different district courts have vastly different procedural rules that
affect the odds of winning their case. Third, patent plaintiffs choose
different forums because the most convenient forum may not have judges
experienced in patent matters. Fourth, due to often vague and sometimes
inconsistent guidance from the Federal Circuit, plaintiffs may attempt to
exploit different interpretations of the patent law by different district judges.
Finally, one of the biggest reasons patent plaintiffs still shop for forums is
the fact that, under the Constitution, they are entitled to a jury trial on a
number of critically important issues.' 33
A. PATENT VENUE REFORM
One of the easiest and most obvious ways to reduce forum shopping
in patent cases would be to amend the patent statute to reverse the effect of
V E Holding Corp. v. Johnson Gas A ppliance Co. ) 34 As the reader may
recall from Part [A, in VE Holding the Federal Circuit held that the meaning
of corporate residence is the same in the patent and general venue statutes,
thereby rendering the patent venue statute superfluous and potentially
subjecting corporate defendants to patent litigation in every district court
having personal jurisdiction over them.135
132 In the words of the colorful U.S. District Judge for the Southern District of Texas
Samuel A. Kent. "Frankly, 1 don't know why I'm so excited about trying to bring this thing
to closure. it goes to the Federal Circuit afterwards. You know. it's hard to deal with
things that are ultimately resolved by people wearing propeller hat.v. But we'll just have to
see ■,,, hat happens when we give it to them. I could say that with impunity because they' ■ e
reversed everything I've ever done, so 1 expect fully they'll reverse this. too." Moore,
.supra note 111, at 10 (quoting 0.1. Corp. v. Tekrnar Co.. No. 95-CV-113 (S.D. Tex. .1une
17, 1996) (emphasis added).
133 U.S. CONST. amend. V11.
134 917 F.2d 1574, 1578 (Fed. Cir. 1990).
135 See sup •a notes 15-17 and accompanying text.
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There are two possible ways to deal with this problem: 1) revise the
current transfer of venue statute to make it easier to transfer patent cases out
of districts having little to do with the subject matter of the litigation; and 2)
include a narrower definition of corporate residence in the patent venue
statute to distinguish it from the general venue statute. The Congressional
Judiciary Committee entertained both options in 2005, and favored thc
latter: 36 The Patent Reform Act of 2006, which has not been enacted and is
not likely be addressed by Congress until late 2007, contains a provision
that defines corporate residence as "the judicial district in which the
corporation has its principal cflace of business or in the State in which the
corporation is incorporated."' 7 If adopted, this proposal may severely limit
the number of federal districts satisfying the venue requirement and provide
better notice to potential corporate defendants in patent cases.

B. UNIFORM PROCEDURAL RULES
As I have shown, local court rules play a very important role in
forum selection. At the present time, federal district courts are at liberty to
adopt their own procedural rules as they see fit, as long as these rules are
not in conflict with the Federal Rules of Civil Procedure. 138 As a result, we
have ninety-four sets of local rules that regulate the flow of patent litigation
in different districts: 39 Some of the districts, such as the Northern District
of California and the Eastern District of Texas, adopted local patent
litigation rules to make the process more predictable; others, such as the
136 See Improving Federal Court , ,Idjudicatinn of Patent Ones: Hearing Before the
Subcomm. on Courts, the Internet, and Intel!. l'rop. of the If. Comm. on the Judiciary.
109th Cong. 9-10 (2005) (prepared statement of Kimberly A. Moore) [hereinafter Moore
Statement].
137 See Patent Reform Act of 2006, S. 3818, 109th Cong. § 8(a) (2006).
VENUE FOR PATENT CASES.—Section 1400 of title 28, United States
Code, is amended by striking subsection (b) and inserting the following:
(b) Any civil action arising under any Act of Congress relating to patents,
other than an action for declaratory judgment or an action seeking review
of a decision of the Patent Trial and Appeal Board under chapter of title
35, may be brought only(1) in the judicial district where either party resides; or
(2) in the judicial district where the defendant has committed acts of
infringement and has a regular and established place of business.
(c} Notwithstanding section 1391(c) of this title, for purposes of venue
under subsection (b), a corporation shall be deemed to reside in the
judicial district in which the corporation has its principal place of'
business or in the State in which the corporation is incorporated.

Id.
138 See 28 § 2071(a) (authorizing individual federal courts to prescribe rules for
the conduct of their business and requiring the local court rules must be consistent with
federal law and the federal rules of practice and procedure); see also FED. R. Ctv. P. 83(a).
139 For links to local court rules, see hitplAvww.uscourts.gov/rules/distr-focalrules.html
(last visited Mar, 12, 2007).
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Western District of Pennsylvania and the Northern District of Georgia,
made similar rules in an open attempt to steer more patent cases toward
their courts. A large number of federal districts do not have any special
patent rules at all, which makes them appear less interested in patent cases
and therefore less attractive to plaintiff patent holders.
One way to address the problem of differences between the local
court rules would be for Congress to promulgate federal rules of patent
litigation procedure that would encapsulate the best local practices currently
in place in different districts. These federal rules should specify the
maximum lengths of time allowed for different phases of patent litigation
such as discovery and claim construction, identify special circumstances in
which extensions of time would be warranted, and delineate those
procedural areas most amenable to local rulemaking. Adopting such federal
rules would help create greater uniformity among the ninety-four federal
district courts, thereby reducing the general incentive for forum shopping in
patent cases.
C. SPECIALIZED PATENT JUDGES
The lack of patent experience and the related deficit of enthusiasm
toward patent cases among most federal district judges is another important
reason patent plaintiffs choose to travel to places like Marshall, Texas to file
their complaints. As of 2005, there were 678 authorized Article III judges,
642 active judges and 292 senior judges in the United States, not to mention
503 full-time magistrate judges.'" Considering that only 3% of the less
than 3000 patent cases per year go to trial, in any given year we have a ratio
of about one patent trial per ten federal judges. Given the fact that these
trials are highly concentrated in a small number of districts, this means that
a large number of federal judges do not regularly preside over patent trials.
There is little doubt that this inexperience is an important factor
contributing to the 35% reversal rate of all appealed patent cases at the
Federal Circuit level, leading to more expensive and time consuming
litigation.
In order to tackle this problem, some commentators have suggested
designating at least one trial court judge in each district as a "patent judge"
and consolidating all incoming patent cases in this judge to allow him or her
to develop patent trial expertise. Professor Kimberly Moore advocated this
position during her testimony before Congress in 2005, emphasizing that
many other countries such as Germany, China, Japan, Great Britain.
Australia, New Zealand and Korea no longer have patent cases decided by
generalist judges: 4 ' In May 2006, Representative Darrell Issa of California
introduced a bill in Congress that would establish a ten-year pilot program
14 ° See U.S. COURTS JUDICIAL FACTS AND FIGURES„vvra note 19, tbl.1 (Total Judicial
Officers).
141 See Moore Statement, supra note 136.
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in at least five federal districts. Judges who opt-in to the program will be
assigned a clerk with technical expertise or expertise in patent law.142
Under this legislation, a judge who opts-in to the program keeps every
patent case he or she is randomly assigned; in contrast, all other judges in
the district have the choice of keeping a patent case or transferring it to one
of the specialized patent judges. 143 The right to transfer a case under the
federal transfer of venue rules is preserved under this bill.' 4 " The hill's core
intent is to "steer patent cases to judges that have the desire and aptitude to
hear patent cases, while preserving the principle of random assignment to
help avoid forum shopping." 14 ' The Northern District of Virginia and the
Southern District of California (Representative lssa's home district) have
already expressed an active interest in participating in the program. / 46 Five
years after the launch of the program, the Director of the Administrative
Office is expected to submit a report to the Judiciary Committee of
Congress evaluating the program and recommending whether or not to
make it permanent and national in scope. 147 The bill passed the House of
Representatives on September 28, 2006, and a companion bill was
introduced in the Senate by Senators Orin Hatch and Diane Feinstein on
September 21, 2006. 148 Because the Senate failed to take action before the
close of business of the 109th Congress, Representative Issa reintroduced
the bill this year, 149 and the bill passed the House unanimously on February
12, 2007. Judging by the broad support in Congress, Issa's patent bill
appears likely to become law later th is year.
D. SPECIALIZED PATENT COURT

A more radical approach to solving the problem of inexperienced
patent judges is the establishment of a specialized trial court with exclusive
jurisdiction over patent infringement cases. Over a dozen foreign countries
already have this type of specialized patent trial court. 15 ° In recent years,
the European Union has also moved towards establishment of a single
European patent court with trial and appellate divisions. To this end, in
November 2003, representatives from several European countries drafted a
European Patent Litigation Agreement (EPLA) that was meant to provide a
142 See H.R. 5418, 109th Cong. § 1(2006).
143 See id § 1(a)(1).
144 See id. § 1(a)(3).
145 See Erik Larson, "Rocket Docket" Bill introduced in Congress, IP LAW360, May 19,
2006.
146 See id
147 See supra note I 42, § 1(e).
148 S. 3923, 109th Cong. (2006).
/49 H.R. 34, 110th Cong. (2007),
150 See Moore Statement, supra note 136, at 9 (stating that specialized patent trial courts
exist in Germany. , China, Japan, the United Kingdom., Austraila, NCW Zealand, Singapore,
Zimbabwe, Jamaica, Kenya, Thailand, Korea and (urkey).
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single cost-effective forum for litigating all European patent disputes. An
amended and more detailed version of the draft agreement was published in
December 2005. 151 In a recent assessment of the impact of the EPLA on
litigation of European patents, the European Working Party on Litigation
identified forum shopping as one of the main undesirable effects of nonuniform patent litigation that weaken the European patent system:152
ln all instances, forum shopping between different courts
operating in legal systems which have not been harmonised is
likely to weaken the patent enforcement system, induces
unpredictability and works against the creation of a level playing
field for businesses in Europe. It also constitutes a waste of
resources as time and money are diverted from quick and fair
dispute resolution towards intricate assessments regarding which
court would best serve one party's cause and which blocking
strategies the other party should aim at.'"
As a default rule, the EPLA proposes that the European Patent Court have
one central court of first instance (the Central Chamber), but the creation of
regional chambers in any member state is also allowed. 154 The regional
chambers may compete with the Central Chamber for cases. In October
2006, the European Parliament backed the proposal in principle but
expressed concern over the procedural rules. In response, a group of
twenty-six European judges have unanimously agreed on rules of procedure
for the planned European patent court:55
The proposed procedures have been characterized as "much more
continental than British," with all oral arguments designed to be concluded
in one day. 156 Unlike in the American system, no jury trials are allowed,
and the procedure is largely front-loaded, with oral arguments and evidence
presented upfront. The procedure provides for an initial meeting between
the parties and a rapporteur judge at an early stage followed by a short oral

151 The drafts are found at http://www.european-patent-offiee.org/epo/eplaJindex.htm
(last visited Apr. 24, 2007).
152 See EUROPEAN WORKING PARTY ON LIT iGATION, ASSESSMENT OF THE IMPACT OF
THE EUROPEAN PATENT LITIGATION AGREEMENT (EPLA) ON LITIGATION OF EUROPEAN
PATENTS 3-4 (Feb. 2006), available at http://www ,european-patent-office.org/epo/epla/Pdf/
impact_assessment_2006_02_vl.pdf (last visited Apr. 24, 2007).
153 See id. at 4.
154 See EUROPEAN WORKING PARTY ON LITIGATION, DRAFT AGREEMENT' ON THE
ESTABLISHMENT OF A EUROPEAN PATENT LITIGATION SYSTEM § I 0 (Dec. 2005), available
at http://www.european-patent-office.orgiepo/epla/pdfiew10510.pdf (last visited Apr. 24,
2007),
155 Editorial, Judges Set Out Patent Court Principles, MANAGING INTELL. PRoP., Nov.
1, 2006.
156 See id. (quoting Kevin Mooney, a partner at Simmons & Simmons and president of
EPLAW).
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procedure before a panel of at least three judges. I57 The draft rules propose
limited cross-examination and expert evidence, with all questioning being
controlled by the court and limited to what is strictly necessary, Thc
proposed rules also suggest that the judges should render their written
judgment within three months of the oral hearing, and that the court should
steer clear of producing dissenting opinions whenever possible in order to
provide clearer guidance. I58 lf the European Commission approves the
judges' latest proposal, the European Patent Court could be established by
2010.
Court specialization at the trial level is not an entirely new concept
in the United States either. There are three specialized federal trial courts
having national jurisdiction: the Court of International Trade (CIT), the
Court of Federal Claims and the Tax Court. Additionally, the State of
Delaware is well known for its Court of Chancery, which by virtue of its
limited jurisdiction — it has no jurisdiction over criminal and tort matters —
has become a preeminent forum for corporate litigation. Some
commentators have argued that the patent field could similarly benefit from
the availability of a trial court with no jurisdiction over criminal and tort
cases to create backlogs, and a volume of litigation sufficient to develop an
efficient and expert court system. IA As in the case of the Delaware Court
of Chancery, such a court could not only resolve disputes, but also could
contribute to refinement of the patent law and trial level patent litigation
procedure so that businesses can position themselves to avoid patent
lawsuits.
One recent proposal suggested that the CIT should be given patent
and related claim jurisdiction paralleling that of the federal district courts.'6u
Factors that make the CIT an attractive candidate include its nonexistent
criminal and tort docket, Article Ill designation and a position as a court
within the Federal Circuit, which already has exclusive appellate
jurisdiction over patent cases. 161 Because of its existing international trade
docket, the CIT would not be just a patent court, but its judges would have
the potential to develop expertise in patent law through greater exposure to
patent cases than the average district judge. However, Professor Moore
recently argued that, if a specialized trial patent court were ever created, it
would have to be given exclusive jurisdiction over patent cases rather than
concurrent jurisdiction with the district courts, since concurrent jurisdiction
would merely provide yet another forum shopping venue.I62
Of course, there are a number of problems with a specialized patent
157 See id.
se
,S'ee id
159 See John B. Pegram, Should There Be a US. 'Trial C.'ourf W ith a Speciali:alion in
PaIent Litigalion?, 82 J. PATIENT & TRADEMARK OFF. SOC . Y. 765. 78 I (2000).
16° S'ee id at 782-86.
lal See id. at 782-33.
162 See Moore Statement, •upra note 136, at )0.
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trial court. One obvious problem is that a centralized trial court could be an
inconvenient forum for localized controversies, working against the small
plaintiff who cannot afford to litigate away from home. Another commonly
perceived risk is that a highly specialized court might be "captured" by a
narrow segment of its constituency — in this case the patent bar. 163 To avoid
this problem, the Federal Circuit was given appellate jurisdiction in several
specialized fields and its judges are required to rotate on different panels.
The risk is greater if a trial court is focused exclusively on patent cases. Yet
another danger is that having a sin& patent trial court could eliminate the
exchange of ideas that currently takes place among the various district
courts. Some believe that the patent law has a better opportunity to evolve
when multiple courts address the same issue and come up with different
substantive and procedural solutions. 164 Ultimately, the Federal Circuit can
resolve the various inconsistencies and select what it considers to be the
most optimal legal rules. However, even though having a specialired paten(
court at the appellate level can achieve some of the same goals as a
specialized patent trial court, it certainly has not done enough to eliminate
or even noticeably reduce the problem of forum shopping in patent
litigation.
E. PROFESSIONAL JURIES
The United States has the dubious distinction of being the only
country in the world which allows lay juries to decide patent eases.1'5
Commentators have agreed that, under the current interpretation of the
Seventh Amendment, it appears highly unlikely that the jury could ever be
entirely eliminated from patent litigation in the United States. 166 Instead,
the courts are more likely to continue to clarify and limit the right to a jury
trial in patent cases with respect to individual issues, such as infringement,
invalidity, enforceability and inequitable conduct.
However, there is a plausible alternative to lay juries: well educated,
professional, "blue-ribbon" juries familiar with the technical areas at issue.
Since the ratio of patent cases brought in different areas of technology does
not change very rapidly, one can anticipate with a fairly high degree of
accuracy the numbers of jurors needed for biotechnological,
pharmaceutical, electrical, optical, mechanical and other types of patent
cases years in advance. Having tech-savvy juries decide patent cases might
actually increase the settlement rate and decrease the number of cases going
to trial, since fewer patent holder plaintiffs would be willing to "roll the
dice" and count on the kindness of a patentee-friendly and tech-ignorant
juiy.
163

See Pcgram, supra note 159, at 787.
164 See Moore Statement, supra note 136, at 10.
165 See Moore Statement, supra note 136, at 9.
166 See Pegram, sup •a note 159, at 770.
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Numbers suggest that professional juries are far from impossible.
Considering that each patent trial lasts from one week to one month.
averaging about two weeks, each set of twelve jurors and three alternates
could decide about twenty cases per year. Since less than 100 patent cases
go to trial every year, fewer than ten sets of jurors would be required to
satisfy the national demand. Thus, in theory, less than 150 professional
jurors could effectively replace all the thousands of confused lay jurors
currently called upon to tackle complex technological controversies. At a
somewhat conservative expense rate of $200,000 per juror, this federal
program could require about $30,000,000 per year to run, which does not
seem like that much when considering that much higher amounts are
sometimes at stake in individual patent cases. Since large corporate
defendants would be particularly interested in having a jury that
understands their technology, contributions from various trade
organizations might be used to help fund such a program.
CONCLUSION

So what is the Eastern District of Texas exactly — a guiding light for
all the other federal districts, or, as Justice Scalia put it, a "renegade
jurisdiction" 167 and the epitome of everything that is wrong with the
American system of patent adjudication? The answer, as is often the case,
is somewhere in the middle. Through a confluence of several independent
factors, the Eastern District of Texas found itself in the eye of a perfect
storm of patent litigation, amplifying the good and the bad, and highlighting
the areas in need of reform. We must view what has happened in the
Eastern District as an opportunity to learn about our patent litigation system
and understand how to make it better.
What have we learned about our patent system? We have learned
that forum shopping is alive and well, and its remarkable persistence cannot
be easily explained in terms of one, two or even three simple factors.
167 This famous quote refers to the following exchange that occurred during the oral
argument of eBay Inc. v. MercExchange, L.L.C, 126 S. Ct. 1837 (2006):
Counsel for eBay: We're in a world where if a patent holder files a
lawsuit in Marshall, Texas, no patent has ever been declared invalid in
that jurisdiction, and no patent has ever been found not to infringe. And
then you take that finding automatically and you turn it into an injunction.
Any person who has been threatened under those circumstances and told
that we're going to face a lawsuit in Marshall, Texas is going to have a
very different negotiating posture than in a situation where —
Justice Scalia: You know, I mean, that's — that's a problem with Marshall,
Texas, not with the patent law. I mean, maybe — maybe we should
remedy that problem.... But I don't think we should write — write our
patent law because we have some renegade jurisdictions."
v. McreExchange, L.L.C.. Mar. 29. 2006.
Oral argument transcript, ella)
http://ww‘4 ,supremecourtus.gov/ortil_argurnents/argurnent_transcripts/(5- I 30.pLif
(last
visited Apr, 24, 2007),
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Different plaintiffs look for different things in a venue. Strong plaintiffs•
look for districts with educated jurors and experienced judges who are
likely to force an early settlement, or, at the very least grant a motion for
summary judgment. Weaker plaintiffs seek districts with quick trials,
patentee-friendly juries and judges who do not like to rule summarily and
do not mind taking cases all the way to trial. The ultimate choice of venue
is the result of a complex, multifactor formula, taking into account the
location, judges, juries, local court rules, speed of trial, odds of transfer,
odds of summary judgment, and ultimately the odds of winning the case.
For plaintiffs, the Eastern District of Texas provides a winning combination
of four experienced patent judges, two of whom have undergraduate
degrees in technical disciplines, favorable patent rules, which make it harder
for defendants to mount an effective defense, and largely uneducated local
juries who rule for the plaintiff 90% of the time. Combined with a very
liberal venue statute that allows suing corporate defendants in any district
which has personal jurisdiction over them, these factors resulted in an
avalanche of patent cases filed in the Eastern District in the recent years, a
trend that is not likely to reverse itself anytime soon.
While some commentators have praised the Eastern District for the
expertise of its judges, the special patent rules, and the quick adjudication of
patent disputes, others have raised concerns over the abnormally high
plaintiffs' win rate and the highly attenuated connections between many of
the litigants and the district. My empirical research has demonstrated that,
on average, the judges of the Eastern District are no better at construing
patent claims than the average district judge, despite their experience. The
speed of adjudication has gone down over the last year, so that the
difference between the Eastern District and the national average, while
statistically significant, is no longer as dramatic as it used to be. It appears
that the main reason plaintiffs flock to Marshall in growing numbers is the
perception that it would be easier to win there, thanks to all the factors
outlined above, particularly the wonderful Marshall juries.
This type of forum shopping harms the patent adjudication system in
a number of ways. First, it raises doubts about the fairness of the system
and undermines the public confidence by clearly demonstrating that "results
may vary" depending on where the complaint is filed. Secondly, it results
in a high number of appeals and reversals, thus reducing the overall
predictability of the system and leading to more expensive litigation.
Finally, it reduces the efficiency of the system by increasing monetary
spending by the litigants and depriving the majority of judges in other
federal districts of opportunities to gain hands-on experience in patent
adjudication.
Several different methods have been proposed to improve the
system of patent litigation in America, such as a fairly simple amendment of
the patent venue statute to narrow down the scope of available forums,
unifo •m local court rules, designated patent judges in each district, a
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specialized patent trial court, or professional juries familiar with the
technology in dispute. Clearly, some of these reform proposals are more
radical than others and less likely to gain support from Congress. However,
judging by the recently introduced bills to amend the venue statute and
designate specialized patent judges in a limited number of districts, the need
for reform is recognized on Capitol Hill, and therefore the days of Marshall,
Texas and its world-famous Fire Ant Festival dominating the patent
litigation news are likely numbered.
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TYLER, TX (Aug. 31, 2007) -- When the United States
Supreme Court issued its ruling in KSR v. Teleflex this
past spring, the legal community, patent holders, and
accused patent infringers debated how trial courts would
apply the revised standard for non-obviousness of a
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patent. Would judges ospecially those in jurisdictions
considered "patentee-friendly"— still be reluctant to
invalidate patents under this new standard?
The Honorable Leonard Davis of the Eastern District of
Texas gave an answer in mid-August when he issued a
'lake nothing" judgment for the defendants in A dvanceMe
v. Rapfdpay at at
In a significant victory for Vinson & Elkins' clients Reach
Financial, LLC and Merchant Money Tree, Inc., U.S.
District Judge Davis found that all claims of AdvanceMe's
patent were invalid as anticipated and obvious. Judge
Davis' ruling also absolved V&E clients' AmeriMerchant,
LLC and First Funds, LLC from liability in A dvanceMe v.
A merfMerchant at al., alleging infringement of the same
patent and originally set for trial in January of 2008 in
Judge Davis' court. Since the court's ruling in the
Rapidpay case, A dvanceMe v A meriMerchant at at has
been dismissed.
This victory is especially noteworthy because it is a
textbook example of attorneys, clients, and Industry
witnesses seamlessly working together in a unique way to
develop evidence of prior art," says V&E Partner Brian
Buss of Austin who was one of the lead lawyers
representing the defendants. "It also provides a glimpse
into how the Eastern District of Texas will apply the KSR

decision going forward."
V&E Partner Bill Schuurman, also one of the lead
lawyers representing the defendants, explains that the
Supreme Court's decision in KSR rejected what it referred
to as the Federal Circuit's "rigid and rnandatory"

hup://www.vinson-elk-ins.conikesources/resource_detail.asp?rid=323345401&rtype=news
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Teaching-Suggestion-Motivation (TSM) test and found
that "Application of the bar [on granting patent protection
to obvious inventions] must not be confined within a test
or formulation too constrained to serve its purpose."
Mr. Schuurman points to Justice Anthony Kennedy's
comments In the Court's unanimous decision in KSR:
When there is a design need or market pressure
to solve a problem and there are a finite number
of Identified, predictable solutions, a person of
ordinary skill in the art has good reason to pursue
the known options within his or her technical
grasp. If this leads to the anticipated success, it is
fikely the product not of innovation but of ordinary
skill and common sense."
The patent at issue in the Rapldpay case is precisely the
type of patent at which the KSR decision is directed,"
says Mr. Schuurman. ''Even in the absence of the
anticipatory prior art that Judge Davis found
independently invalidates all relevant claims of the
AdvanceMe patent, the KSR decision dictates that
alleged inventions resulting from ordinary skill and
common sense—such as that at issue in the Rapidpay
case—are invalid as obvious."
The Eastern District of Texas, especially over the past
by many who believe that

year, has been criticized

defendants are at an extreme disadvantage in patent
infringement cases filed there, according to Austin V&E
Associate Joseph Gray, who specializes in Intellectual

Property litigation. He points out that Justice Scalia,
during oral argument at the Supreme Court in eBay v.
MercExchange on March 29, 2006, even referred to
Marshall, Texas, (also in the Eastern District of Texas) as
a ''renegade jurisdiction" when counsel for eBay noted
that "no patent has ever been declared invalid in that
jurisdiction...."
'Judge Davis' invalidity ruling in the Rapidpay case calls
into question the opinions of those critics—at least with
respect to the KSR decision," says Mr. Gray. "Judge
Davis heard all the evidence presented by both sides,
reviewed the applicable law, and wrote a very thorough
opinion finding that all relevant claims of AdvanceMe's
patent were invalid as both anticipated and obvious."
Mr. Buss explains that Judge Davis first found that the
methods implemented by Litle & Company, a payment
processing company, in the early 1990s were precisely

hap://www.vinson-elkins.com/resources/resource_detail.asp?rid=323345401&rtype=news
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the methods that AdvanceMe claimed were novel in
1997, thus anticipating all relevant claims of the
AdvanceMe patent.
"Judge Davis did not stop there—even though that finding
alone is sufficient to invalidate all claims of AdvanceMe's
patent," says Mr. Buss. "In the Eastern District of Texas'
first application of KSR, Judge Davis also found that
AdvanceMe's patent merely reflected a predictable
variation of existing prior art methods." Judge Davis
wrote that 'the [AdvanceMe] patent combines familiar
elements with known methods to yield predictable
results," citing KSR. He went on to write that "Granting a
patent monopoly to this technological advance that would
have occurred in the ordinary course without real
innovation retards progress and deprives prior inventions
of their vaiue"—adopting Justice Kennedy's reasoning In
KSR, says Mr. Buss.
"In the end, Judge Davis understood that AdvanceMe's
alleged Invention was not novel. It had been used
commercially, by many different companies, throughout
the payment processing industry for years before
AdvanceMe's patent application was filed in 1997," says
Mr. Schuurman.
The Unusual Search for Prior Art
Austin attomeys Messrs. Schuurman, Buss, and Gray
led the trial team that presented substantial evidence of
four separate prior art methods that were known and
used in the payment processing industry years before the
AdvanceMe patent application was filed. Mr. Schuurman
says that Austin associates Floyd Walker, Hilary
Preston, and Graham Sutliff, as well as David Goldin,
President and Chief Executive Officer of AmeriMerchant,
LLC, and Jeff Sanders of Roberts & Ritholz LLP,
provided invaluable assistance in the true team effort in
locating and developing the elusive prior art that
ultimately invalidated all relevant claims of AdvanceMe's
patent.
"Judge Davis found that the AdvanceMe patent 'purports
to enable a merchant to automatically have its obligations
repaid out of card receipts and, therefore, enables a
capital provider to be repaid before the merchant gains
access to payment amounts,"' says Mr. Gray.
Though, as Mr. Gray says, the prior art methods were
identical to the claims of AdvanceMe's patent and were
known and used throughout the payment processing
industry, and frequently discussed by those within the
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industry, documentation describing the methods courd not
be located through ordinary prior art searches. So, Mr.
Gray says, David Goldin, Jeff Sanders, and Vinson &
Elkins got creative.
Mr. Gray explains that, "Mr. Goldin solicited people with
knowledge of potential prior art on his industry blog and
on other payment processing industry blogs. Through
these postings, and through hundreds of phone calls
seeking information and additional leads, the defense
team was able to identify numerous extremely
knowledgeable industry witnesses-17 of which
ultimately provided testimony for use at trial."
"Mr. Goldin's persistence is unparalleled," says Mr. Gray.
"Mr. Goldin and Mr, Sanders explained to those in the
payment processing Industry what they considered to be
the implications of AdvanceMe's patent to the industry,
and those they contacted provided assistance in
identifying prior art, locating contemporaneous
documentation, and providing names of additional
potential witnesses." Mr. Gray says the entire defense
team then followed those leads, calling potential
witnesses, and traveling across the country tracking down
documents and testimony. "This was a truly extraordinary
team effort."
"Several giants in the payment processing industry,
Including Tim Litle, Larry Bouchard, Lee Suckow, and
Mel Chasen were among those who provided testimony
that established the well known business methods in
place in the industry well before 1997," says Mr. Buss.
'Mr. Litle, Mr. Bouchard, Mr. Suckow, and Edward 'Skip'
Landon voluntarily testified live at trial." And notably, Mr.
Buss explains, six former Advance Me employees also
provided testimony revealing the widespread knowledge
of the prior art presented by the defendants, which—as
Judge Davis noted in his opinion—was "not considered
by the [Patent & Trademark Office] when issuing the
patent."
For additional information regarding AdvanceMe v.
Rapidpay at al. or A civanceMe v. A mer!Merchant at at.,
please contact Brian Buss at bbuss@velaw.com or (512)
542-8580 or Joseph Gray at jgray@velaw.com or (512)
542-8420.
Vinson & Elkins was established in 1917 and is one of the
world's largest international law firms. The firm has more
than 700 lawyers practicing in Austin, Beijing, Dallas,
Dubai, Houston, Hong Kong, London, Moscow, New
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York, Shanghai, Tokyo and Washington D.C. Vinson &
Elkins offers a wide range of legal services. Clients
Include public and private companies, financial
institutions, municipalities, governments of sovereign
nations, entrepreneurs, families and individuals. V&E is a
primary sponsor o/ the American Bar Association's Sliver
Gavel Awards, which recognizes and promotes legal
journalism.
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InsideCounsel
Small Town Attracts High Stakes IP Case
From InsideCounsel Magazine 1July 2006 Issue
By Julie Miller
July 1, 2006
Research In Motion's (RIM) legal department could probably use a round of stiff drinks. After reaching
a $612.5 million settlement with Canada-based patent holder NTP in March, the BlackBerry
manufacturer has been slammed with yet another infringement suit by California-based Visto Corp. As
if that wasn't bad enough, Visto filed the case in a district that Supreme Court Justice Antonin Scalia
calls a "renegade jurisdiction."

RIM, welcome to Marshall, Texas.
The U.S. District Court for the Eastern District of Texas is famous for reeling off huge jury verdicts
against defendants, such as a recent $3.6 million verdict against Seven Networks in an infringement
case. Visto, as well as other big name patent holders such as TiVo Inc., Intel and z4 Technologies, have
played their cards well by filing suit there. Patent holders from around the world have found a new home
in Marshall's courtrooms.
"I would estimate that in the past six or seven years there have been about 400 or 500 patent cases filed
in the district," says Michael Smith, a partner at Marshall-based Roth Law Firm. Out of those cases,
Smith says, 80 percent have come back with a plaintiff verdict—a scary figure compared to the
nationwide win rate of approximately 62 percent.
The Marshall Way
Although RIM filed a countersuit May 8 to have the case transferred to Dallas, it seems an unlikely bet.
The venue rules are such that if a company is doing business nationally and is getting the benefit of
selling its product all over the U.S., then it is likely subject
to juiisdiction anywhere in the U.S.
Marshall is so appealing to patent plaintiffs for three reasons. It's a so-called "rocket docket" that
schedules, hears and resolves cases quickly; it's plaintiff friendly; and the judges have set firm
guidelines to alleviate the strain of long, unorganized trials that commonly afflict IP cases.
"They can get a quick trial in Marshall because we don't have a large criminal docket," Smith says.
"About 10 percent of the docket is criminal, which is extraordinarily low for a
federal court."

http://www.insidecounsel.com/print.php?article=538
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What this means is that the court hears civil cases sooner because there are fewer criminal cases that
bump them down the docket.
Not only does Marshall get cases to trial quickly, but it's a jurisdiction "that is viewed as a very proplaintiff both in terms of the bench and in terms of juries down there," says David Callahan, a partner at
Kirkland & Ellis in Chicago.
Smith agrees.
"They are very protective of property rights," he adds. "If you can persuade them that you own this piece
of intellectual property and that it covers what the defendant does, they are with you all the way."
Pro-plaintiff juries are only one problem defendants face in Marshall. The judges in the Eastern District
have a reputation as well. Marshall Judge T. John Ward is known for setting high standards in his
courtroom and being tough on out-of-towners.
"I had a hearing to construe some claim terms in one of my first patent cases," Ward says. "The lawyers
came prepared to argue, but they essentially agreed with each other on the proper construction once they
heard the other side's position. This seemed to me to be something that could have been sorted out
before the hearing if there had been more structure in place."
To find structure, Ward looked at rules for patent cases the Northern District of California adopted,
which reduce the time allowed for discovery in patent cases, among other timesaving measures. "I
reviewed those rules, modified them, and added some of the procedures I was using in other civil cases
to better manage the pending patent cases," Ward says. Since becoming a judge in 1999, Ward has been
overruled only once in a patent case.
Now What?
Despite some of the horror stories, however, the picture is not completely grim for defendants in patent
cases in Marshall. The key to handling patent litigation in the Eastern District is knowing the venue,
knowing the judges and knowing what you're up against.
"You need to get quality counsel, get organized and get after it," Callahan advises. If you are in the
Eastern District of Texas as a defendant, the first step is to hire local counsel. "A lot of things are
handled more informally down there and you need quality local counsel to make sure you're a full
participant in that process."
The second thing you need to do is realize that you won't have much time to prove your case. According
to Smith, who has fought hundreds of cases in Ward's court, a patent case tends to receive between nine
and 15 hours per side for evidence, unlike most courts, where a case could go on for a month or more.
"It puts a premium on being able to simplify your case," Smith said. "I kind of think it's a blessing
because it forces both sides to prioritize."
For Charles "Chip" Babcock, a partner at Jackson Walker in Houston, pretrial jury research also is key.
During a recent case he defended, Babcock says his team spent a lot of time and energy testing local
attitudes about IP rights.
"I thought that they were largely conservative and defense oriented and the plaintiff obviously thought
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so too because the judge sent us out to try to settle the case and their price of playing poker dropped
from the sky almost to the ground," l3abcock says. Knowing local sentiment, he says, is key to winning
in the district.
Also, you need to learn the rules of the court and be prepared to actually stand in front of a jury. If you
find yourself in Ward's court, Smith warns, be prepared for what he calls the "rattlesnake speech"—the
warning Ward likes to issue to out-of-towners at the beginning of the trial about how things work in his
courtroom. According to Smith, Ward is not the kind of judge who wants to sanction people and strike
defenses, but he wants everyone to play by the rules.
Finally, you need to ensure your team actually has trial experience. "And not litigation experience."
Smith says. "I'm talking about people who have stood up before a jury numerous times ❑ I see a lot of
really great law firms but when they get to trial they don't know how to explain things to a jury and that
is absolutely deadly if you are up against someone that does. It is not a fair fight and it's going to be a
blood bath."

(c) 2008 InsideCounsel. A Highline Media publication. All rights reserved.

http://vvww.insidecounsel.com/print.php?article=538

JW.000760

Case 6:08-cv-00089-RAS

Document 101-5

Filed 11/26/2008

EXHIBIT 35

Page 1 of 6

101-5
Filed
11/26/2008
Page
2 of 16 of 5
Daily Case
Record6:08-cv-00089-RAS
and the Kansas City DailyDocument
News-Press:
IP plaintiffs
flocking
to small town
... Page
■

F ■ ■PEF ED E. r

I. [

12(1]11

FindArticles > Daily Record and the Kansas City Daily News-Press > Jun 6, 2006 > Article > Print friendly

IP plaintiffs flocking to small town of Marshall in easte •n Texas
Dick Dahl
(This article was originally published in Lawyers USA, Boston, MA, another Dolan Media publication.)
There's nothing in the outward appearance of this small east Texas city to suggest its prominent role in the world of intellectual
property.
Lying iso miles east of Dallas in the state's Piney Woods region, Marshall is a nondescript place of inexpensive strip malls,
pawn shops and a largely abandoned downtown core. Its primary employers are industrial and only ii percent of its 25,000
citizens hold college degrees.
But it is home to one of the busiest federal courthouses in the country for intellectual-property litigation, attracting litigants
from Silicon Valley, the northeastern megalopolis, and even Asia.
Plaintiffs' attorneys say the reason litigants are flocking to Marshall is simple: IP cases move faster here than in any other
federal court in the nation. Speed favors plaintiffs by reducing their legal costs, and works against defendants because the
burden of =tangling complex technical issues tends to fall harder on the defense.
But others say the reason for Marshall's sudden popularity is more complicated. They note that plaintiffs benefit from a largely
uneducated jury pool and strong local feelings in favor of property rights. They also note that there are few restrictions to
discourage distant plaintiffs from selecting Marshall as their trial venue.
For these reasons, this tiny Texas backwater has become the destination of choice for patent holders who want to sue
companies they believe are infringing.
Patent suit filings in Marshall have skyrocketed over the last four years, from 13 in 2001 to 102 last year, according to
LegalMetric, a St. Louis company that tracks IP litigation.
Meanwhile, the IP cases have begun to spill over to other federal courts in the Eastern District of Texas, making it the fourth
busiest district in the country after the Central Dianict of California, the Northern District of California and the Southern
District of New York.
Since the explosion of filings has been fairly recent and most patent cases don't go to trial, there have only been eight Marshall
jury verdicts in recent years. But all eight were for the plaintiff.
The national average, according to Greg Upchurch of LegalMetric, is 67 percent. The total number of jury trials will increase
dramatically [in Marshall] over the next two or three years, Upchurch said. We will see if the jury win-rate remains this high.
The most recent verdict in Marshall came on April 13, when TiVo, Inc. won $74 million in a patent infringement suit against
EchoStar Communications Corp. for copying technology to pause and rewind live TV. The verdict was soon surpassed when a
jury in nearby Tyler, Texas, returned a $133 million verdict for Z4 Technologies, which had sued Microsoft and Autodesk for

patent infringement.
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It wasn't an accident that we filed in the Eastern District of Texas, said TiVo's lead attorney, Morgan Chu.
What's attractive to plaintiffs' counsel in patent cases - or any other kind of case for that matter - is that the courts operate in
an orderly and timely fashion, said Chu, a partner in the Los Angeles law firm of Irell & Manella. The Marshall court has an
excellent reputation for being very ot derly and timely.
The 'rocket docket'
The federal courthouse in Marshall is a one-story brick building tucked away behind the far more impressive Harrison County
Courthouse. The presiding judge is T. John Ward, who was known as the one of the best insurance-defense litigators in eastern
Texas before he took the bench seven years ago.
On a warm afternoon in mid-May, the white-haired Ward was presiding in a patent infringement case brought against several
defendants by O2Micro, a maker of power-management and security components for computers. The company's lead attorney,
Henry C. Bunsow, was questioning a defense expert about how a feedback signal in a competing technology worked.
Bunsow won the case - his fourth victory in five trials in the Marshall courthouse - and he said he looks forward to coming back
to Marshall for the half dozen more cases he has in the pipeline.
The O2Micro case took place at breathtaking speed compared to California, where Bunsow is the managing partner of 560lawyer Howrey LLP's northern California offices.
The time between the case-management conference and the verdict was 14 months, less than half of what it would have been in
northern California, according to Bunsow.
He attributed the speediness of the Marshall court to Ward's ability to contol discovery battles by applying strict rules to
motion practice. The judge also places constraints on the trials themselves. In the O2Micro case, for instance, Ward told both
sides that they had 12 hours each to present their cases, including cross- examination. That meant that both sides were forced
to limit their experts to their best th •ee or four, according to Bunsow.
It is interesting to note that Ward was not a plaintiffs' lawyer before he was named to the bench and he had only limited patent
experience.
But in 1999, the same year he became a judge, Ward defended Hyundai Electronics in a patent suit filed by Texas Instruments.
Although he was on the losing end of a $25.2 million verdict, lawyers in Marshall say the future judge was intrigued by patent
law and sought to streamline the process for IP cases when he took the bench. (Ward was not available to be interviewed for
this story.)
He ordered lawyers on both sides to shorten discovery. He required both sides to find areas of agreement so they could focus
only on areas of dispute. Lawyers found that if they didn't move quickly enough, they faced sanctions.
Obviously, the speed with which plaintiffs can get to trial is incredibly attractive, said Richard Anderson, a Marshall lawyer.
Plaintiffs want trials as quickly as possible and the defense wants to delay.
When you try cases quickly, pe.ople are going to find your courthouse, said Marshall lawyer Michael C. Smith, who practices
regularly in Ward's court. That's why people are coming here.
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Others point to the region's history of siding with plaintiffs.
The Eastern District has been pro-plaintiff for years, said James P. Bradley, managing partner of Sidley Austin's Dallas office.
Now that IP lawyers are bringing cases there, it's become pro-plaintiff in the patent area as well.
Smith grew up in Marshall, and he thinks he knows why.
First, he said, people in Marshall have a high regard for property rights. When a patent holder argues that someone is
infringing on its property, it's a message that resonates with Marshall jurors, he said.
Second, he said the Marshall jury pool is relatively uneducated - and he believes many IP defense lawyers fail to frame their
arguments accordingly.
Most IP cases are filed in urban areas where you have a more sophisticated jury pools in terms of education, he said. To me,
that puts a premium on the ability to present the case as simply as you can. This doesn't mean Marshall jurors are unintelligent
- they're as intelligent as I am. It just means that they're uneducated.
Finally, Smith said litigants can be reasonably certain their cases won't be bumped by criminal cases because Marshall has
historically had a small criminal docket.
As a result, defense lawyers avoid Marshall like the plague.
I have a lot of experience in counseling people how to stay out of the Eastern District of Texas and the 'rocket docket' if they're
going to be sued for patent infringement, said Neil A. Smith, a partner in the San Francisco office of Sheppard Mullin. It's
become a bit of a haven [for plaintiffs] down thde.
A slowdown looming?
Tort reformers say venues like Marshall are examples of a judicial problem that needs fixing.
Congressional action in the 199os broadened the general venue statute for patent law so that plaintiffs could sue a company in
any jurisdiction where it does business. Prior to 199o, defendants could only be sued in venues where they were located.
Now, there is a movement afoot to return to the earlier rules.
Supreme Court Justice Antonin Scalia, for one, has publicly criticized Marshall as a renegade jurisdiction. And Congress is
considering legisiation that would reduce forum shopping by limiting patent suits to venues where a defendant company
actually has a place of business.
Michael Smith contends that this would be disastrous for companies with extensive patent portfolios because that means they
would have to go to a slow court somewhere and wait five years, which would do irreparable damage to their licensees.
But if history is any guide, Marshall's sudden infusion of legal dollars from far-flung places will recede even without legislative
action. It has already happened in the Eastern District of Virginia and other districts, which became hot venues until their
dockets got clogged and plaintiffs began looking elsewhere.
In Marshall, though, they are making a concerted effort to keep the cases coming. The federal courthouse recently added a
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second courtroom in the basement. And the majestic county courthouse, which is undergoing a comprehensive renovation, will
include a third courtroom that will be available to the federal court.
Even so, lawyers believe Marshall's day in the legal sun will end someday. The only question, they say, is when.
Someday there will be more cases than the court here can handle, Smith said. Then people will stop filing and they'll just go
someplace else.
A cottage industry
Although the massive verdicts themselves have little direct impact on Marshall, locals say the steady parade of out-of-town
lawyers - who often arrive in large numbers for a high-stakes trial - has created a regular flow of money into the city.
We're absolutely delighted that they're coming here and taking advantage of our quality, well-run system, said Connie Ware,
director of the Marshall Chamber of Commerce. We're also delighted that they're spending their money here.
The impact on restaurants and providers of accommodations is pretty substantial, said Marshall attorney Richard Anderson,
who is also counsel to the Downtown Economic Development Council. It's become somewhat of a cottage industry.
The downtown still has a number of vacant storefronts, but it also has several restaurants that may owe their existence to the
courthouse activity, according to Ware.
The biggest impact has been on office rentals.
Clay Allen, a Marshall real-estate broker and consultant, said out-of-town law firms are anything but tight-fisted with their
money. He recently rented a building to a law firm for three months that paid in advance and also paid to upgrade the
building's electrical and security systems - and they never occupied the building because they settled the case.
He constantly receives queries about short-term office rentals - a month or two when a legal team will be in town for a trial and he thinks it may be time to raise the rates for them.
In talking wit ^ other people in Marshall, Allen sometimes hears stories of disappointment. He recently met a caterer who told
him that a firm had arranged to have her deliver four meals a day to them for 30 days - and then dropped the deal because they
settled.
She said it would have made her year, Allen said.
But despite the occasional disappointments, people in Marshall are happy about the rocket docket traffic.
This whole legal thing is the equivalent of tourism, he said. It's a clean industry. They don't pollute, they don't have kids in the
school system, they don't bitch about taxes. They come in, they spend their money, and then they go.
Meanwhile, the IP boom in Marshall has been very good to some members of the local bar.
Like other lawyers who have been hurt by tort reform in Texas, Blake Erskine sees the advent of IP cases as a welcome
addition.
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As local counsel, you may not be as well-versed in the technical aspects of patent law, he said. But you're still able to select the
jury, put on evidence, do arguments. My preference, when I'm local counsel is to take an active role. I don't like to be a chair
filler.
Erskine's firm has rented more space in Marshall to accommodate the out-of-towners who have hired Erskine as local counsel.
Michael Smith is a partner in the six-lawyer Roth Law Firm, which also provides work space for out-of-towners. Smith said the
firm is a descendant of one that specialized in representing injured employees of the Texas & El Paso Railroad, which was
headquartered in Marshall until the 194os.
But when the railroad left, the firm switched its focus to personal injury until the first patent cases started arriving a few years
ago. In the last five years, the Roth Law Firm's case distribution has gone from 75 percent plaintiff tort cases to 75 percent IP mostly for the defense. Smith said this is because patent cases typically name several defendants, meaning there's more work
for local counsel on the defense side.
Copyright zoo& Dolan Media Newswires
Provided by ProQuest Information and Learning Company. All rights Reserved.
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In a mandamus case that could significantly alter one of the hottest federal civil dockets in Texas,
the full 5th U.S. Circuit Court of Appeals heard arguments on Thursday over whether a trial
judge's discretion should be limited When a party moves to transfer venue.
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huge, because the case could end up
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In 2007, product liability and personalinjury case filings were second only to
patent suits in nonprisoner-related civil
litigation in the Eastern District. The
district leads the nation in the number of
patent flings. According to the Administrative Office of U.S. Courts, the Eastern District of Texas
leads the nation in patent suits fled with 359 for the 12-month period ending Sept, 30, 2007.
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Some lawyers worry that the 5th Circuit could issue a ruling in In Re: Volkswagen that will hurt
their business in the Eastern District — the large numbers of patent and product liability suits has
proven to be a boon to many lawyers and firms operating there.
"It could hurt lawyers all over the state," especially in Dallas, which has a large contingent of
firms that practice in the Eastern District, says Michael C. Smith, a partner in the Marshall office
of Siebman Reynolds Burg Philiips & Smith who represents the plaintiffs.
To move product liability cases out of the Eastem District, litigants must file a 28 U.S.C. §1404(a)
motion asking a judge to weigh transferring the case to a more suitable jurisdiction for the sake of
the convenience of witnesses.
It is the U.S. district judge's discretion in weighing the §1404(a) transfer motion that is at the
heart of the battle in In Re: Volkswagen, a mandamus receiving an unusual amount of interest
from amici.
Danny Ashby, a lawyer for defendants Volkswagen of America and its parent company, argued
to the 5th Circuit that U.S. District Judge T. John Ward abused his discretion by refusing to
transfer the suit out of the Eastern District. Ashby argued that the suit has no relevant connection
to the Eastem District. He also maintained that Ward gave too much weight to the plaintiffs'
choice of forum and that the witnesses in the case are located in Dallas.
In its brief to the 5th Circuit, the Volkswagen defendants also assert that federal judges in other
districts in Texas routinely grant §1404(a) trans fer motions in cases ''covering distances
substantially shorter than the 150 miles between Marshall and Dallas."
"The parties and the witnesses have no connection to Marshall," Ashby, a partner in the Dallas
office of K&L Gates, told the 5th Circuit judges on Thursday. "And the case has no connection to
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Marshall."
But plaintiffs lawyer Martin Siegel argued that Ward gave proper weight to his clients' choice of
venue, that the witnesses located where the defendants want to try the case are not important to
its resolution and that the defense has not proven that Ward's venue ruling is an "extraordinary
cause" that justifies mandamus.
These are decisions best made by trial judges for docket-management reasons' as well as costand time-management reasons, argued Siegel, a Houston solo. "This case is the poster child for
this. We're now in our second year in this case."
A HORRIBLE ACCIDENT
The history of ln Re: Volkswagen is as follows: In their 2006 complaint in Singleton, et al. v.
Volkswagen, et aL, the plaintiffs allege that their daughter, 7-year-old Mariana Singleton, was
sitting in the backseat of a 1999 Volkswagen Golf when a defective front passenger seat
collapsed on her during a wreck with another vehicle, crushing her skull. The plaintiffs,
Singleton's surviving family members, chose to file the product liability suit against the
Volkswagen defendants in the Eastern District's Marshall Division, even though the car accident
occurred 150 miles away in Dallas, where the Nonhem District of Texas is based.
The Volkswagen defendants filed a transfer motion to have the case moved to Dallas, a motion
Ward denied in 2006. Ward ruled that Volkswagen had not shown that convenience and justice
outweighed the plaintiffs' right to choose to file in "any district in which a defendant resides"
pursUant to 28 U.S.C. §1391(a)(1). Volkswagen has several dealerships located in the Eastern
District. The Singletons lived in the Eastern District at the time of the accident but have since
moved out of the district.
The defendants filed a mandamus writ with the 5th Circuit chellenging_Ward's venue dgeision. In
a 2-1 per curiam opinion on Feb. 13, 2007, a three-judge panel of the 5th Circuit agreed with
Ward's decision to keep the case.
The defendants filed a motion for en banc reconsideration of their petition for writ of mandamus.
They asserted in the motion that §1404(a) allows a defendant to seek to transfer a suit if it can
prove to the district judge assigned to the case that allowing the suit to remain on his or her
docket would constitute an "unreasonable burden" on the defense.
On April 23, 2007, the same panel that considered the mandamus treated the en banc motion as
a motion for panel rehearing and vacated its previous ruling affirming Ward. Judges Carolyn
Dineen King and Patrick Higginbotham were in the majority, and Judge Emilio Garza dissented.
That same panel also set the mandarnus for a rare oral argument.
But because a panel assigned to hear only motions — not oral arguments — granted the
rehearing, a new panel was assigned to hear the mandamus argument. That panel, consisting of
Judges E. Grady Jolly, Edith Brown Clement and Priscilla Owen, reversed the previous panel's
decision.
"The district court's provided rationales could apply to virtually any judicial district and division in
the United States; they leave no room for consideration of those actually affected — directly and
indirectly — by the controversies and events giving rise to a case. Thus, the district court
committed a clear abuse of discretion," Jelly wrote in the second panel decision on Oct. 25,
2007.
During the Thursday mandamus hearing, Jolly told Siegel he agreed with some of his arguments.
"I don't disagree and the panel doesn't disagree that mandamus should be used as an
extraordinary remedy," Jolly said. "But Marshall has absolutely no connection to this case."
However, Judge Eugene Davis seemed to be unconcerned with the fact the product liability suit
was filed In Marshall: 'This is going to boil down to a battle of the experts, isn't it?"
Davis asked Ashby. "They may not need many fact witnesses."
During the argument. the judges asked questions specifically related to the case at hand and did
not ponder ho ✓ their ruling could affect other civil cases.
After the argument, Siegel said he's not sure the judges' final decision will be limited to just his
case.
"There were some fact•intensive questions, but the court is looking at the plaintiffs' choice of
forum when a §1404(a) motion is requested. I think they'll be looking beyond just this case,"
Siegel says. "I think they're looking at do we need to change course and do we need to change
how we look at a plaintiffs choice of forum in §1404(a) motions."
'There's a reason it's en banc," Siegel says of the case. And he believes the reason is because
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the court Is contemplating a significant change to how judges handle §1404(a) motions.
Ashby declined to comment after the argument.
AMICUS ATTENTION
While In Re: Volkswagen is being debated at the 5th Circuit, the case is drawing sharp reactions
from those who litigate in the Eastern District and from amici.
The six amici who filed briefs in the case include a group of 14 law school professors who are
urging the court not to trample on trial courts' authority to make such rulings and the American
Intellectual Property Law Association (AIPLA), which is encouraging the 5th Circuit to crack down
on so-called "forum shopping" in the Eastem District by creating broader transfer standards for
trial judges not only in product liability suits but in all civil litigation in the 5th Circuit.
One of the most strongly worded amicus briefs in the case was from the APLA, an Arlington,
Va,-based group of more than 17,000 members, including lawyers, academics and government
officials who share an interest in intellectual property law. In its brief, the AIPLA cites the high
number of patent infringement suits filed in the Eastern District as well as the judges' refusal to
grant §1404(a) transfer motions as reasons why Congress is considering legislation that restricts
the venue in which plaintiffs can flle patent suits.
"AIPLA has a vital interest in the just application of the transfer statute at issue in this case, 28
U.S.C. §1404(a), and especially its application In the Fifth Circuit. This anomaly sterns from the
widespread belief that the Eastern District of Texas Is a plaintiff-friendly venue that provides a
substantial litigation advantage to a patent holder but without much risk that such cases will be
transferred even if a more logical venue exists," the AIPLA alleges in its amicus brief.
"A stronger, clearer message is needed on applying the transfer statute, not just for product
liability cases, but for all cases in this circuit," the brief states.
James Pooley, president of AIPLA, says his group hopes the 5th Circuit Is serious about reevaluating the factors trial judges must weigh in deciding §1404(a) transfer motions in all cases,
not just product liability suits. His organization believes the current laws give too much weight to
a plaintiff's choice of venue.
"It may seem odd — why are these patent lawyers weighing In on a products liability case?"
Pooley says. "But we want to weigh in on how judges consider a transfer in any case."
The AIPLA's stance prompted an amicus brief in In Re: Volkswagen from the Ad Hoc Committee
of intellectual Property Trial Lawyers in the Eastern District of Texas, a group of 40 plaintiffs and
defense attorneys who believe AIPLA has unfairly characterized the district and its judges.
"We thought it was chock-full of errors," Sam Baxter, a partner in Dallas-based McKool Smith
who is lead counsel for the ad hoc committee, says of the AIPLA amicus brief. Baxter says
Eastern District judges regularly grant §1404(a) transfer motions. In 2007, plaintiff-patent holders
won 57 percent of the suits they filed in the Eastem District, which is below the national average
win rate for patent holders, he says.
The reason people like the Eastern District "is because we've got really good judges who get it
right and juries who are incredibly fair," Baxter says. "But what lawyers are looking for on both
sides are judges that get it right. And you get that to the nth degree out here."
Pooley says he agrees with Baxter. "I know the judges there, and I think very highly of all of
them. This is a point of view offered by a group that's trying to bring a national perspective to the
issue," Pooley says.
But if the full 5th Circuit wants to get into the business of micromanaging the trial courts'
decisions on §1404(a) transfer motions, it's going to be bad news for trial courts and litigants,
according to the amicus brief of a group of 14 law school professors.
'The big part of this story is transfer has always been perceived to be entirely discretionary. And
when you get appellate courts meddling and supervising, they are substituting their opinion. And
very little good can from come from it," says Lonny Hoffman, a University of Houston Law Center
professor who signed the brief. "And that just increases costs and delay, and to what end?"
But David George, a partner in Houston's Connelly • Baker • Wotring who filed an amicus brief on
behalf of two defendant-railroad companies that have several §1404(a) transfer motions pending
in the Eastern District, thinks the 5th Circuit heard the case en banc so it can, once and for all,
issue a clear ruling on how trial judges should handle §1404(a) transfer motions.
"Venue is incredibly important. And our clients believe that convenience transfers have to be
broad, because venue is so broad," George says.
"The law in the 5th Circuit has been uncertain. And different panels have phrased things
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differently in the last half century," George says. "We're going to find out what the answer is."
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Yesterday, the Fifth Circuit Court of Appeals
heard a decidedly unsexy appeal with decidedly
big implications for lawyers who flock to
Marshall to file civil suits— particularly patent
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and product liability cases —and tor the
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Under federal law, plaintiffs may flle product-liability suits in "any district in which a
defendant resides," allowing them to file in Marshall, where the judges are known for
g cases expeditiously,
movin and juries have a reputation for doling out fat money
judgments. According to today's story in The Texas Lawyer, the Eastem District of
Texas leads the nation in patent suits filed with 359 for the 12-month period ending
Sept. 30, 2007.
Danny Ashby, a lawyer for defendant Volkswagen, which is being sued on a product
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But plaintiffs lawyer Martin Siegel, a solo practitioner in Houston, argued that Judge
Ward gave proper weight to his clients' choice avenue, that the witnesses located
where the defendants want to try the case are not important to its resolution and that the
defense has not proven that Ward's venue ruling is an "extraordinary cause" that
justifies mandamus.
"It could hurt lawyers all over the state," especially in Dallas, which has a large
contingent of firms that practice in the Eastern District, said Michael C. Smith, a
partner in the Marshall office of Siebman Reynolds Burg Phillips & Smith who also
represents the plaintiffs in the Volkswagen case.
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Comment by Don't Mess With Texas! - May 23, 2008 at 3: 13_pru_
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Really)
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I would like to thank you for pointing the URL out That made my day. Time to start
the holiday weekend.
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Get a roundup of the day's Lavv Blog posts, plus the latest law news.
Check the box below to subscribe.
The Fifth Circuit will do what it always does, ignore well-established rules to favor its
1.-; Law Blog Newsletter
corpoiate pals.
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!
Comment by Burned Too Many Times - May 23, 2008 at 3.48._pm
To view all or change any of your e-mail settings click to the EMail Setup_Center.
"The parties and the witnesses have no connection to Marshall. And the case has no
connection to Marshall."
Comment by Dear Anon at 2.51 - May 23, 2008 at 3:_34_pm
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Volkswagens high priced lawyer ought to check his facts. The plaintiffs lived in the
Eastern District at the time of the accident. Anyone with a modicum of ieasonableness
can see a connection exists,
Comment by WTF - May 23, 2008 at 4:02 pm
This case is not about lawyers or legal t'ees. It's about being fair to the defendant If it
puts litigation lawyers in Texas out of business, that's a side benefit. There's a reason
why Texas is known as a hell-hole district.
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More

There are four Federal districts in Texas . Northern, Southern, Eastern, and Western.
The Northern District has a reputation for being one of the most conservative in the
country.
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Comment by Jose Padilla - May 23, 2008 at 5:08 pin
Yeah, don't iness with Texas. It ushered in the era of George bush, after all, Nothing
can beat the mess that created.
Comment by Tcxas Tea - May 23, 2008 at 5 :13 pni
So, instead of filing in Marshall, they'll file in Tyler or Sherman, both of which are in
the E.D. of Texas, and both of which are within 100 miles of Dallas.
Comment by Jenn - May 23, 2008 at 5 : 21 pm
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The venue law is far too liberal. We need to create special private courts for people whoFacebook, click here.
are injured by the alleged "negligence" of auto companies. When we can control the
awards and finally whittle them to nothing, we can do away with these needless
AP ST POSTS
lawsuits. The vast majority of the people who are "injured" by the alleged "negligence"
of an auto manufacturer are faking injuries and/or malingering. They are all just
May 2008
looking to get rich at the expense of the hard working auto companies
MTWT F S S
Comment by Tort Reform - May 24, 2008 at 2121_pm
I234
5 0 7 .8 9 10 11
Oh, and another thing, you can bet your bottom dollar the Filth Circuit will take a
12 13 14 15 16 17 18
sledgehammer to this venue issue to make it easier for corporate defendants to move
cases they want moved. The Fifth Circuit is a perfect example of what our movement 11,2 20 al 22 2,3 24 25
has been able to accomplish Not so long ago the Fifth was plaintiff friendly, now it
26 21 29 3_0 31
awaits plaintiffs cases so it can put the smackdown on the excessive "rights". Rest
giNat
Juniz
assured the Fifth Circuit will do the right thing a skewer the plaintiff s right to a choice
of venue.

a
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Comment by Tort Reform - May 24,2008 at 4;24 pm
"The vast majority of the people who are "injured" by the alleged "negligence" of an
auto manufacturer are faking injuries and/or malingering."
The injured party in this case is a little girl whose skull was crushed due to the faulty
seating design created by Volkswagen. Sadly, this girl has lost her life and her parents
are fighting to ensure that such a tragedy never ever befalls another family.
Comment by tort deform - May 24, 2008 at 1,32_p_m
The "faulty" seating design you reference has been used millions of time without
failure. In addition, if you would take the time to do your legal and factual research,
you would learn that the federal government standards were met by thc manufacturer.
I'll wager you're just some liberal trial lawyer who really believes that just because
someone suffers an injury there must be someone else at fault. I'll bet the driver of her
car was not operating properly. Suffice it to say the Fifth Circuit will certainly not be
suckered in by the horrible injury and will move to end the frivolous filings in the Court
at issue. Your time has come Ms. trial lawyer. The Fifth Circuit is about to show you
the door.
Comment by Tort Reform - May 24, 2008 at 102.6-Ral

MGA Founder Testifies in Bratz Suit
Court: New_Sentence.. for at Oaed.a_Mgraher

Rama, juilioartRolding5
MORE
Sponsored Links
Hurt Injured fn Tennessee
When you need a lawyer Met will make a difference
www.rnewayaltorneys.com
Federal Defense Lawyers
Front Federal charges with Personal and Passionate
Lawyers.
ww.v. feddefense.com
Monitor your store here
View your credit report F. scores From all 3 bureaus in 60
seconds
FreeCreditReportsinstantly.com
Volkswagen: 08' Vehicles
Discounted Volkswagen Prices in Your4 Code - Fast &
Freel
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Oops, wrong site, when I saw the words Rocket and lawyers, I thought this was an
article about Roger Clemens and his legal problems.
Comment by Anonymous - May 25, 2008 at 12;52 am
After reading the briefs it certainly seems as if the Fifth Circuit wants to make a
statement of some type. They have agreed to the extraordinary step of granting
mandamus, and the standard is very high. Sounds like someone is about to get all
activist on someone!
Comment by anon - May 25, 2008 at 8:37 am
Hey Frank in OK, chill with the jealousy. Your comment shows you have no integrity.
and as for you "tort reform"(idiotic name)you stated "The vast majority of the people
who are "injured" by the alleged "negligence" of an auto manufacturer are faking
injuries arid/or malingering." This tells me that you truly have no idea the harm that tort
reform actually causes. Go get educated
Comment by Marshall Law - May 25, 2008 at 3:32 pm
Harm caused by tort reform. You obviously have not been reading much lately. The
high cost of our legal system has been chronicled by www.overlawyered.com and by
the United States Chamber of Commerce. Towers Perrin did a study as has the
Manhattan Institute. All empirical evidence points to how the tort system tears our
economy apart and how Trial Lawyers Incorporated is harming our ability to keep our
country secure. Please take your head out of the sand. You and your liberal trial lawyer
buddies are making America less secure. You are the main reason our economy is
showing signs of strain.
Comment by Tort Reform - May 25,2008 at 4 :43 m
"You and your liberal trial lawyer buddies are making America less secure. You are the
main reason our economy is showing signs of strain."
Tort Reform Dude, you need to stop thinking about law and politics for a few years.
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Clearly you ascribe way more influence to such things than they actually have. Given
your concern about the economy, try following economic and business topics
exclusively until you look back and can't remember why you were so obsessed with
tort reform. And your dog will be glad 'cause you'll beat it less.
Comment by Da Judge - May 25, 2008 at 8:19 pnl
I don't have a dog.
Comment by Tort Reform - May 25, 2008 at

2;512_p_m

Re: You are the main reason our economy is showing signs of strain.
I agree Tort reform is sorely needed, but Lawsuits are only one of the Liberal practices
that is destroying the economy.
Comment by Bob - May 28,2008 at 2;_0Q_pm
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A litigation boom
By Chuck Lindell
AMERICAN-STATESMAN STAFF
Thursday, May 22, 2008
MARSHALL - The closest major airport is in Louisiana. The most luxurious night's sleep is in a
roadside motel. And cell phone service is spotty.
Yet every week, in ever-rising numbers, some of the world's largest companies travel to this dot on the
Northeast Texas map to wage multimillion-dollar legal battles.
Thanks to accommodating judges and juries willing to stick up for the little guy, the self-styled Pottery
Capital of the World has emerged as an unlikely venue for high-stakes lawsuits over patent rights.
Global companies can be sued just about anywhere they do business, so when corporations and patent
holders disagree over who might be stealing the other's ideas, the patent holder often rims to Marshall.
A new patent case arrives at Marshall's one-story federal courthouse about every other business day,
bringing fleets of hotshot lawyers and interna- tional executives to the Piney Woods. They rent entire
office buildings and fill motels. One even dropped $6,250 on the grand champion steer at last month's
junior livestock show.
The surge in court activity has filled once-empty storefronts on Marshall's downtown square with
restaurants, shops and expanding law offices. An abandoned eight-story hotel, once the largest pigeon
roost in East Texas, will become condos with a rooftop dance hall.
Ecstatic civic and business leaders hope to keep the good times rolling, while courts in Pennsylvania and
Madison, Wis., are eager to siphon away Marshall's patent business.
The euphoria is not universal.
U.S. Supreme Court Justice Antonin Scalia recently dismissed Marshall as a "renegade jurisdiction" that
unfairly favors litigious patent holders. And complaints are growing that quick-buck artists try to win
settlements by merely threatening a trip to Marshall, where jurors tend to mistrust large corporations.
"There are a lot of our Pacific Rim clients who know what you mean when you say 'Marshall, Texas,'
and they're not happy about it. (Marshall) has a legend; it has a lore to it," said Craig Tyler, an Austin
patent lawyer. "There's a reason you have an Australian company suing a Canadian company, or a
Taiwanese company sued by a Japanese company, in tiny Marshall, Texas."
JW.000810
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High-profile settlements also cement Marshall's reputation as a plaintiffs' paradise, including Texas
Instruments Inc.'s billion-dollar score in 1999 and the recent $40 million hit taken by Web retailer
Amazon.com .
But whether by settlement or verdict, cases decided in this town of 24,000 can reverse corporate fortunes
and ripple across the economy, especially with a docket that reads like the Fortune 500. Apple Computer
Co. and Dell Inc., Intel Corp. and DirecTV, Motorola Inc. and Cisco Systems Inc. - all have sued or
been sued for patent infringement in Marshall.
TiVo Inc., which has never turned a profit, last week won $74 million from a Marshall jury that found
that the much larger EchoStar Communications Corp. had copied technology to pause and rewind live
TV.
Beyond supplying much-needed cash, TiVo expects that the win will pressure other companies to
license TiVo technology. The hearing drew Wall Street analysts to Marshall, and the verdict produced a
20 percent jump in TiVo's stock price.
"This is what keeps 'em coming" to Marshall, Tyler said.
Speeding up process
When a gang of New York lawyers blew into town in a caravan of black sedans a few years back, they
swaggered into court with an attitude - "We're going to show you rural folks how it's done," one local
lawyer described it - and then staggered out with their smugness erased.
U.S. District Judge T. John Ward, who hears most of the patent cases filed in Marshall, runs a nononsense courtroom, lawyers on both sides of the aisle agree.
Ward also has a grasp of the numbingly complex and highly technical aspects of patent law, longtime
Marshall attorney Blake Erskine said.
"Judge Ward, he tried patent cases as a lawyer," Erskine said. "He has a real deep and abiding interest in
technology and studies the cases, each and every one. I guarantee he reads everything (submitted) in a
case."
Ward, who became a federal judge in 1999, created Marshall's busy docket more by accident than
design when he established rules to complete most patent cases in 12 to 14 months, shaving six months
to a year off the typical court timetable.
With millions of dollars often at stake, companies frequently want patent cases resolved quickly,
limiting uncertainty that can depress stock prices or paralyze business. Speed also limits legal fees.
"It's not quite as simple as just wanting to win a big verdict. Companies want their disputes resolved one
way or another so they can make business decisions about what they're going to do," said Michael
Smith, a Marshall patent lawyer.
Defense lawyers complain that the fast schedule is a disadvantage, hampering the tedious search for
evidence that could invalidate a patent. But Ward said he made the change merely to bring order to his
existing docket, not expecting the fast docket to bring an explosion of patent lawsuits - 73 last year, up
from 30 in 2004. An additional 35 entered the queue this year.
JW.000811
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In the past four years, 70 percent of all patent lawsuits filed in the 43-county Eastern District of Texas
were filed in Marshall.
"Now I have more cases than I can handle," Ward said.
To keep cases moving, Ward enforces rigid deadlines. He famously spanked a Taiwanese technology
firm last year with a $500,000 fine and other sanctions for failing to reveal documents in a timely
manner. Noting that more than 60 cases were pending, Ward's order said the harsh penalty was meant to
deter other litigants from foot-dragging.
Moving in, building up
The smart TBLs - "tall building lawyers" from out of town - partner with a Marshall law firm familiar
with the local courtroom's quirks and pitfalls. And like many locals, Erskine more than doubled his
office space to handle the dozen lawyers and legal assistants needed to handle a major case.
One law firm rented Clay Allen's mid-size office building, adding a security system, high-speed Internet,
phone lines and new wiring in preparation for trial. Then it settled the case.
"They never actually used the building," Allen said. "When these lawyers gear up for these lawsuits, the
amount of money they spend - it's amazing; it's amazing to small-town folks. Of course, there's millions
at stake. They don't want to cut corners."
Some of that money has spilled into the said. "There is unsatisfied demand. Isn't that every real estate
developer's hope?"
Two projects dominate the downtown landscape.
Vacant for at least 25 years, the Hotel Marshall was an eight-story blight of broken windows and grime
that has been transformed with $1 million from the city, $500,000 from developer Jerry Cargill and
more than $525,000 in donations from locals (including $155 in change from a fifth-grade class) eager
to save a local landmark. Cargill will develop the upper floors into condos and offices.
The granddaddy of renovations, however, is taking place in the stately Harrison County Courthouse,
where the second-floor courtroom will be restored to its former grandeur - and, not coincidentally,
suitable for federal court hearings.
Marshall's civic leaders learned that the legal deluge was slowing down cases, sparking fear that patent
holders will look for a rocket docket out of state.
"We wanted to do what Judge Ward said he needed, which was more space. We wanted to keep his
business here in Marshall because it's been so good to us," Assistant City Manager Janet Cook said.
Signs of change
Not everybody in Marshall is aware that million-dollar quarrels helped rebuild downtown.
"So many things make sense now, like why we should suddenly have a bank on every corner. We were a
sleepy little town," said Patricia McBride, co-owner of Jubilee consign- ment shop, which opened in
September.
JW.000812
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The signs are everywhere. Sleek corporate jets swoop into the county airport about three times a month.
Lawyers drink in the Red-Headed Lady bar and grill and go to the Monarch Body Works for $35
massages that would cost $160 in New York.
Short-term office leases are getting harder to find as building owners hold out for the best deal.
"Everyone thinks they're the prettiest girl in the dance . now that they're getting three calls a week,"
Allen said.
The result is a curious blend, a small town with a taste of big-city life. For now, the small-town
atmosphere prevails.
"Can you find a real nice restaurant with an expensive wine list? No. A Marshall power lunch is when
you get a big order of fries," Allen said. "You can still park your car on the square, leave your keys in it,
and it'll still be sitting there three days later."
clindell@statesman.com
SOME HIGH-PROFILE MARSHALL CASES
Texas Instruments v. Hyundai
Issue: Texas Instruments accused the South Korean automaker of violating patents on an assembly line
manufacturing process.
Result: A Marshall jury ruled in 1999 that Hyundai violated two patents and awarded $25.2 million to
the Texas firm. Two months later, Hyundai signed a $1 billion agreement to use Texas Instruments'
technology for 10 years.
Soverain Software v. Amazon.com
Issue: The Chicago software developer accused Amazon of violating five patents, including a tracker
that lets e-retailers recognize shoppers who return to the Web site.
Result: Amazon settled four days before trial in August, agreeing to pay $40 million to license the
technology.
Intergraph v. Intel
Issue: Alabama-based Intergraph claimed Intel's Itanium chip violated patents on a process that
increases the number of simultaneous computer calculations.
Result: Intel paid $300 million to settle part of the claims and then an additional $150 million after
losing a 2002 trial in Marshall. Two years later, all patent claims were settled with an additional $225
million Intel payment.
Vote for this story!
Buzz up!
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H
United States District Court, N.D. Texas, Dallas Division.
SUPER FUTURE EQUITIES, INC., Plaintiff,
v.
WELLS FARGO BANK MINNESOTA, N.A.; Orix
Capital Markets, LLC; Orix Capital Markets Partnership; John Dinan; Michael F. Wurst; Clifford
Weiner; James R. Thompson; and Orix USA Corporation, Defendants.
Civil Action No. 3: 06-CV-0271-B.
Dec. 14, 2007.
Timothy F. Gavin, Charles J. Blanchard, Richard A.
Rohan, Carrington Coleman Sloman & Blumenthal,
Dallas, TX, Jon P. Bohn, Bohn & Aucloux, Houston, TX, for Plaintiff.
Linda R. Stahl, Gerald C. Conley, Tonya M. Gray,
William G. Compton, Andrews Kurth, Eric W.
Pinker, Amanda R. Tyler, Jeremy Alan Fielding,
Michael P. Lynn, Richard A. Smith, Lynn Tillotson
& Pinker, Kelly Rothermel Vickers, Beth G.
Jaynes, Paul Edward Coggins, Victor C. Johnson,
Fish & Richardson, Dallas, TX, for Defendants.
MEMORANDUM ORDER
JANE J. BOYLE, District Judge.
*I Super Future Equities, Inc. ("SFE") filed this action against Wells Fargo Bank Minnesota, N.A.
("Wells Fargo"); ORIX Capital Markets, LLC
("Orix" or "Orix Capital"); ORIX USA Corporation
("Orix USA"); John Dinan; Michael F. Wurst; Clifford Weiner; James R. Thompson; and ORIX Capital Markets Partnership ("Orix Partnership") rN',
claiming breach of fiduciary duty, negligence, gross
negligence, breach of contract, and civil violations
of Racketeer Influenced and Corrupt Organizations
Act ("RICO"). FN2 Presently before the Court is
Defendant Wells Fargo Bank, N.A.'s Motion for
Summary Judgment (doc. 314); Orix Defendants'
Motion for Summary Judgment (doc. 318); Defend-

ant Wells Fargo's Motion to Strike Certain of
Plaintiffs Summary Judgment Evidence (doc. 438);
and Orix Defendants' Objections and Motions to
Strike Plaintiffs Evidence in Support of Its Response to the Orix Defendants' Motion for Summary Judgment (doc. 448). For the reasons that follow, the Court GRANTS the Defendants' motions
to strike Plaintiffs evidence to the extent that they
request the exclusion of the portion of Thomas Arjmandi's declaration attempting to value the certificates; the motions to strike other evidence are
DENIED as Moot.The Court also GRANTS the
Defendants' motions for summary judgment on all
of SFE's claims.
FN1. On August 2, 2007, the Court dismissed Orix Capital Markets Partnership
from the case pursuant to Federal Rule of
Civil Procedure 4(m) (doc. 309).
FN2. The Court will use the following designations for the Defendants: (1) "Orix Defendants" includes Orix, Orix USA, Dinan,
Wurst, Weiner, and Thompson; (2)
"Defendants" includes the Orix Defendants
and Wells Fargo; (3) "Individual Defendants" includes Dinan, Wurst, Weiner, and
Thompson.
I. Background
This case involves the world of Commercial Mortgage Backed Securities ("CMBS") transactions. In
a traditional mortgage loan situation, the loans are
serviced by the mortgage banker loan correspondents that originated the loans. Deborah O. McK innon et a], Standard Roles and Responsibilities of
the Master and SubServicers in CMBS Transactions
(Mortgage Bankers Association May, 2000).
However, CMBS transactions differ in that servicing is provided by servicers who were not the originators of the loans. Id. Disputes about these servicing activities have spawned the controversy in this
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case.
In a CMBS transaction, a loan is funded and then
sold to a special purpose, bankruptcy-remote entity,
which the Court will refer to as a "trust." (Orix
Defs.' Br. in Supp. of their Mot. for Sumin. J.
("Orix's Br.") 4). These trusts purchase a number of
loans to form a large, diversified pool of loans.(Id.).
The purchase of these loans is funded by the proceeds from the issuance of certificates that are purchased by investors (known as "the certificate holders").(/d). A Pooling and Servicing Agreement
("PSA") sets out the procedures for administering
the loans, establishes the priority for allocating the
cash flow generated by the loans among the certificate holders, and divides the responsibility for
trust matters among: (1) the Master Servicer, (2)
the Special Servicer, and (3) the Trustee. (Id.;
Wells Fargo's Br. in Supp. of its Mot. For Summ. J.
("Wells Fargo's Br.") 6).
The Master Servicer's duties include collecting the
loan payments and passing the funds to the Trustee,
enforcing loan documents for untroubled loans, advancing late payments to the Trustee, and providing
performance reports to the certificate holders.
BAXTER DUNAWAY, 4L LAW OF DISTRESSED REAL ESTATE § 56.14 (2007); Wells
Fargo's Br. 6; Pl.'s Br. in Resp. to Orix's Mot. for
Summ. J. ("Pl.'s Resp. to Orix's MSJ") 1. The Master Servicer may transfer loans that are not being
paid or do not comply with the loan documents to
the Special Servicer who will work out the problems or foreclose on the loan. (Wells Fargo's Br. 6).
This Special Servicer is selected by the holder of
the lowest class of certificates, also known as the
"Controlling Class." (Id.). The Trustee's duties include holding the mortgage collateral, distributing
funds collected by the Master Servicer to the certificate holders, supervising the Master Servicer and
Special Servicer, ensuring that the servicers comply
with the PSA, and appointing new servicers if the
PSA is violated. BAXTER DUNAWAY, 4L LAW
OF DISTRESSED REAL ESTATE § 56.14 (2007).
*2 The trust issues different classes or "tranches" of

certificates with each class having a different level
of risk. Under the PSA's, senior grade or Class A
certificate holders take on the lowest amount of risk
because they receive payments of principal and interest before the other classes, but they are sold at a
higher price and receive less interest on their investment. (Orix's Br. 4; Wells Fargo's Br. 8; Pl.'s
Second Am. Compl. ("SAC") 18). Lower classes
of certificate holders or B-Piece or first loss certificate holders bear more risk because they receive
payments from borrowers only after all other certificate holders are paid but also have a higher expected yield. (Orix's Br. 4; Wells Fargo's Br. 8, SAC ¶
18). Under this system, the Servicers collect
monthly principal and interest payments from the
borrowers on the loans in the trust. (Wells Fargo's
Br. 8). From these payments, the Servicers withhold expenses for servicer fees, litigation expenses,
and advance reimbursements and then transfer the
rest to the Trustee. (Id.). The Trustee will first distribute interest to Class A certificate holders and, if
there is money remaining, will then distribute interest to Class A-2 certificate holders. (Id.). If funds
still remain, the Trustee will distribute to Class B
certificate holders and so on. (Id.). If the money
runs out, lower classes of certificate holders do not
receive interest payments that month. (Id.). The
Trustee distributes principal in a similar manner,
but the more senior grade certificate holder must be
paid all of its principal before the certificate holder
at the lower level receives any principal. (Id.).
This lawsuit arises out of the relationship between a
certificate holder and the Servicer, Special Servicer,
and Trustee of two CMBS trusts: (1) the Trust for
the Certificate holders of the Merrill Lynch Mortgage Investors, Inc. Mortgage Pass-Through Certificates, Series 1999-C1 ("MLMI Trust") and (2) the
Trust for the Certificate holders of the First UnionLehman Brothers-Bank of America Commercial
Mortgage Pass-Through Certificate Series I998-C2
("FULBBA Trust") (collectively "the Trusts"). SFE
purchased Class B Certificates in the MLMI Trust
on April 7, 2005 and Class A-2 Certificates in the
FULBBA Trust on July 28, 2005 (SAC 1111 77,
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FN3 After purchasing the master servicing rights
(in October 1998) and special servicing rights (in
June 2000) in the FULBBA Trust, Orix Capital became the Master and Special Servicer of the Trust
as well as a holder of first loss certificates. (Orix's
Br. 6). When the MLMI Trust was established in
November 1999, Orix Capital was named the Master and Special Servicer and also held first loss certificates in the Trust. (Id.). The individual Defendants are all officers, directors, or employees of Orix
Capital. (SAC ¶ 31). Orix USA is allegedly interrelated with Orix Capital and the individual Defendants. (SAC 111 31, 38). Wells Fargo is the Trustee
for both of the Trusts. (Pl.'s Response to Orix's MSJ
1).
FN3. Both Wells Fargo and Orix point out
that Orix foreclosed on a Louisiana apartment building which served as collateral
for a loan that was sold into the MLMI
Trust. (Wells Fargo's Br. 5). This apartment building was owned by Cyrus II Partnership. (Id.). Bahar Development, of
which Mondona Rafizadeh was President,
was the general partner of Cyrus II.(/d).
This foreclosure resulted in a $10 million
judgment against Mondona Rafizadeh,
among others. (Id.). Approximately three
months later, SFE, which was incorporated
by Mondona Rafizadeh's husband and is
managed by her son and nephews, purchased certificates in the MLMI
Trust.(Id.). Three months after that, SFE
purchased certificates in the FULBBA
Trust. (Id.).
*3 SFE accuses the Orix Defendants of numerous
misdeeds stemming from these servicing relationships, including:
• "Manufactur[ing] defaults of performing loans
in order to charge unnecessary servicing fees and
advances to the Trusts;

depletes the Trusts' assets and benefits only
ORIX at the expense of the certificate-holders;
• Bring[ing] disingenuous, unnecessary, and nonbeneficial litigation-funded out of the Trustsagainst the entities that deposited the loans into
the Trusts in order to generate fees paid by litigation advances and reimbursements from the
Trusts and wrongfully retain[ing] the proceeds of
settlement of such litigation;
• Mak[ing] inaccurate reports to the Trustee and
certificate-holders, including false reporting and
allocation of its fees and litigation expenses, in
an effort to hide its wrongful activities from SFE
and other certificate-holders; and
• Operat[ing] the Trusts to inflate the value of the
inferior 'lower tranch' certificates held by it and
extend[ing] their life, in order to sell the certificates at a huge profit, while leaving the Trusts in
such poor condition that other certificate-holders
will certainly suffer huge losses in their investments."
(Pl.'s Resp. to Orix's MSJ 2).
With respect to Wells Fargo, SFE alleges the following conduct:
• "Execut[ing] ill-advised powers of attorney authorizing Orix to act as Wells Fargo's agent and
attorney-in-fact in connection with the Trusts;
• Look[ing] the other way-in violation of fiduciary duties owed to SFE-as ORIX violated duties owed to the Trusts and the certificate-hold- ers;
• Obtain[ing] financial benefits at the expense of
the certificate-holders of both Trusts while failing
to fulfill its duties; and
• Knowingly distribut[ing] false and fraudulent
data to the certificate-holders regarding the Trusts."

• Pursu[ing] unnecessary litigation against borrowers and guarantors of loans in a manner that
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(Pl.'s Br. in Resp. to Wells Fargo's Mot. for Summ.
J. ("Pl.'s Resp. to Wells Fargo's MSJ") 1-2).
Based on these allegations, on February 13, 2006,
SFE filed its Original Complaint-Class Action (doc.
1) claiming breach of fiduciaiy duty, breach of contract, and RICO violations against Wells Fargo,
Orix Capital, Orix Partnership, Orix USA, and the
individual Defendants. On April 10, 2006, SFE
filed its First Amended Complaint-Class Action
(doc. 5), adding claims of negligence and gross
negligence. After Defendants filed two separate
motions to dismiss, SFE was granted leave to file
an amended complaint and filed its Second
Amended Complaint-Class Action on June 26,
2006. The Court struck SFE's class allegations on
August 28, 2006 for failure to timely file a motion
for class certification and ordered SFE to file an
amended complaint removing its class allegations.
SFE thereafter filed its fourth complaint, styled
Plaintiffs Second Amended Complaint, which is
the live complaint, on September 11, 2006.
*4 On August 3, 2007, Wells Fargo filed the instant
motion for summary judgment (doc. 314) arguing
that: (1) SFE lacks Article III standing to bring this
suit because it has no damages; (2) SFE has no
evidence of racketeering activity by Wells Fargo;
(3) SFE cannot establish a breach of fiduciary duty
by Wells Fargo; (4) SFE has no evidence to support
a negligence or gross negligence claim against
Wells Fargo; and (5) the PSA's relieve Wells Fargo
of liability for SFE's claims. (Wells Fargo's Br. In
Supp. of its Mot. for Summ. J. ("Wells Fargo's
Br.")). The Orix Defendants also moved for summary judgment (doc. 318) based on the following:
(1) SFE cannot show demonstrable damage; (2)
SFE lacks standing to assert claims on behalf of the
trusts making summary judgment appropriate on all
of its inherently derivative claims; (3) the individual Defendants cannot be liable for alleged breaches
of the PSA's; (4) there is no evidence that the individual Defendants committed any tortious acts; (5)
there is no evidence that Orix USA is liable for any
of SFE's claims including breach of the PSA's or

the alleged torts; (6) SFE's claims against the Orix
Defendants are barred by the "no-action clause" in
the PSA's; (7) SFE is bound by the waivers and disclaimers of liability in the PSA's; (8) summary
judgment is appropriate on SFE's RICO claims under both the "No-Evidence" motion for summary
judgment and traditional motion for summary judgment standards; (9) any claim for negligence or
gross negligence is impermissibly duplicative of the
alleged contract claim; and (10) any claim for
breach of fiduciary duty is impermissibly duplicative of the alleged contract claim. (Orix's Br.). SFE
responded to these motions for summary judgment
on August 23, 2007 (docs.388, 390). On September
7, 2007, Wells Fargo filed its Motion to Strike Certain of Plaintiffs Summary Judgment Evidence
(doc. 438), and Orix filed Objections and Motion to
Strike Plaintiffs Evidence in Support of Its Response to the Orix Defendants' Motion for Summary Judgment (doc. 448). Wells Fargo and Orix
filed their summary judgment replies on September
7, 2007 (docs.450, 454). Both motions for summary
judgment, being fully briefed, are now ripe for adjudication. Despite all of these allegations and arguments, these motions for summary judgment boil
down to: (1) the admissibility of the evidence SFE
submitted in response to the motions for summary
judgment, (2) the choice of law for SFE's causes of
actions; (3) whether SFE has presented sufficient
evidence of injury and causation to establish Article
III standing; and (4) whether SFE has presented
sufficient evidence of damages to support each of
its causes of action.
II. Orix and Wells Fargo's Motions to Strike
Thomas Arjmandi's Declaration
As a prelude to reviewing the motions for summary
judgment, the Court will address the Defendants'
arguments that SFE's summary judgment evidence
is inadmissible. When determining the admissibility
of evidence on a motion for summary judgment,
courts generally apply the same standards and rules
that govern the admissibility of evidence at trial.
Donaghey v. Ocean Drilling & Exploration Co.,
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974 F.2d 646, 650 n. 3 (5th Cir.1992) (citing
Lavespere v. Niagara Machine & Tool W orks, Inc.,
910 F.2d 167, 175-76 (5th Cir.1990), abrogated on
other grounds by Little v. Liquid A ir Corp., 37
F.3d 1069, 1076 n. 14 (5th Cir.1994)). Orix contends that the declaration of Thomas Arjmandi
("Arjmandi"), SFE's corporate representative and
president, is inadmissible because it contradicts his
former deposition testimony that he could not
quantify SFE's damages. FN4 (Orix Reply Br. 4).
Orix also claims that Arjmandi's Declaration is an
"eleventh hour ambush" and that he is not qualified
to testify as an expert (Orix's Mot. to Strike 25-26
(citing KW Plastics v. U.S. Can Co., 131 F.Supp.2d
1289, 1295 (M.D.Ala.2001)). Similarly, Wells
Fargo claims, in its motion to strike SFE's summary
judgment evidence, that Arjmandi's declaration
contains inadmissible hearsay and improper lay
opinions and contradicts SFE's designated 30(b)(6)
deposition testimony. (Wells Fargo's Mot. to Strike
4).
FN4. While the Court has not relied on
these arguments, Wells Fargo contends
that Arjmandi is incompetent to testify because he is neither an expert nor an owner
of the certificates. (Wells Fargo's Reply 7).
He also never represented that he was familiar with the market value of the certificates, which Wells Fargo claims is a prerequisite to testimony by an owner. (Id.).
A. SFE's Evidence
*5 The Court will first examine SFE's evidence and
then analyze whether the evidence SFE submitted
in response to the motions for summary judgment is
admissible. In its initial disclosures, SFE stated that
it "has not yet made an exact calculation of any
damages owing to it by the Defendants."(Wells
Fargo App. 115, Orix App, 472). SFE listed nine
categories of damages, placing monetary amounts
on three of themP s In its First Supplemental Rule
26 Disclosures, SFE claimed its damages were the
purchase price of the certificates of $165,000 or

their diminishment in value of no less than $24,700.
(Orix App. 478; Wells Fargo App. 1432). It also
listed quantities for gains and fees earned by the
Defendants. F1`'6 In its interrogatory responses, SFE
claimed that the certificates were worthless and that
SFE lost at least $164,700. (Orix App. 485). SFE
objected to subsequent interrogatories requesting
injuries for its causes of actions stating that the interrogatories were vague, ambiguous, overbroad,
duplicative, requested a legal conclusion, and attempted to limit damages. (Orix App. 489-92). SFE
referred to its responses to disclosures and expert
testimony and stated that the Defendants have not
provided information on this subject. (Orix App.
489-92). SFE stated that it is entitled to recover the
purchase price of the certificates or their diminishment in value and the gains made by the Defendants. (Orix App. 489-92). When requested to detail
the amount and method of calculating damages,
SFE made similar objections and stated that it was
entitled to the purchase price of the certificates of
$165,000 or the lost market value of no less than
$24,700. (Orix App. 492-93).
FN5. SFE listed the following categories
of damages:"(a) Amounts overbilled to the
MLMI and FULBBA Trusts, an amount in
excess of $10 million, for improper litigation expenses. (b) Amounts of improper
fees, advancement reimbursements, and interest paid to Defendants in an amount to
be discovered. (c) The purchase price of
the MLMI and FULBBA Certificates purchased by Plaintiff in an amount of approximately $164,700. (d) All payments
made to the ORIX Conspirator Defendants
with respect to their '13 Pieces' after the
date on which such certificates should have
been 'junked' and to the extent the losses
sustained by the FULBBA and MLMI
Trusts exceeded the par value of the B
Pieces investment, an amount to be discovered .(e) The amount of profits the
ORIX Conspirators gained through sale of
the improperly inflated and continued '13
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pieces,' an amount believed to be in excess
of $20 million dollars. (f) Any other gains
realized from the breach of fiduciary obligations by Defendants, an amount to be discovered. (g) Amounts lost to the Trust as a
result of the performing loans which were
foreclosed by ORIX with Wells Fargo's
blessing, an amount to be discovered. (h)
Amounts gained by Defendants from improper foreclosure on performing loans or
by reselling foreclosed properties to itself
or entities with which Defendants had an
affiliation, an amount to be discovered .(i)
The value of Wells Fargo's 'Master Servicing Right' assets attributable to its involvement with the MLMI and FULBBA
Trusts, an amount to be discovered."(Orix
App. 473; similar list at Wells Fargo
Sealed App. 11).
FN6. SFE listed the following categories
of damages: "(a) Amounts of master servicing, special servicing, trustee, and other
fees (such as modification fees, late
charges, default interest, and defeasance
fees), paid to Defendants in connection
with their activities for the MLMI and
FULBBA Trusts, an amount exceeding
$29,355,497. (b) Amounts of interest paid
to Defendants on advances and expenses
(including principal and interest advances,
litigation advances, and custodial balances), an amount exceeding $1,865,814.
(c) The purchase price of the MLMI and
FULBBA Certificates purchased by SFE,
an amount of $165,000, or their diminishment in value, an amount no less than
$24,700. (d) Distribution payments made
to the ORIX Defendants with respect to
their '13 Pieces,' an amount no less than
$20,000,000. (e) The amount of profits the
ORIX Defendants gained through sale of
their 'B pieces' in the MLMI and FULBBA
Trust, an amount no less than $40,000,000.
(f) Amounts gained by Defendants from

sale of collateral properties for liquidated
loans not credited to the Trusts, an amount
no less than $4,500,000. (g) Any other
gains or profits or benefits Defendants received in connection with their activities
for the MLMI and FULBBA Trusts, such
as diverting settlement amounts through
non-Trust accounts or improper purchases
of Trust assets. (h) Any tax penalties
suffered by SFE as a result of improper actions of the Defendants in connection with
administering the Trusts. (i) The value of
Wells Fargo's 'Mortgage Servicing Right'
assets attributable to its involvement with
the MLMI and FULBBA Trusts,"(Orix
App. 478; Wells Fargo App. 1432).
In his July 12, 2007 deposition, less than a month
before the Defendants filed their motions for summary judgment, Arjmandi stated that he was not
aware of any lapse in payment of interest on the
certificates and had not calculated any damages resulting from lack of interest payments. (Orix App.
502-503). The following exchange also occurred:
Q. Has SFE been damaged because of its holdings in the MLMI and FULBBA certificates? A. I
believe so, yes. Q. Can you quantify that damage? A. Numerically? Q. Yes. A. No, not as I sit
here right now.... Q. No. Do you plan on testifying at the trial of this case as to the value of the
certificates. A. I don't know what the particular
plans are at trial. Q. Do you have any reason to
believe that you are qualified to opine as to the
value of the certificates SFE holds in the MLMI
and FULBBA trusts? A. Well, I do know that an
expert has been retained, I believe, whose testimony will be on the damages to the certificates
by the underlying activities of the servicer and
the trustee. Q. That is Victor Moore? A. Correct.
Q. So you believe Victor Moore will testify or attempt to value SFE's certificates, is that your understanding? A. And the damages therein, 1 believe so.
(Orix.App.502-04). On July 30, 2007, Victor
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Moore testified that he had no opinion on damages
and whether the Defendants' actions caused damages to SFE, that he was not asked to look at damages, and that he could not quantify the value of the
certificates, (Orix App. 512-514, 517). SFE's expert
Eli Clark stated that he believed SFE suffered financial harm stating that:
*6 to the degree that they have received interest
payments on time but those interest payments
have come at a cost, I think that would harm their
interest in the long-term. And then you have ... a
separate question as to whether or not-the underlying bonds and earned certificates have also
been diminished in value.
(Orix App. 526). Clark stated that he would not
testify regarding the value of SFE's certificates and
that this was outside of his legal expertise. (Orix
App 526-27).
On August 23, 2007, in its response to Wells
Fargo's motion for summary judgment, SFE submitted a declaration of Thomas Arjmandi, also
dated August 23, 2007, reciting the purchase price
of the certificates and stating that the Charles
Schwab account statements he obtained from the
online account reflect a decline of $25,464. (SFE
App. 1570-75). In his declaration, Arjmandi also
stated,
Further, based on my familiarity with these investments and my review of their performance,
coupled with the knowledge that I have gained
regarding the manner in which the MLMI and
FULBBA Trusts have been managed by the
ORIX Defendants and Wells Fargo, it is my assessment that these certificates have been significantly diminished below the stated market
price-if not rendered valueless-because I cannot
now in good faith sell the certificates to a new
buyer in light of the knowledge I have regarding
past and present actions of Defendants. Specifically, I would have to fully disclose the Defendants' violations of duties owed to SFE and other
certificate-holders which threaten the investments
and will likely result in losses to future holders.

(SFE App. 1572). In addition, SFE cites authority
for the proposition that an owner of property or a
business may testify regarding damages to the property. (Pl.'s Resp. to Wells Fargo's MSJ 9-11 ).
B. Analysis
Federal Rule of Civil Procedure 26(a)( I )(C) requires disclosure of "a computation of any category
of damages claimed by the disclosing party ..."
Rule 37(c)(1) provides that a party who "without
substantial justification" fails to disclose information required by Rule 26(a)"is not, unless such failure is harmless, permitted to use as evidence at a
trial, at a hearing, or on a motion any witness or information not so disclosed ..." Interpreting these
rules, Design Strategies, held that the plaintiff had
"not provided sufficient discovery regarding the
amount of or basis for calculating damages based
on alleged lost profits" and could not provide evidence of lost profits at trial. Design Strategies, Inc.
v. Davis, 367 F.Supp.2d 630, 633, 636
(S.D.N.Y.2005). The plaintiffs disclosed financial
statements did not provide a method for calculating
the profits that it would have earned if it had been
awarded the contract. Id. at 635.The court reasoned:
While the financial statements may indicate
Design's standard profit margin, they do not
provide any basis on which to calculate the specific sum of money that the Contentville Project
would have generated had it been awarded to
Design, nor the percent of that sum that Design
would retain.
*7 Id. In Szusterman, the Court excluded evidence
of damages because the plaintiff had not furnished
the methodology for calculating damages and had
stated in his deposition that he did not know how he
calculated the figure. Szusterman v. A moco Oil Co.,
112 Fed. Appx. 130, 131-32 (3rd Cir.2004). Similarly, in KW Plastics, the Court excluded the expert's unjust enrichment calculations as violations
of Rule 26(a)(2)(B) because he did not seek to
quantify this type of damages in his earlier reports
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or pleadings:
To allow McGowan to testify as to unjust enrichment, when he has never shown any prior inclination for doing so, would reward U.S. Can for its
misdeeds and countenance an end-run around the
Federal Rules of Civil Procedure and the orders
of the court. Such litigation tactics, which are
neither justified nor harmless, cannot stand.
131 F.Supp.2d at 1295-96.
While KW Plastics, Design Strategies, and Szusterman involved exclusion of evidence at trial, Rule
37(c)(1) has been applied to exclude an expert affidavit filed in response to a motion for summary
judgment because it was untimely. Trost v. Trek Bicycle Corp., 162 F.3d 1004, 1006 (8th Cir.1998);
see also Brainard v. A m. Skandia Life A ssurance
Corp., 432 F.3d 655, 664 (6th Cir.2005) (excluding
an expert affidavit submitted in response to a motion for summary judgment because it was substantially different from the expert report). In 7'rost, the
Court reasoned that the defendant had prepared its
motion for summary judgment, in part, based on the
lack of expert evidence to support the plaintiffs
claims and that the defendant would be prejudiced
because of lack of time to refute the evidence at trial. Id. at 1008-09.Finally in Omaha Public, the
Court excluded an affidavit in response to a motion
for summary judgment because the opinion had not
been previously disclosed, the plaintiff did not
present an explanation for the lateness, the defendant would be prejudiced because trial was less than
three months away, and the defendant had moved
for summary judgment because there was no expert
testimony. Omaha Pub. Power Dist. v. Siemens . A ktiengesellschaft, 2002 WL 826830, at *3-*5
(D.Neb.2002).
In this case, Rule 37(c)(1) should preclude this
Court from considering Arjmandi's affidavit. Like
the plaintiffs in S'zusterman and KW Plasti •s, Arjmandi did not purport to quantify SFE's damages in
his deposition and indicated that he could not do so.
Furthermore, as in Design Strategies, SFE has not
provided a method for calculating the value of the

certificates. This failure to comply with the Rule
26(a)(1)(C) requirement of the disclosure of computations of damages should result in exclusion of
the evidence unless the party has substantial justification or the failure was harmless. FED. R. CIV.
P. 37(c)(1). SFE has not offered any
justification, FN7 and the Court finds that the Defendants would be harmed by the evidence because,
like the defendants in Trost and Omaha Public,
they relied on the lack of damages evidence in preparing their motions for summary judgment. Accordingly, the Court excludes Arjmandi's affidavit
and will not consider it for purposes of this motion
for summary judgment.
FN7. SFE did not file a response to Orix or
Wells Fargo's motion to strike evidence.
*8 In addition to Rules 26(a)(1)(C) and 37(c)(1),
Federal Rule of Civil Procedure 30(b)(6) also supports exclusion of Arjmandi's affidavit. Rule
30(b)(6) provides:
A party may in the party's notice and in a subpoena name as the deponent a public or private
corporation or a partnership or association or
governmental agency and describe with reasonable particularity the matters on which examination is requested. In that event, the organization
so named shall designate one or more officers,
directors, or managing agents, or other persons
who consent to testify on its behalf, and may set
forth, for each person designated, the matters on
which the person will testify ... The persons so
designated shall testify as to matters known or
reasonably available to the organization ...
FED. R. CIV, P. 30(b)(6). Federal courts have interpreted this rule as prohibiting a 30(b)(6) representative from disclaiming the corporation's knowledge of a subject at the deposition and later introducing evidence on that subject. See lerardi v. Lorillard, Inc., 1991 WL 158911, at *3 (E.D.Pa.1991).
For example, in Rainey, the defendant's 30(b)(6)
corporate representative stated that he did not know
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whether he knew what percentage of the plaintiffs
time was spent on exempt functions. Rainey v. A m.
Forest & Paper A ss'n, Inc., 26 F.Supp.2d 82, 92
(D.D.C.1998). In response to the plaintiffs motion
for summary judgment, the defendant filed an affidavit of a former employee quantifying the
plaintiffs work. Id, at 93-94.The Court excluded
this affidavit reasoning that Rule 30(b)(6) required
the defendant to prepare its designee to give binding answers. Id. at 94.Unless it can prove that the
information was not known or was inaccessible, a
corporation cannot later proffer new or different allegations that could have been made at the time of
the 30(b)(6) deposition. Id. (citing Ierardi, 1991
WL 158911, at *3).Rule 30(b)(6)"aims to prevent a
corporate defendant from thwarting inquiries during
discovery, then staging an ambush during a later
phase of the case."/d at 95;see also United States
v . T ay lor, 166 F.R.D. 356, 362
(M.D,N.C.I996) ("[I]f a party states it has no
knowledge or position as to a set of alleged facts or
area of inquiry at a Rule 30(b)(6) deposition, it cannot argue for a contrary position at trial without introducing evidence explaining the reasons for the
change"); lerardi, 1991 WL 158911, at *3 ("Under
Rule 30(b)(6), defendant has an obligation to prepare its designee to be able to give binding answers
on behalf of H & V. If the designee testifies that H
& V does not know the answer to plaintiffs' questions, H & V will not be allowed effectively to
change its answer by introducing evidence during
trial. The very purpose of discovery is 'to avoid
`trial by ambush.' ' ") (quoting Fed. Deposit Ins.
116 F.R.D.
Corp. v. Butcher,
196, 201
(E.D.Tenn. 1 986)).
In his July 12, 2007 deposition, Arjmandi stated
that as he sat there he could not quantify the
plaintiffs damages. When asked if he was qualified
as an expert to testify, he responded that he believed SFE would have an expert to testify. In response to the Defendants' motions for summary
judgment, Arjmandi filed a declaration purporting
to quantify the damages. Because Arjmandi previously testified that he could not quantify the dam-

ages and has not offered an explanation for his
change in position, his affidavit should be excluded
under Rule 30(b)(6). Accordingly, Orix and Wells
Fargo's motions to strike the portion of Arjrnandi's
declaration placing a value on the certificates are
GRANTED.Having determined that Arjmandi's declaration should be excluded, the Court now turns
to the motions for summary judgment."
FN8. The Court need not consider the Defendants' other motions to exclude SFE's
evidence because it finds in favor of the
Defendants on all of SFE's claims.
III. Wells Fargo and Orix's Motions for Summary Judgment
A. Summary Judgment Legal Standard
*9 Under Rule 56(c) of the Federal Rules of Civil
Procedure, summary judgment is appropriate when
the pleadings and record evidence show that no
genuine issue of material fact exists and that the
movant is entitled to judgment as a matter of law.
Little v. Liquid A ir Corp., 37 F.3d 1069, 1075 (5th
Cir.1994)."[T]he substantive law will identify
which facts are material." A nderson v. Liberty
Lobby, Inc., 477 U.S. 242, 248, 106 S.Ct. 2505, 91
L.Ed.2d 202 (1986). Only disputes about material
facts will preclude the granting of summary judgment. Id .
The burden is on the summary judgment movant to
prove that no genuine issue of material fact exists.
Latimer v. SmithKline & French Lab., 919 F.2d
301, 303 (5th Cir.1990). If the non-movant bears
the burden of proof at trial, the summary judgment
movant need not support its motion with evidence
negating the non-movant's case. Rather, the movant
may satisfy its burden by pointing to the absence of
evidence to support the non-movant's case.
Id.; Little, 37 F.3d at 1075.
Once the movant has met its burden, the nonmovant must show that summary judgment is not
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appropriate. Little, 37 F.3d at 1075 (citing Celotex
Corp. v. Catrett, 477 U.S. 317, 325, 106 S.Ct. 2548,
91 L.Ed.2d 265 (1986))."This burden is not satisfied with 'some metaphysical doubt as to material
facts,'... by `conclusory allegations,' ... by
`unsubstantiated assertions,' or by only a 'scintilla'
of evidence."Id. (quoting Matsushita Elec. Indus.
Co. v. Zenith Radio Corp., 475 U.S. 574, 586, 106
S.Ct. 1348, 89 L.Ed.2d 538 (1986)). The nonmoving party must "come forward with 'specific
facts showing that there is a genuine issue for trial.'" Matsushita, 475 U.S. at 587 (emphasis in original) (quoting FED. R. CIV. P. 56(e)). To determine whether a genuine issue exists for trial, the
court must view all of the evidence in the light most
favorable to the non-movant, and the evidence must
be sufficient such that a reasonable jury could return a verdict for the non-movant. A nderson, 477
U.S. at 248; Munoz v. Orr, 200 F.3d 291, 302 (5th
Cir.2000).
B. Choice of Law

Before turning to the merits of the motions for summary judgment, the Court must decide whether
Texas or New York law governs SFE's state law
causes of action. In deciding the appropriate law to
apply to the party's state-based claims, the Court
applies the choice-of-law rules of the forum state,
here being Texas. Mayo v. HartfOrd Life Ins. Co.,
354 F.3d 400, 403 (5th Cir.2004). Absent a valid
choice-of-law agreement, Texas courts apply the
"most significant relationship" test of the Restatement (Second) of Conflict of Laws. Id. The parties
agree that federal law governs SFE's RICO claims
and New York law governs the breach of contract
claims and defenses in this case. The contract
claims are based on the PSA's which contain a
choice-of-law provision providing:
This Agreement and the Certificates shall be construed in accordance with the internal laws of the
State of New York applicable to agreements
made and to be performed in said State, and the
obligations, rights and remedies of the parties

hereunder shall be determined in accordance with
such laws without regard to conflicts of law principles.
*10 (Orix's Supplemental Br. In Supp. of Their
Mot. to Dismiss 5). Under Texas law, if the parties
have agreed to an enforceable choice of law clause,
the court will apply the law of that state to contract
claims. Resolution Trust Corp. v. Northpark Joint
V enture, 958 F.2d 1313, 1318 (5th Cir.1992). Accordingly, the Court agrees with the parties that
New York law governs the breach of contract
claims and federal law governs the RICO claims.
The parties, however, disagree about whether Texas
or New York law governs the tort claims. Wells
Fargo argues that the PSA's' choice of law provision demonstrates that New York law "has a significant relationship to the Trusts and the obligations
created as a result of them."(Wells Fargo's Br. 26 n.
16). SFE's claims involve the trusts, and the trusts
are centered in New York.(M.). New York is where
the depositor for the MLMI Trust is located, where
two-thirds of the mortgage loan sellers are located,
and where the financing occurred. (Id.). As for the
FULBBA Trust, the depositor is based in New
York, and the mortgage loan sellers are either registered in New York or a state other than Texas.
(Id.). Also, the financing for that trust occurred in
New York. (Id.). Wells Fargo is not a Texas formed
entity and its principal place of business is not
Texas. (Id.). Wells Fargo also argues that SFE's
location in Texas is not controlling. (Id. (citing
Jackson v. W . Telemarketing Corp. Outbound, 245
F.3d 518, 523 (5th Cir.2001)). Orix has argued that
the negligence and gross negligence claims "will be
governed by the choice-of-law provision because
they depend upon an 'interpretation and enforcement' of the PSAs." F"(Orix Supplemental Br. In
Supp. of Their Mot. to Dismiss 6). Orix points out
that the underlying duty in SFE's negligence and
gross negligence claims is that Orix failed to meet
the servicing standard in the Trusts and the servicing standard is defined in the PSA's. (ld. at 6-7).
Orix also claims that the breach of fiduciary duty
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claim relies on interpretation of the PSA's. (Id. at 7).
FN9. Orix cited Red Roof Inns, Inc. v.
Murat lIoldings, LLC, 2006 WI, 2458563,
at *5 (Tex.App.-Dallas 2006) for the proposition that the tort claims should be governed by Texas law because they depend
upon an " 'interpretation and enforcement'
of the PSA's."However, this opinion was
subsequently withdrawn and substituted
with an opinion stating, "A choice of law
provision in a contract that applies only to
the interpretation and enforcement of the
contract does not govern tort claims." Red
Roof Inns, Inc. v. Murat Holding, LL, 223
S.W.3d 676, 684 (Tex.App.-Dallas 2007,
no pet. h.) (citing Stier v. Reading & Bates
Corp., 992 S.W.2d 423, 433 (Tex.1999)).
In Red Roof Inns, the Court held that even
though the franchise agreement contained
a choice of law provision in favor of Ohio
law, the claims for tortious interference,
Louisiana Unfair Trade Practices Act violation, fraud/negligent misrepresentation,
and breach of fiduciary duty would be governed by Louisiana law. Id at 685.The
breach of fiduciary duty claim was based
on the actions and statements of the officers in inspecting the hotel and the fraud/
negligent misrepresentation claim was
based on failure to disclose certain information. Id.
On the other hand, SFE argues that it and Orix have
their primary places of business in Texas. (Pl.'s
Resp. to Wells Fargo's MSJ 6 n. 2). Wells Fargo is
neither a Texas nor New York resident but "does
significant business in Texas and knew or should
have known that the servicing activities it had a fiduciary duty to monitor would be performed in
Texas."(Id.). All of the servicing activities "were
performed (or at least controlled) in Texas."(M.).
Finally, SFE contends that it purchased its certificates and suffered its injuries in Texas. (Id.).

The Court will consider the following factors when
applying choice of law principles to tort cases: "(a)
the place where the injury occurred, (b) the place
where the conduct causing the injury occurred, (c)
the domicil[e], residence, nationality, place of incorporation and place of business of the parties, and
(d) the place where the relationship, if any, between
the parties is centered." Hughes W ood Prods., Inc.
v. W agner, 18 S.W.3d 202, 205 (Tex.2000) (citing
RESTATEMENT (SECOND) OF CONFLICT OF
LAWS § 145(2) (1971); Gutierrez v. Collins, 583
S.W.2d 312, 318-19 (Tcx.1979))."Although the
number of contacts is relevant, the qualitative
nature of the contacts controls." Jackson, 245 F.3d
at 523.
*11 Considering these factors, the first factor
weighs in favor of the application of Texas law because SFE's alleged injury occurred in Texas. SFE's
breach of fiduciary duty, negligence, and gross negligence claims are based on Orix's servicing activities and Wells Fargo's "looking the other way" from
those activities. (SAC 1111 199-205, 220-26). Therefore, as for the second factor, the conduct causing
the injury occurred at or was controlled from Orix's
place of business in Texas. The third factor also favors Texas law because SFE and Orix have their
primary places of business in Texas and are incorporated outside of Texas and New York while
Wells Fargo has its principle place of business in
South Dakota, not New York. (Id. at 5). Finally,
the fourth factor, where the relationship is centered,
may weigh in favor of New York law because the
parties are related based on the New York Trusts.
However, in light of the other factors, the Court
concludes that the tort claims have a more significant relationship to Texas than New York. Accordingly, the Court will apply Texas law to the negligence, gross negligence, and breach of fiduciary
duty claims.
C. Wells Fargo's Motion for Summary Judgment-Standing
Both Wells Fargo and Orix base their motions for
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summary judgment on SFE's lack of evidence of injury or damages. Wells Fargo argues that SFE lacks
Article III standing because it failed to establish injury-in-fact. Orix argues that SFE has failed to
provide evidence of damages, which is an essential
element of each of its causes of action. These arguments are related in that they are based on the same
lack of evidence; however, they each require a different legal analysis. The Court will first address
Wells Fargo's standing argument and then turn to
Orix's lack of damages argument as an alternative
basis for granting summary judgment. Either of
these arguments alone would provide adequate
grounds for granting summary judgment on all of
SFE's claims,
I. A rticle HI Standing Requirements
Wells Fargo contends that SFE has no evidence that
is has suffered an injury-in fact or that any of its alleged injuries were a result of the conduct of Wells
Fargo; therefore, this Court does not have jurisdiction over SFE's claims. (Wells Fargo's Br. 14). The
Court will consider SFE's standing as it relates to
its claims against both Wells Fargo and the Orix
Defendants. It is of no moment that Orix did not
raise a standing argument because the court may
raise the issue of Article III standing sua sponte.
Ford v. NY LCare Health Plans of Gulf Coast, Inc.,
301 F.3d 329, 331-32 (5th Cir.2002) (raising Article 111 standing on appeal when the parties never
raised it and the district court did not consider it).
In this case, SFE had the opportunity to address the
issue of standing in its response to Wells Fargo's
motion for summary judgment.
In order to have standing in federal court under Article III, a plaintiff must establish the following elements: (1)injury-in fact which is "concrete and particularized" and "actual or imminent not conjectural
or hypothetical;" (2)"a causal connection between
the injury and the conduct complained of;" and
(3)likelihood, as opposed to mere speculation, "that
the injury will be redressed by a favorable decision." Id. at 332."The party invoking federal jur-

isdiction' bears the burden" of proving these elements, and failure to establish one of them will deprive the federal court of jurisdiction. Id. (citations
omitted)."At the summary judgment stage, 'the
plaintiff can no longer rest on ... mere allegations,
but must set forth by affidavit or other evidence
specific facts' validating his right to standing."Id. at
332-33 (quoting Lujan v. Defender's of W ildlife, 504
U.S. 555, 561, 112 S.Ct. 2130, 119 L.Ed.2d 351
(1992).
*12 The Fifth Circuit has held that a plaintiff does
not establish standing when it cannot establish injury or causation. In Riviera, the plaintiff claimed
that she bought and used a drug, that the drug manufacturer did not provide enough warnings, that the
drug was defective, that other people were injured
by the drug, and that she had a claim for the money
she used to purchase the drug. Riviera v. W yeth-,4yerst Labs., 283 F.3d 315, 319 (5th Cir.2002). The
plaintiff claimed that the loss of cash was an economic injury and offered suggestions for how the
court could calculate damages. Id. at 319.The Court
stated that "[Merely asking for money does not establish an injury in fact" and held that the plaintiff
did not demonstrate injury or causation. Id at 319,
321.
ln another Fifth Circuit case, the Court held that a
plaintiff who failed to provide evidence of causation lacked standing. Ford, 301 F.3d at 333. In
Ford, an orthopedic surgeon claimed that the defendant HMO's had falsely advertised that "their
management techniques improve health care quality
and that they allow patients and doctors to make
their own treatment decisions."/d at 331.The surgeon claimed that the HMO's' activities undercut
quality and rationed medical care against the will of
doctors, that the cost control policies reduced his
income, and that the HMO's' advertising further reduced doctors' income because it attracted new customers which increased the HMO's' market power
over the price of medical services. Id. The plaintiff
claimed that his injury was the reduction of his income "caused by the defendants' restrictive cost-
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containment policies, which allegedly have the effect of reducing payments to contract
specialists."/d at 333.The Court held that the
plaintiff failed to meet the causation requirement
because he was required to present evidence affirmatively proving that his reduced income resulted
from the defendants' conduct. Id. There was "no
evidence in the record to show that Ford's income
has in fact declined any more than would be expected as a result of events completely unrelated to the
HMO's' activities." Id. The plaintiff could not
identify a patient he had lost as a result of the conduct and presented no evidence that he received
lower payments for his services than he would have
in the absence of the advertisements. Id The Court
explained:
[S]ome or all of the decrease in Ford's income
might have been a result of the fact that "he is not
employed full time as a physician ... and spends a
significant amount of time filming a fishing show
for a sports network."Ford bears the burden of
proving otherwise, and he has not met it.

affidavit stating that if the prices had not been fixed
" 'there would have been many occasions on which
I would have charged more for many of the Schweigert products I sold.' "Id. The Court found that
the affidavit conflicted with his fortner deposition
testimony stating that he did not know if he would
have been able to sell the same amount of products
at a higher price, that he could not remember a specific instance of when he wanted to charge more,
and that he did not know how much he could have
raised prices. Id. at 1296-97.The Court held that the
deposition testimony did not establish a distinct and
palpable injury and that he could not cure this defect with a supplemental self-serving affidavit conflicting with his earlier deposition testimony. Id at
1297.The Court also held that even if the plaintiff
lost money, there was no evidence that the loss was
fairly traceable to the defendants' conduct; therefore, he lacked standing. Id. Having examined the
standard and relevant case law, the Court moves to
the question of whether SFE has established that it
has been injured by the actions of the Defendants.

Id.

2. Standing Based on the V alue of the Certificates

The Seventh Circuit has addressed a situation analogous to the case at hand. In Slowiak, a meat distributor sued corporations claiming that they coerced him into joining a "maximum resale price
maintenance conspiracy in violation of Wisconsin
antitrust law." Slowiak v. Land O'Lakes, Inc., 987
F.2d 1293, 1294-95 (7th Cir.1993). He claimed that
the defendants would have taken action against him
if he had charged prices higher than those on the
circulated list and that he lost profits that he would
have earned if he had been able to set his own
prices. Id. at 1295.The Court held that the plaintiff
did not have Article III standing because he presented no evidence of injury as a result of the conspiracy. Id. at 1296.The plaintiff conceded that his
business had been profitable and at his deposition
stated that he was not sure whether he had lost
profits because of the conspiracy. Id. After the defendants moved for summary judgment for lack of
evidence of injury, the plaintiff filed a supplemental

*13 SFE responded to Wells Fargo's motion for
summary judgment with two claims of damages: (1)
the purchase price of its certificates or their diminution in value and (2) the disgorgement of the gains
made by the Defendants. FNI °(PL's. Resp. to Wells
Fargo's MSJ 4). SFE explained its claim that the
purchase price of its certificates had diminished or
become worthless by stating that when the certificates were first placed in SFE's account they were
worth $163,875, that the March 2007 account statement said they had a market value of $141,214, and
that the latest account statement showed that the
loss had increased to $25,464. (Pl.'s Resp. to Wells
Fargo's MSJ 8-9). To support this proposition, SFE
cited Charles Schwab account statements and the
declaration of Thomas Arjmandi. (SFE App.
576-97; 1571-72). In its response to Orix's motion
for summary judgment, SFE also cited Orix's Motion to Compel Rule 26 Disclosures (doc. 268) and
Joint Status Report on Orix's Motion to Compel

http://web2 . westlaw.com/print/printstream.aspx?prft = HTMLE&ifm=-NotSet&destination.. . 11/26/2008

Case 6:08-cv-00089-RAS

Document 101-9

Filed 11/26/2008

15 of 21
Page 15Page
of 22

Not Reported in F.Supp.2d
Page 14
Not Reported in F.Supp.2d, 2007 WL 4410370 (N.D.Tex.), 69 Fed.R.Serv.3d 986, RICO Bus.Disp.Guide 11,429
(Cite as: 2007 WL 4410370 (N.D.Tex.))
Rule 26 Disclosures (doc. 356) to show that Orix
must concede that the market value of the certificates has declined. (Pl.'s Resp. to Orix's MSJ 9). In
these documents, Orix stated:
FN 10. SFE appears to abandon its argument that its damages include potential tax
consequences to the certificate holders because it does not mention this alleged injury in its responses. SFE's expert has conceded that he is unaware that Wells Fargo
failed to comply with tax regulations to the
detriment of the Trusts. (Wells Fargo App.
42).
[B]ased on information provided to the ORIX
Defendants and its own investigation of SFE's alleged claims, the ORIX Defendants seriously
question whether SFE's damage claim complies
with Rule 11 of the Federal Rules of Civil Procedure as SFE has actually made money on its
purchase. The certificates that SFE acquired for
approximately $165,000 are currently worth approximately $155,500 with SFE already receiving
approximately $31,500 in principal and interest
payments for a net profit of approximately
$22,000.
(doc. 268 at 2 n. 1). Orix also stated, "[B]ased on
the trading records, the certificates are currently
worth approximately $155,500 on the open market, with SFE already receiving approximately
$31,500 in principal and interest payments."(doc.
356 at 3).
With the exception of Thomas Arjmandi's declaration,"'" which the Court excluded in part II
above, SFE has not provided evidence that the
value of its certificates has decreased. SFE does not
meet its burden of coming forward with "specific
facts showing there is a genuine issue for trial" by
citing excerpts from Orix's Motion to Compel Rule
26 Disclosures. Matsushita, 475 U.S. at 587. As in
Riviera, asking for money or reciting the purchase
price does not establish injury. 283 F.3d at 319.
Similar to the plaintiff in Slowiak who conceded
that his business had been profitable, SFE has re-

ceived all interest and principal payments on the
certificates that it is due. Slowiak, 987 F.2d at 1296;
Wells Fargo App. 404. After saying that he did not
know what SFE's damages are, Thomas Arjmandi
may now not defeat summary judgment with a selfserving affidavit. Id. at 1297.SFE has not provided
evidence and may not rest on "mere allegations" at
the summary judgment stage. Ford, 301 F.3d at
332-33. Therefore, SFE does not satisfy the first
element of Article III standing-injury-in-fact.
FN 11. In its response, SFE points to Arjmandi's declaration discussing the Charles
Schwab account records and the Charles
Schwab account records themselves. (SFE
App. 576-97). To the extent that SFE contends that the account records alone are
sufficient evidence of injury, the Court rejects this argument because these records
should be excluded under Federal Rule of
Evidence 702. In V an Der A A Investments,
Inc. v. Comm'r of Internal Revenue, 125
T.C. I, at *4, 2005 WL 1580806
(T.C.2005), the Court refused to consider
as evidence on a motion for summary judgment an Arthur Anderson report describing
the fair market value of the company. The
report was supported by an affidavit of an
officer of the company stating that the
company had engaged Arthur Anderson to
determine this value. Id. The Court
reasoned that since the author had relied on
specialized knowledge to prepare the report, it would not be admissible unless the
author was testifying as an expert. Id at *6
(citing FED.R.EVID. 702). Allowing the
introduction of the report "would allow the
introduction of opinion testimony by lay
witnesses in the form of a report as to scientific, technical, or other specialized matters and would allow an expert to express
his opinions in a report without being subject to cross-examination on the facts and
data underlying that opinion."/d In this
case, admitting the Charles Schwab ac-
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count records would allow SFE to present
evidence of the value of the certificates
without giving the Defendants the opportunity to cross-examine the author of the
report. Wells Fargo made a similar argument with respect to Arjmandi's declaration. (Wells Fargo's Reply 7-8 (citing
FED.R.EVID. 702; W ilson v. W oods, 163
F.3d 935, 937 (5th Cir.1999)) ("Rather, he
[Arjmandi] admits he simply downloaded
and presented as expert evidence account
statements from Charles Schwab. In other
words, rather than presenting an expert
whose opinions and methodology could be
scrutinized, Mr. Arjmandi simply reads the
opinion of a third party [the Charles
Schwab report] who proffers a 'market
value' from time to time, without any explanation of how that term is defined, how
the opinion is developed or the qualification of the individual developing it. This is
no evidence and should be disregarded.").
Wells Fargo did not specifically raise this
objection with respect to the Charles
Schwab account statements themselves;
however, this Court may raise the issue of
the admissibility of evidence sua sponte.
See United States v. W allace, 972 F.2d
344, at *3. (4th Cir.1992).
*14 Furthermore, even if SFE can establish that the
value of the certificates has decreased, it has
provided no evidence that this decrease was caused
by the Defendant's conduct as opposed to fluctuations in interest rates and the declining principal
balance of the certificates. (Wells Fargo's Br. 17).
Wells Fargo explained that certificates trade for
less over time as a result of the repayment of principal and the reduction of the principal balance.
(Wells Fargo's Br. 16 (citing Decl. of Thomas Biafore at App. 7)). The dominant factor in valuing
certificates is the fluctuation of interest rates which
during the time that SFE held the certificates made
risk-free debt valuable and would have caused the
value of SFE's certificates to decrease. (Wells

Fargo's Br. 17 (citing Decl. of Thomas Biafore at
App. 7)). Finally, Wells Fargo claims that the rating
of the certificates and the security of the certificates
has improved since the conduct that SFE complained of was reported in industry publications.
(Wells Fargo's Br. 17(citing Decl. of Barry S.
Schwartz at App. 404)). SFE has the burden of
proving that its "injury" was not caused by factors
unrelated to the Defendants' activities. Wells Fargo
pointed out the lack of evidence of causation, and
SFE did not provide evidence. See Ford, 301 F.3d
at 333. Accordingly, SFE has not met its burden of
proving causation. The Court now turns its attention to SFE's second claim of damages-disgorgement.
3. Standing Based on Disgorgement Damages for
Breach of Fiduciary Duty
SFE claims that it need not show injury in order to
recover disgorgement for breach of fiduciary duty.
(Pl.'s Resp. to Wells Fargo's MSJ 5). As discussed
below in part 111.D.3., the Court agrees that this
proposition is correct under Texas law. However, a
state law cause of action that does not require injury will not give a federal court jurisdiction when
the court lacks Article III standing:
Although standing requirements in state courts
are often less stringent than those of Article III,
the issue lacks relevance here, as standing in federal court is determined entirely by Article Ill
and depends in no degree on whether standing
exists under state law.
Int'l Primate Prot. League v. A dmins. of the Tulane
Educ. Fund 895 F.2d 1056, 1061 (5th Cir.1990)
(citing Phillips Petroleum v. Shotts, 472 U.S. 797,
804, 105 S.Ct. 2965, 86 L.Ed.2d 628 (1985)), rev'd
on other grounds, 500 U.S. 72, 111 S.Ct. 1700, 114
L.Ed.2d 134 (1991), superseded by statute on other
grounds,28 U.S.0 § 1442(a)(1) (as amended 1996),
as recognized in W inters v. Diamond Shamrock,
149 F.3d 387, 397 (5th Cir.1998); see alsol3A
CHARLES ALAN WRIGIIT, ARTHUR R.
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MILLER & EDWARD H. COOPER, FEDERAL
PRACTICE AND PROCEDURE § 3531.14 ("Of
course state rules that recognize standing need not
be honored if Article III requirements are not met.").
The Second Circuit has held that the district court
incorrectly dismissed the complaint based on lack
of standing when the plaintiffs did not allege injury
as a result of the defendant's actions. W alton v.
Morgan Stanley & Co., 623 F.2d 796, 798 (2d
Cir.1980). The Court reasoned that Delaware law
did not require injury for a breach of fiduciary duty
claim. Id The Court also stated:
*15 We need not address the question whether
standing in [a] diversity case is a matter of state
or federal law, for the recognition of standing of
a shareholder to bring a derivative suit for the
profits made by one who allegedly breached a fiduciary duty owed to the corporation accords
with both federal and Delaware notions of standing.
Id at 798 n. 4. This Court need not decide whether
to apply the rule of W alton to a non-derivative
breach of fiduciary duty claim in the Fifth Circuit
because, as discussed below in part 1II.D .3, the
Court has determined that SFE's breach of fiduciary
duty claim would fail on other grounds. Accordingly, the Court GRANTS Wells Fargo's motion
for summary judgment on all of SFE's claims
against Wells Fargo and Orix. The Court turns next
to Orix's motion for summary judgment.
D. Orix's Motion for Summary Judgment-Lack
of Damages as an Element of SFE's Causes of
Actions
1. SFE's RICO, Negligence, and Gross Negligence
Claims
In the alternative, even if SFE could establish
standing, the results would be similar based on
Orix's motion for summary judgment. Orix argues
that summary judgment is proper because SFE has

failed to provide evidence of an essential element
of each of its causes of
action-damages. FN12 (Orix's Br. 13).
FN12. The Court recognizes that there is a
distinction between showing the existence
of damages and quantifying those damages
and that a plaintiff need not present evidence quantifying its damages. Potomac
Elec. Co. v. Electric Motor & Supply', Inc.,
262 F.3d 260, 265 (4th Cir.2001); see also
Dyll v. A dams, 167 F.3d 945, 947 (5th
Cir.1999) (applying Texas law) (quoting
McKnight v. Hill & Hill Exterminators,
689 S.W.2d 206, 207 (Tex.1985)
("Uncertainty as to the fact of legal damages is fatal to recovery, but uncertainty as
to the amount will not defeat recovery.")
However, the Court finds that SFE has not
provided sufficient evidence to show the
existence of damages.
To establish RICO standing, a plaintiff must satisfy
two elements: (1) injury and (2) causation. Price v.
Pinnacle Brands, Inc., 138 F.3d 602, 606 (5th
Cir.1998); see also Commercial Union A ssurance
Co. v. Milken, 17 F.3d 608, 612 (2d Cir.1994)
("[W]ithout provable damages, no viable RICO
cause of action may be maintained."). In First, the
plaintiffs' RICO claim was based on the insurance
company's mailing of an allegedly fraudulent damages assessment report that "(1) failed to consider
the full extent of damage to their home and (2)
made improper repair recommendations." First v.
A llstate Ins. Co., 222 F.Supp.2d 1165, 1170, 1175
(C.D.Ca1.2002). The insurance company had paid
the plaintiffs $158,080.04 for the damage to their
home, and the plaintiffs failed to present evidence
that the damage to their home exceeded that
amount. Id. at 1171.The plaintiffs' expert opined
that the damage to the home was extensive, that the
assessment report was inaccurate and vague, and
that "[b]ased on the vagueness and inaccuracies
noted in the ... report, any attempt at determination
of estimates to repair would be impossible."Id. The
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Court held that the plaintiffs could not survive summary judgment on their RICO claim because there
was no triable issue of fact of whether they were injured by the report. Id. at 1175;see also W aste
Conversion, Inc. v. Rollins Envtl. Servs. (NJ), Inc.,
1989 WL 79768, at * 7-8 (E.D.Pa.1989) (holding
that the plaintiff did not raise a genuine issue of
material fact as to the injury element of its RICO
claim when it alleged that it was injured in its business because it incurred costs including the loss of
its sales contract but did not submit evidence of any
costs).
As for SFE's negligence claims, under Texas
law, a cause of action for negligence or gross negligence requires (1) a legal duty owed by one person
to another, (2) a breach of that duty, and (3) damages proximately caused by that breach. D. Houston, Inc. v. Love, 92 S.W.3d 450, 454 (Tex.2002)
(for elements of negligence); Bykowicz v. Pulte
Home Corp., 950 F.2d 1046, 1053 (5th Cir.1992)
(for elements of gross negligence). Failure to show
damages is an appropriate ground for granting summary judgment on a negligence or gross negligence
claim. Johnson v. Brewer & Pritchard, 73 S.W.3d
193, 211 (Tex.2002) (granting summary judgment
on negligence claim when plaintiff failed to show
damage); Gen. Star Indent. Co. v. Sherry Brooke
RevocableTrust, 243 F.Supp.2d 605, 613
(W.D.Tex.2001) (holding that lack of summary
judgment evidence of causation and damages precludes a tort claim). In W einberg, summary judgment was appropriate on a Washington negligence
claim based on lack of damages when the plaintiff
responded to interrogatories that the amount of
damages would be the subject of an expert report
and that he did not know what his damages were
but later did not update his answers. W einberg v.
W hatcom County, 241 F.3d 746, 750, 752 (9th
Cir.2001). The Court stated, " 'Summary judgment
is appropriate where appellants have no expert witnesses or designated documents providing competent evidence from which a jury could fairly estimate damages.'" Id. at 751 (quoting A /IcGlinchey v.
Shell Chem. Co., 845 F.2d 802, 808 (9th Cir.1988)).
*16

Having established that RICO and negligence
claims require evidence of damages, the Court concludes that SFE has not met this requirement. As
discussed above with respect to SFE's standing,
without Arjmandi's declaration, SFE has failed to
produce any evidence that it has been damaged.
Even if the Plaintiffs evidence of damages was sufficient to survive summary judgment, SFE has produced no evidence that its alleged damages were
caused by the Defendants'actions, which is a requirement of both a RICO claim and a Texas negligence and gross negligence claim. F"Accordingly, summary judgment is appropriate on SFE's
RICO, negligence, and gross negligence claims.
The Court will now consider the requirement of
damages as it relates to SFE's breach of contract
claims.
FNI 3. Wells Fargo moved for summary
judgment on the ground that there was no
evidence that their conduct caused the alleged decline in the market value of the
certificates, and Orix made this argument
in its Reply Brief (Wells Fargo's Br. 16,
Orix's Reply 5-6).
2. SFE's Breach of Contract Claim
Under New York law regarding a breach of contract
claim, even if the plaintiff fails to raise an issue of
material fact as to actual damages, he or she may
proceed to trial to recover nominal damages. VS.
Intl, S.A . v. Boyden W orld Corp., 1993 WL 59399,
at * 8 (S .D.N .Y .1993); Hirsch Elec. Co., Inc. v.
Cully. Servs., Inc., 145 A.D.2d 603, 536 N.Y.S.2d
141, 143 (N.Y.App.Div.1988) (citing FARNSWORTH, CONTRACTS, § 12.8, at 838-839) ("[I]t
is a well-settled tenet of contract law that even if
the breach of contract caused no loss or if the
amount of loss cannot be proven with sufficient
certainty, the injured party is entitled to recover as
nominal damages a small sum fixed without regard
to the amount of the loss, if any."). In Hirsch, the
Court held that the plaintiffs damages claim for
lost profits based on breach of contract was too
speculative and limited the plaintiff at trial to a
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claim for nominal damages. 536 N.Y.S.2d at 142.
Because the Court has found that SFE has not established damages, SFE would be limited to nominal damages for breach of contract at trial.
3. SFE's Breach of Fiduciary Duty Claim
*17 SFE has correctly argued that a plaintiff need
not prove actual damages in order to recover disgorgement of fees for the breach of a fiduciary
duty. Burrow v. A rce, 997 S.W.2d 229, 239-40
(Tex.1999). Therefore, SFE's lack of evidence of
damages will not preclude its breach of fiduciary
duty claim. However, the Defendants argue that
SFE must provide evidence that the Defendants
have derived a benefit resulting from or proximately caused by their breaches of fiduciary duty.
(Orix Reply 2-3; Wells Fargo's Reply 3). Disgorgement is a remedial measure rather than a punitive
one and is limited to "property causally related to
the wrongdoing" at issue. A llstate Ins. Co. v. Receivable Fin. Co., L.L.C., 501 F.3d 398, 413 (5th
Cir.2007) (applying Texas law) (citing SEC v. First
City Fin. Corp., 890 F.2d 1215, 1231
(D.C.Cir.1989))."Accordingly, the party seeking
disgorgement must distinguish between that which
has been legally and illegally obtained."/d; see
also Swinnea v. ERI Consulting Engineers, Inc.,
236 S.W.3d 825, 2007 WL 2447057, at *11-*12
(Tex. App-Tyler 2007) ("[A] fiduciary must account for, and yield to the beneficiary', any profit he
makes as a result of his breach of fiduciary duty. As
explained above, Appellees did not prove any actual damages or reasonably certain lost profits.
Neither did Appellees prove that Swinnea obtained
any ill gotten gains at ERI's expense. Therefore,
there is no evidence to support an award of damages for breach of fiduciary duty, equitable or otherwise."(citations omitted)). The Fifth Circuit recently addressed this issue and held that because
the plaintiffs did not produce evidence regarding
what amount of money the defendant's obtained
through their wrongdoing as opposed to legitimate
activities, the evidence was insufficient to sustain a
disgorgement damages award. FT' 14 A llstate, 501

F.3d at 414. The Court discussed the plaintiffs burden of proving disgorgement damages:
FN14. The standard for summary judgment
mirrors the standard for a directed verdict
and requires "sufficient evidence favoring
the nonmoving party for a jury to return a
verdict for that party." A nderson v. Liberty
Lobby, Inc., 477 U.S. 242, 249-50, 106
S.Ct. 2505, 91 L.Ed.2d 202 (1986).
In actions brought by the SEC involving a securities violation, "disgorgement need only be by a
reasonable approximation of profits causally connected to the violation."However, "in a private
action, the party seeking monetary compensation
may have a greater burden to prove its claim to
the amount requested."
Id. at 413 (quoting First City, 890 F.2d at 1231,
1232 n. 24). The Court declined to determine
whether a private party was required to meet a
more onerous burden because it held that the
plaintiff had not provided a reasonable approximation of what was illegally obtained. Id. This
Court need not make that determination today because it finds that SFE has not provided a reasonable approximation of what Wells Fargo or ORIX
obtained as a result of the alleged breach of fiduciary duty. SFE cites Corporate Interiors v. Pappas, 784 N.Y.S.2d 919, at *6 (N.Y.Sup.Ct.2004)
for the proposition that once SFE presents prima
facie evidence of the Defendants' gains, the burden shifts to the Defendants to demonstrate any
legitimate costs because they are in the exclusive
possession of that information. (Pl.'s Resp. to
Orix's MSJ 8). Here, as explained below, the
Court finds that SFE has not presented evidence
"of the amount [the Defendants] gained as a result of the breach" to establish prima facie evidence of the Defendants' gains. Id.
*18 Turning to SFE's evidence of disgorgement
damages, SFE claims disgorgement of at least
$8,032,907.01 from Orix "in fees and interest on reimbursements for perfortning work as master and
special servicer of the MLMI and FULBBA trusts

hap://web2.westlaw.com/print/printstream.aspx?prft =HTMLE&ifm =NotSet&destination.. . 11/26/2008

Case 6:08-cv-00089-RAS

Document 101-9

Filed 11/26/2008

20 of 21
Page 20Page
of 22

Page 19
Not Reported in F.Supp.2d
Not Reported in F.Supp.2d, 2007 WL 4410370 (N.D.Tex.), 69 Fed.R.Serv.3d 986, RICO Bus.Disp.Guide 11,429
(Cite as: 2007 WL 4410370 (N.D.Tex.))
since January 1, 2005."(P1 .'s Resp. to Orix's MSJ
5-6). SFE supports this amount with Orix's response to an interrogatory requesting the fees
earned for each year from the inception of the
MLMI and FULBBA Trust to the
present.' N ''SFE, in a footnote, claims that its disgorgement gains should not be limited to this
amount because the summary judgment evidence
reveals that Orix earned a higher amount of fees
and that Orix received benefits from its own investments in the trusts as a result of its breach of fiduciary duty. (Pl.'s Resp. to Orix's MSJ 6 n. 2). For
this proposition, SFE cites reports from its expert
Victor Moore quantifying amounts of servicing
fees, special servicing fees, trustee fees, reimbursement of interest on advances, and distributions on
the B pieces "as a result of the servicing relationship that was technically a conflict of interest
between the master servicer (ORIX) and the special
servicer (also OR1X)." (SFE App. 574-75).FN16 As
for Wells Fargo, SFE claims disgorgement fees of
at least $360,460 "in fees since it began serving as
Trustee for the Trusts,"(Pl.'s Resp. to Wells Fargo's
MSJ 5). To support this claim, SFE cites the same
expert report from Victor Moore mentioned above
and a chart identifying fees, which Wells Fargo
produced with its Responses to SFE's First Set of
Interrogatories. (SFE App. 573-75, 1543-45).
FN15. The interrogatory stated: "Please
state the amounts of monies paid by the
MLMI Trust to ORIX Capital Markets,
LLC as Servicer and/or Special Servicer
for each year the inception of the MLMI
Trust to the present for each of the following: (a) repayment of principal and interest
(P & I) advances; (b) repayment of litigation expenses; (c) repayment of other advances; (d) interest paid on P & I advances, advances for litigation expenses,
and other servicing advances; (e) fees for
serving as master servicer; (f) fees for
serving as special servicer and (g) any other fees or reimbursement of expenses."(SFE App. 1551-52). The interrog-

atory for the FULBBA trust was almost
identical. (SFE App. 1558-59).
FN16. SFE also cites pages 237-76 of its
appendix in support of disgorgement damages against Orix and Wells Fargo. This
citation is to several pages of graphs with
no label or any explanation of what these
documents are. The Court will disregard
this evidence.
Other than Victor Moore's conclusory assertion that
these fees were a result of a conflict of interest,
SFE offers no evidence to connect all of the fees
that Orix and Wells Fargo have earned since the inception of the trusts to their alleged breaches of fiduciary duty to SFE. As Wells Fargo points out,
"SFE cannot simply claim that sometime after SFE
became a certificate holder in 2005, Wells Fargo
breached a fiduciary duty and then recover every
cent Wells Fargo has earned for the indenture trustee services it has provided since 1999."(Wells
Fargo's Reply 3-4). Wells Fargo's fees were fixed in
the governing PSA's as a percent of the principal
balances of the loans in the trusts. (Id. at 4). In conclusion, because SFE has not offered a reasonable
approximation of what the Defendants have earned
as a result of their alleged breach of fiduciary duties, SFE is not entitled to disgorgement. See A llstate, 501 F.3d at 413. Accordingly, Wells Fargo
and Orix's motions for summary judgment on the
breach of fiduciary duty claims are granted.FN17
FN17. Because the Court has granted the
Defendants' motions for summary judgment on all of SFE's claims, it is unnecessary for the Court to consider the other
grounds for summary judgment.
IV. Conclusion
For the foregoing reasons, the Court GRANTS the
Defendants' motions to exclude the portion of Arjmandi's declaration identifying the value of the certificates and DENIES as Moot the motions to ex-

http://web2.westlaw.com/print/printstream.aspx?prft =HTMLE&ifm----NotSet&destination.. . 11/26/2008

Case 6:08-cv-00089-RAS

Document 101-9

Filed 11/26/2008

21 of 21
Page 21Page
of 22

Page 20
Not Reported in F.Supp.2d
Not Reported in F.Supp.2d, 2007 WL 4410370 (N.D.Tex.), 69 Fed.R.Serv.3d 986, RICO Bus.Disp.Guide 11,429
(Cite as: 2007 WL 4410370 (N.D.Tex.))
elude other evidence. The Court also GR ^NTS the
Defendants' motions for summary judgment on all
of SFE's claims because SFE has failed to meet its
burden of establishing Article III standing. In the
alternative, even if SFE has established standing,
summary judgment would be appropriate on all of
SFE's claims based on lack of damages except for
the breach of contract claims, which would be limited to nominal damages.
*19 In light of the significant impact that this Order
will have on the case, the Court DIRECTS SFE
and Orix and their lead counsel to hold a faceto-face meeting to discuss settlement of this case
by January 15, 2008.By January 30, 2008, Orix is
ORDERED to notify the Court in writing of (1)
whether the parties have reached a settlement, and,
if not, (2) whether it intends to pursue its counterclaims against SFE. The Court will defer disposition of SFE's motion for summary judgment on
Orix's counterclaims until that time. The trial setting and the deadlines imposed by the scheduling
order (doc. 469) are also stayed until that time. Because Wells Fargo has no counterclaims against
SFE, Wells Fargo is DISM ISSED from this case.
SO ORDERED
N.D.Tex.,2007.
Super Future Equities, Inc. v. Wells Fargo Bank
Minnesota, N.A.
Not Reported in F.Supp.2d, 2007 WL 4410370
(N.D.Tex.), 69 Fed.R.Serv.3d 986, RICO
Bus,Disp.Guide 11,429
END OF DOCUMENT
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Ohio State Journal on Dispute Resolution
2008
Notes
*345 SAVING ALTERNATIVE DISPUTE RESOLUTION IN PATENT LAW: COUNTERING THE EFFECTS
OF THE PATENT TROLL REVOLUTION
David A. Fitzgerald II [FNal]
Copyright (c) 2008 Ohio State Journal on Dispute Resolution; David A. Fitzgerald II
I. Introduction
The patent law field has been ripe for exploitation in the past ten years by "patent trolls"-holders of patents
who do not practice the inventions but instead hold large patent portfolios to exact licensing fees from legitimate
businesses. [FM] The mere threat of lengthy litigation and an impending injunction forces innovative industry
leaders into unfavorable licensing agreements. [FN2] The online auction phenomenon eBay stood up to patent
troll MercExchange in 2006, allowing the United States Supreme Court to deliver a landmark ruling on the issuance of injunctions after patent infringement is *346 found. [FN3] With the termination of patent troll reliance
on automatic injunctions, more corporations will likely follow eBay and take patent trolls to court. fFN41 As
fewer settlements occur outside the courtroom, [FN5] alternative dispute resolution (ADR) in the field stands at
a crucial crossroads. Unless actions are taken immediately, ADR may lose the biggest opportunity it has had to
expand in the critical patent law industry. Part II of this Note provides the recent developments and history in
the patent law field giving rise to the eBay case and describes what happened at the Supreme Court. Part III illustrates the immediate and long-term effects of the eBay decision. Part IV examines the current role alternative
dispute resolution plays in the patent law field. In Part V, several possible solutions to the eBay problem are discussed and analyzed. The best solutions to save alternative dispute resolution in patent law and give hope for
more expansion of ADR into the field are: (1) increasing awareness in the patent law field of ADR alternatives
through formal training; and (2) legislative changes to the Alternative Dispute Resolution Act or the Patent Act
in order to force more parties into ADR processes.
II. The Landmark Decision Against Patent Trolls
A. Historical Context
In patent litigation, once a court found a patent infringed, it originally had the option of fashioning the correct remedy-damages, permanent *347 injunction, or both-for the circumstances. [FN6] The Court of Appeals
for the Federal Circuit was created in 1982 and has exclusive jurisdiction over all patent law appeals and certain
trademark appeals. [FN7] The reasons for creating a separate circuit for patent appellate cases are twofold: (1) to
provide consistency and reliability in the patent laws by removing circuit splits of opinion; and (2) to allow
judges with special patent law experience and expertise to decide cases as opposed to general circuit court
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judges. [171\18] Faced with the task of establishing the proper remedy for infringed patents, the Federal Circuit
fashioned a presumption of automatic permanent injunctions for any case where infringement is found. [FN9]
The Federal Circuit based this presumption upon the nature of patent law itself, which is centered upon the
granting of monopolies of useful articles for a limited period of time in exchange for full disclosure of the useful
article to the public. [FN10]
While the Federal Circuit's automatic injunction presumption did indeed provide consistency in patent law,
this decision opened the door for non-practicing owners of patents-patent trolls-to more effectively threaten
large companies with lawsuits over infringed patents. [FN I I] There have always been legitimate patent owners
who license the rights to make their inventions because they lack the capability to manufacture or capital to invest in the *348 invention. [FN12] The term patent troll appeared when an increasing trend emerged over the
past ten years of companies acquiring patents from true inventors or innovative businesses for the sole purpose
of threatening litigation and extracting license fees from manufacturing companies. [FN13] Despite the grave
consequences a permanent injunction can have on a large business entity, some of these companies have risked
it all to take the patent trolls into court and battle over the validity of patents and infringement. [FN14] Consequently, the mere existence of patent trolls has increased litigation in the patent law field dramatically. [FN15]
Another recent development in patent law occurred when business method patents were affirmed as patentable subject matter under 35 U.S.C. § 101. fFN16] This determination has enlarged the patent field even
more, *349 generating many more opportunities for patent trolls to acquire business method patents and threaten
litigation against legitimate companies. [FN17] Both the business method patent and the automatic injunction
presumption finally came into the spotlight when a patent troll targeted eBay over a business method patent of
online auction services in 2002. [FN18]
B. eBay v. MercExchange

Against the background of rising litigation and increasing patent troll activity, the U.S. Supreme Court granted certiorari to review the Federal Circuit's rule of automatic injunctions. [FN19] Legal debate raged on both
sides as eBay put its own existence on the line by fighting MercExchange in court as opposed to agreeing to the
licensing fees MercExhange desired for the online auction business method patent it possessed. [FN20] Patent
trolls and supporters defended the automatic injunctions as necessary to maintain the vitality of the entire patent
system by guaranteeing the natural rights entitled to patent owners upon infringement. [FN21] Large corporations and many scholars argued otherwise, citing the need to stop rising litigation and undesirable bullying or
*350 enforcement tactics of patent trolls. [FN22] Even Congress weighed in on the patent troll issue in 2005, deciding that injunctions should be harder to get for "non-market participant" companies who are not actively using and making their patented inventions. [FN23] The future of not only eBay and its millions of consumers, but
perhaps also patent trolls hung in the balance as the Supreme Court deliberated in the case. [FN24]
The Supreme Court disagreed with the Federal Circuit, stating that automatic injunctions as a remedy for
patent infringement does not make sense. [FN25] Ironically, the Court brought uniformity to patent law by discarding the Federal Circuit ruling and by making the injunction remedy determination the same as every other
field of law. [FN26] For a patent owner to get an injunctive remedy against an infringer, the owner must win the
balance of the following four traditional equitable factors: (I) irreparable injury to the patent owner; (2) inadequacy of alternative remedies at law; (3) *351 balance of hardships; and (4) public interest. [FN27] The only
surprise in the case was that the Court did not speak explicitly on patent troll activity or try to prevent trolls
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from obtaining injunctions. [FN28] Consequently, the decision will have immediate as well as long-term effects.
III. Effects of the eBay Decision

A. Immediate Effects
In the first lower court applications of the equity four-factor injunction test (eBay rule) for patent cases,
there was enough wiggle room for judges to deny permanent injunctions to most patent trolls because patent
trolls have trouble proving that monetary damages are inadequate. [FN29] The eBay rule has not only affected
business method patents and patent trolls, but also the rest of patent law and other areas of law, such as copyright and trademark. [FN30] Injunctive relief is obviously still possible for many patent owners whose patents
are infringed, but relief has become uncertain for more than just *352 patent owners that are classified as patent
trolls. [FN31] The short term effects of the eBay decision have not been surprising thus far, but time will tell if
district courts can uniformly apply the Supreme Court test and bring the desired consistency the Federal Circuit
is trying to achieve in patent law. [FN32]

B. Long-Term Effects
Although the Supreme Court did not specifically write an opinion or make a rule targeting patent troll activity, the Court did hurt trolls by making it nearly impossible to get a permanent injunction in cases of infringement. [FN33] Patent trolls used to be able to simply rely on the threat of an automatic permanent injunction to
force licensing agreements or settlements out of court. [FN34] Now the accused infringers have little reason to
fear a court ruling against them. Consequently, the uncertainty surrounding the type of relief granted in these
cases will increase the number of cases going to litigation. [FN35] More litigation is a problem for courts and
creates more inefficiency for the corporations and individuals involved in the patent business. [FN36]
*353 In the patent troll context, less negotiation may appear like a good result because patent trolls made negotiation too one-sided and coercive in the past. [F.N37] While the eBay holding was a step in the right direction
to stop the patent troll problem, a further rise in litigation is just as insidious and must be countered. [FN38] The
alternative dispute resolution community has already made inroads into the patent law world, but this recent Supreme Court decision provides an invaluable opportunity for ADR to expand here. [FN39] One of the best ways
to counteract the problem of rising litigation is to make alternative dispute resolution a favorable option to opposing parties. [FN40] Before attacking the problem at hand, a look at how ADR currently operates in the patent
law field is necessary and appropriate.

IV. The Current Role of ADR in Patent Law
Before 1983, no measure of altemative dispute resolution was allowed in patent law disputes. [FN41] Congress enacted legislation in 1983 to allow *354 arbitration and mediation in the field and to overcome the old
presumption that government had a duty to intervene in patent disputes involving any public interest. [FN42]
Over the course of the past twenty years, arbitration and mediation have become increasingly popular among
disputing parties in the patent field. [FN43] The growth of ADR in patent law has been one of the quickestgrowing areas of alternative dispute resolution. [FN44] This section will cover the three widely used alternative
dispute resolution methods in patent law disputes: arbitration, mediation, and negotiation.
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A. Arbitration
Arbitration is basically a form of private judging where a knowledgeable third-party decides the dispute.
[FN45] The lengthy discovery, evidentiary, and appeals processes are all reduced, and these lower levels of
formality help an arbitrator decide a case much quicker than the classic judicial litigation system. [FN46] Arbitration usually arises as part of a contractual agreement to license a patent, and circumstances are rare where two
parties agree to *355 arbitrate a dispute already in progress. [FN47] The key to figuring out the rules and procedures of an arbitration proceeding will thus be found in the arbitration clause itself. [FN48] The two attributes
that make arbitration so desirable in patent law are the overall cost and time savings, and the fact that arbitration
rulings are enforceable at law. [FN49] A final introductory note is that the parties must notify the patent office
of the arbitration award to make the award fully enforceable at law. [FN50]
The nature of patent trolls fighting big corporations usually does not create a friendship between disputants;
however, arbitration can help the parties develop a successful business relationship. [FN51] All patent arbitrations are subject to the Federal Arbitration Act (FAA), which requires courts to recommend-and even forceparties into arbitration if a contractual agreement between the parties indicates that arbitration is to be used.
[FN521 While all patent law appeals go through the Federal Circuit Court of Appeals, limited appeals over patent arbitration agreements usually do not involve patent law at all and, therefore, can be reviewed by other regional circuit *356 courts of appeal. [FN53] The process of arbitration has a solid rule structure and many obvious benefits to patent disputants. Consequently, it comes as no surprise that arbitration is already solidly entrenched in United States patent dispute resolution. [FN54] Arbitration alone cannot completely solve the problem of higher caseloads in public courts involving patent law, [FN55] but there are other alternative dispute resolution methods for disputants to consider.
B. Mediation
Mediation is a completely different procedure from arbitration. [FN56] Arbitration seeks to adjudicate disputes in an alternative forum, whereas mediation attempts to formulate a negotiated solution to the problem at
hand. [FN57] In addition, there are few rules in mediation, and the basis of resolving the dispute lies in the creativity and willingness of the mediator and *357 both parties to work together to come to an acceptable solution.
[FN58] Even if mediation does not bring the parties together to one final solution, the disputants can still find
some common ground which will not need to be litigated in court. [FN59]
Mediation comes in two flavors: court-connected and private. [FN60] Court-connected mediation occurs
when the parties wish to mediate while litigating in court. [FN61] The results of a court-connected mediation are
public (only the settlement portion, not the private discussions with the mediator) and used to help resolve the
litigation. [FN62] Private contractual mediation usually arises from the same contract clause as arbitration in licensing agreements. [FN63] Patent cases do not settle in mediation as frequently as in other fields, so the ADR
community has room to improve the efficiency and success rates for all kinds of patent disputes. [FN64] Certainly in the worst of cases, mediation and arbitration *358 will not provide a solution, and court litigation may
need to be employed to resolve the dispute. However, ADR methods at least give patent disputants a chance to
save themselves from the lengthy and costly trial process. [FN65] There is one fmal possibility before the parties
must turn back to litigation though, and that is negotiation.
C, Negotiation
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Negotiation is not much different from mediation, with the one crucial difference being the lack of a third
party present to help the patties discuss the issues. [FN66] Negotiations can therefore be a little harder and a
little more litigious because the parties have no choice but to work with one another across the bargaining table.
[FN67] The classic method of negotiation is called distributive negotiation or positional negotiation, where both
parties make initial offers and then slowly compromise on terms to meet somewhere in the middle. [FN68] The
more heralded version of negotiation is interest-based negotiation, where creative solutions-which allow mutual
gain and objective criteria-are used to help parties focus on making both parties better off as opposed to each
party focusing on personal positions, [FN69]
In the patent troll context, negotiation most often takes the role of pre-litigation dispute resolution because
licensing agreements are traditionally *359 hammered out in a negotiation. [FN70] One minor problem relevant
to patent troll disputes is that some courts have denied an alleged patent infringer the right to move for a declaratory judgment if the infringer was the party that terminated licensing negotiations. [FN71] The major problem
of one-sided patent troll licensing negotiations has diminished now that the Supreme Court nixed the automatic
injunction presumption. [FN72] This has allowed patent law to move back into the realm of negotiations-as well
as mediations and arbitrations-effectively to resolve disputes. [F1\173] Despite this foothold in the patent law system, the alternative dispute resolution community now needs to come up with more solutions in order to increase
the role these three ADR processes play in patent law disputes.
V. Possible Solutions to the eBay Problem
Knowing that mediation, arbitration, and negotiation are already finding a foothold in the wide world of patent litigation, where can ADR continue to grow and help solve the issue of an increase in litigation from the patent troll problem? There are many avenues to consider, but the most obvious solution is to increase awareness of
ADR possibilities in the field. [FN74] Whether by instituting required formal training for all patent lawyers or
by spreading goodwill through word-of-mouth, ADR offers many possible choices on how *360 to engage the
patent law community further. [FN75] There are also possibilities for stricter requirements on patent licensing
agreements and patent troll companies. [FN761 Furthermore, Congressional action towards expansion in the Alternative Dispute Resolution Act for the patent law field or in the Patent Act itself could help ADR infiltrate a
greater percentage of patent disputes. [FN77] This Congressional action appears to be the best option because
many scholars and attorneys have been notably pushing for patent system reform for the past five years. [FN78]
Each of these possibilities is discussed in tum as follows.
A. Increasing Awareness of ADR Possibilities in Patent Law
Increasing patent lawyer awareness of ADR possibilities must affect both kinds of patent lawyers: prosecutors and litigators. [FN79] Patent prosecutors deal with the transactional side of the business, and their willingness to engage in arbitration or even mediation on behalf of the patent holder is critical to the *361 success of
the ADR process. [FN80] Patent prosecutors develop the ground upon which disputes arise by creating the patents themselves, so an ADR-educated prosecution profession will perhaps help resolve problems before they
start with more careful drafting and filing. [FN8I] Patent prosecutors also have an opportunity to work with
100% of clients (whereas patent litigators only work with the small percentage of clients in• patent disputes), so
prosecutors probably hold a critical role in spreading goodwill about ADR processes to all future patent holders.
[FN82] Proper transactional planning by patent prosecutors can certainly play a role in the reduction of patent
litigation, but the real emphasis should be on educating patent litigators. [FN83]
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Patent litigators must know about ADR and must be taught to encourage or even compel patent disputants to
try mediation or arbitration before taking a long battle into court. [FN84] Litigators have a tendency to think recommending alternative dispute resolution makes them appear weak in the eyes of clients, *362 and this misperception must be corrected if ADR is to flourish in this field. [FN85] Once a client resolves a dispute in mediation or arbitration, the time and money the client will save instead makes the lawyer who recommends these
procedures a hero in the eyes of the client. [FN86] Patent litigators supporting the use of ADR methods can help
decrease litigation from patent trolls. [FN87] The critical issue is not necessarily to whom the virtues of alternative dispute resolution need to be extolled, but more importantly, how these virtues are to be revealed.

1. Word-of-Mouth Recommendations
The first method is just word-of-mouth, which has been an effective way to direct clients and lawyers into
ADR processes since 1983 (at least in patent law). [FN88] As more judges and patent attorneys have positive
experiences using alternative dispute resolution methods, the word will naturally spread to others in the patent
law profession. [FN89] There is not too much to say on this side except that the responsibility for starting this
word-of-mouth *363 recommendations system falls upon the leading ADR scholars as well as leading patent law
scholars. [FN90]
Another method of word-of-mouth recommendations is through patent clientele. [FN91] A similar process
can ensue where large corporations or small inventors have success in patent ADR processes and then advise
other corporations and inventors to do the same. [FN92] Clients spreading the word may be more effective than
the patent lawyer society because clients hold the ultimate decision about whether to utilize ADR. [FN93] While
word-of-mouth will certainly be an easy way to help advance ADR in the patent law field, this alone is not an
adequate solution to the patent troll problem.
2. Additions to the CLE and Law School Required Curriculum
Another possible method is requiring training in alternative dispute resolution as a part of the required continuing education curriculums at all patent firms around the world. [FN94] An emphasis on continuing legal
education (CLE) will not only allow new lawyers to learn what they need to know *364 about ADR, but also the
leading partners and experts of patent firms. [FN95] One argument against this plan is that it may be unrealistic
to expect continuing education requirements to adequately cover this whole new topic while also trying to keep
patent lawyers educated on the cutting edge of technology and science. [FN96] Nevertheless, training in alternative dispute resolution tactics and strategy will not need to be done separately from technical or patent training.
[FN97] ADR could simply be one panel discussion out of four or five in a symposium. [FN98] Practice in ADR
techniques could also come at the same time patent practitioners learn how to work with new technologies; for
example, imagine a CLE course where patent litigators work through three mock cases in a new technological
field, one of which is dealt with in mediation or arbitration. [FN99] Minor changes like these can advance the
ADR agenda in patent law without overburdening the CLE process. [FN100] The only way to truly train current
patent attorneys in the ADR field is to offer more CLE options, and thus it appears to be one of the best options
for spreading the good news about ADR.
*365 The easier half of this formal training initiative is requiring a basic ADR course in all the accredited
law schools in America. [FN101] By training tomorrow's patent law workforce in the nuances and benefits of
ADR, future clients are more likely to hire a patent attorney trained for recommending as well as participating in
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ADR. [FN102] The newly trained lawyers will also be able to gradually convince senior partners of the merits of
ADR in patent law disputes by participating in ADR processes and helping clients come to a fast and inexpensive solution. [FN103] Most schools already offer good training in the ADR field, so the only extra requirement
would be to make an introductory course in ADR mandatory for all students similar to the introductory courses
in other fields, such as criminal or property law, [FN104] Alternative Dispute Resolution touches every field of
law today, and there may even be justification to add ADR subject material to state bar examinations. [FN105]
This bar addition would naturally follow from forcing all the law schools to include an ADR course requirement
in their curricula. [FN106] Although these solutions are not going to finish the job at hand, they are a good start
for increasing positive views and awareness of ADR.
*366 B. Legislative or Administrative Action Options
Another possible avenue is convincing the legislature to expand upon or pass new laws requiring ADR programs in federal courts. The Alternative Dispute Resolution Act already requires that federal courts give litigants in all fields the option of court-connected ADR programs such as mediation. [FN107] This Act also requires
an officer of the court to evaluate the effectiveness of ADR programs each court offers and encourages courts to
improve existing ADR options. [FN108] While this legislation is very broad and far-reaching, perhaps Congress
could pass another smaller act or addendum to the ADR Act for district courts acting in patent law cases.
[FN109] This new legislation could require any district court to not only passively provide ADR programs, but
also highly encourage the use of mediation or arbitration before expensive discovery takes place in preparation
to litigate. [FN110] By requiring the parties to sign a waiver of ADR possibilities at the outset of a patent trial in
order to continue litigation, a district court could at least force the patent attorneys and parties to seriously consider keeping the dispute out of court. [FN111]
This kind of legislation would affect patent troll cases as well as other patent cases, which is desirable because reducing the patent caseload in every area is a commendable goal. [FN112] The hardest part of this option
is getting this kind of legislation (or any kind of legislation for that matter) through both houses of Congress and
signed into law. [FN113] Many Congressional attempts to *367 resolve this patent troll problem ended up being
cut out of patent refonn acts because it is very hard to get a solid consensus from both conservatives and liberals
on statutory language. [FN114] When it comes to ADR regulation though, Congress is probably more likely to
see past the party lines to the important goal of helping patent disputants as well as federal courts. [FN115]
Another legislative or executive method of encouraging ADR participation could be to require all patent licensing agreements to have an ADR clause. This could come in an executive regulatory order from the Patent
and Trademark Office or Congress could create a federal statute in the Patent Code. [FN116] In either case, the
requirement would be attached to the grant of patent so that any licensing away of the patent owner's rights must
include a clause for mediation or arbitration somewhere in the agreement. [FN117] This alternative may be the
most effective solution and would get the objective completed; however, this kind of regulation or statute could
be deemed to take away constitutionally-mandated choice or right to trial. [FN118] Any constitutional challenge
or question is one the ADR community at large should avoid, as public perception and positive feedback is how
ADR thrives. [FN119] Nevertheless, on a scale of possible solutions to the growing litigation problem, every
plausible possibility must be considered.
*368 C. Joining the Patent Reform Movement
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Returning again to the patent reform topic briefly touched on above, the alternative dispute resolution community may have its best chance to currently increase ADR use in patent law as a part of the ever increasing
drive to reform the patent laws. [FN120] There are multiple problems arising in patent law currently, so the
pressure on Congress to fix patent law is currently at a maximum. [FN121] The first problem is that too many
bad patents are being granted. Additionally, the ridiculously backlogged patent office docket has resulted in
more and more bad patents getting through the system filters. [FN122] The development of "patent thickets,"
which means the situation where building a common device, such as a DVD player, requires licensing of as
many as 290 patents held by many different patent holders in the DVD industry, is a debatable problem with the
patent system right now as well. [FN l23] Additionally, reform proponents highlight the patent troll economy as
a leading problem to fix in the field. [FN124] Each of these problems has occurred for various reasons, but the
underlying cause of all patent law problems is almost definitely uncertainty (with respect to patent enforceability
and patent law generally). [FN125] This uncertainty stems from seemingly random judicial decision trends in
patent law as well as low patent quality in the last fifteen *369 years. [FN126] Uncertainty raises costs for all
parties involved in the patent system, and lowering uncertainty will reduce opportunities for strategic behavior.
[FN127]
To remove this uncertainty causing the various problems in patent law, various patent reforms are on the table every session for Congress to consider. [FN128] The most drastic proposed change is making America a
first-to-file patent system instead of the current first-to-conceive system, but the first-to-file system is what is
already used in every other major industrial country. [FN129] Setting limitations on continuing applications is
also a reform with plenty of support because Lemelson and other inventors have abused the continuation system
famously for the last forty years. [FN130] A more subtle change Congress has seriously considered is publishing
all applications within 18 months of the filing date in order to allow other companies to have notice of the patent
as soon as reasonably possible. [FN131] This early publishing system would reduce the time a company may infringe unknowingly, and hopefully this .would reduce the number of lawsuits brought overall. [FN132] One final
rule that was on the table in recent years was modification of the rules *370 for granting injunctions in patent
cases, but the eBay decision accomplished this reform in the judiciary instead of in Congress. [FN133] Each of
these reforms has created heavy disputes for two reasons: (1) small company inventors and universities are inherently disfavored by these new patent rule proposals; and (2) different industries are affected in vastly different ways if any patent law is changed. [FN134] Despite the opposition making strong points, some patent reform
is likely to occur either in Congress or through Supreme Court decisions within the next few years. [FN135]
The patent reform movement and the alternative dispute resolution community actually may have a unique
joint opportunity to help each other in this circumstance. ADR use needs to increase in the patent law field, and
the patent reform movement could drive Congress to seriously consider adding mandatory ADR in patent disputes. EFN1361 As discussed above, the patent reform movement has not been able to break through Congressional debates and advance into making law yet. [FN137] Many controversial pieces of legislation make it
through Congress by "piggy-backing" on the heels of another bill with high popular and social support. [FN138]
Consequently, a large ADR provision could garner enough support to force through some of these other *371
patent reforms. [FN139] The ADR community should not waste this opportunity to join the patent reform movement and get ADR-based reforms added to patent law.
One final type of patent reform works so well with ADR processes that it merits a little, consideration. Other
countries such as Japan have open opposition proceedings run by the patent office, much like the United States
PTO has for trademarks. [FN140] These opposition procedures allow for challenges by the public against newlygranted patents in front of the USPTO, who may have better access to applicable prior art. [F19141] This opposi-
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tion process is significantly less expensive than going through a patent litigation, and the process removes uncertainty or bad patents from the system up front. [FN142] ADR comes into the process because opposition procedures are binding determinations and are structured like arbitration. [FN143] The ADR community could easily recommend arbitration standards to solidify the drive to add opposition procedures through patent reform.
[FN144] The ADR community's expertise in arbitration could help the USPTO train patent examiners properly
to be arbitrators in opposition proceedings. [FN1451 This reform is probably the least opposed by various technological industries which deal *372 with patent law, so ADR should support and work with patent reform proponents in this debate.

VI. Conclusion
Although there are many solutions to the eBay problem, the ADR community should come out in force behind one or two of them. The easiest and best possible solutions to rising patent troll litigation are spreading
good news about ADR through mandatory CLE or law school training, and encouraging Congress to reform the
patent laws in such a way to increase ADR opportunities in patent disputes. A united front to continue building
positive relationships with the federal court system and patent lawyers is crucial to continuing the rapid development ADR has had in this field. The patent troll problem will probably never fully go away with the patent economy America has in place today, but the spawned problem of increased litigation is one the ADR community
can easily handle. With great opportunity comes great responsibility, and the ADR community should not miss
this chance to forever improve the patent law arena. There is more than just hope in the future of ADR and patent law, and that is something everyone can be excited about.

[FNall. J.D. Candidate, The Ohio State University Michael E. Moritz College of Law, 2008; B.S.M.E., The
Ohio State University, 2005. I would like to first thank my wife Kelley for all her support and understanding
through the late nights of law school. Thanks also to my parents, siblings CJQ, SMW, and JTX, and other family
members for providing me with motivation and love throughout the process. Finally, thanks to all the members
of the Ohio State Journal on Dispute Resolution who have worked with me in my role as Executive Editor and
have ensured the continuous high quality of the articles and Notes in this joumal.
[FM]. Richardson v. Suzuki Motor Co., Ltd., 868 F.2d 1226, 1232-34, 1246-47 (Fed. Cir. 1989). The patent
troll problem does not refer to patent-holding inventors who license the rights to a bigger manufacturing company because they do not have the resources to manufacture and sell (practice) the invention themselves. See
Jeremiah Chan & Matthew Fawcett, Footsteps of the Patent Troll, 10 Intell. Prop. L. Bull. 1, 1 (2005). The problem refers to companies that buy up patent portfolios from inventing companies with the sole goal of bringing
infringement lawsuits to make a quick dollar from large corporations, and the term was first used to describe
these companies by Intel senior counsel including David Simon. Id. at 1 n.2. For more on the current definition
and debate over patent trolls, see Patent Troll Tracker, a blog by Rick Frenkel, an in-house patent counsel for
Cisco. Patent Troll Tracker, http://trolltracker.blogspot.com (last visited Feb. 23, 2008).
[FN2]. Alyson G. Barker, Patent Permanent Injunctions and the Extortion Problem: The Real Property Analogy's
Preservation of Principles of Equity, 88 J. Pat. & Trademark Off. Soc'y 256, 272 (2006). Barker analogizes the
patent law problem to similar "extortion" in real property transactions, where courts regularly deny an injunction
if they find the only reason for seeking an injunction is economic windfall.
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[FN3j. eBay Inc. v. MercExchange, L.L.C., 126 S. Ct. 1837, 1839 (2006). The Supreme Court rejected any automatic injunction rule the Federal Circuit Court of Appeals might be using in the patent law context. See also
MercExchange, L.L.C. v. eBay, Inc., 401 F.3d 1323 (Fed. Cir. 2005).
[FN4]. James F. McDonough III, The Myth of the Patent Troll: An Alternative View of the Function of Patent
Dealers in an Idea Economy, 56 Emory L.J. 189, 193 (2006). Although most scholars believe otherwise, McDonough makes a new argument that patent trolls are not only good for patent law, but they should be encouraged as the next evolutionary step in the development of patent law at large. Id. at 189. McDonough notes that
other fields like securities markets follow a similar development path, and patents will be better off in the long
run with patent trolls acting as an intermediary in the patent market.
[FN5]. Robert E. Thomas, Vanquishing Copyright Pirates and Patent Trolls: The Divergent Evolution of Copyright and Patent Laws, 43 Am. Bus. L.J. 689, 736-37 (2006). Thomas views the eBay decision as a vital step in
the drive for Congressional patent reform, which should also slow patent trolls. Id. at 738. For more on patent
reform, see infra notes 121:45 and accompanying text.
[FN6]. Robert C. Weiss & Thomas J. Brindisi, Dealing with the Willfulness Issue, Including Bifurcation Motion
Practice, 457 PLI/Pat 151, 156 (1996).
[FN71. United States Court of Appeals for the Federal Circuit, About the Court, www.fedcir.gov/about.html (last
visited Sept. 15, 2007). The Federal Circuit also has jurisdiction to hear trademark appeals as well as other federal governmental affairs, but the court has exclusive appellate jurisdiction only in patent law.
[FN81. Thomas H. Case & Scott R. Miller, An Appraisal of the Court of Appeals for the Federal Circuit, 57 S.
Cal. L. Rev. 301, 318-20 (1984); see also Charles W. Adams, The Court of Appeals for the Federal Circuit:
More Than a National Patent Court, 49 Mo. L. Rev. 43, 50 (1984).
[FN9]. Richardson, 868 F.2d at 1246-47 ("Infringement having been established, it is contrary to the laws of
property, of which the patent law partakes, to deny the patentee's right to exclude others from use of his property."). The Federal Circuit disagrees with the common perception that this injunction rule is automatic, but in
practice the rule has become automatic in every case where the court finds infringement. MercExchange, L.L.C.,
401 F.3d at 1338-39.
[FN10]. Connell v. Sears, Roebuck & Co., 722 F.2d 1542, 1548 (Fed. Cir. 1983) (saying that an injunction is a
proper remedy because "the right to exclude recognized in a patent is but the essence of the concept of prop- erty").
[FN11). Chan & Fawcett, supra note I, at 4-6. Chan and Fawcett give three prime examples of technology used
widely by consumers-eBay, Blackberry, and Microsoft Explorer-that are at risk of being shut down by an injunction in a patent troll case. Id. at 5-6.
[FN12]. See id. at 2; see also Amy L. Landers, Let The Games Begin: Incentives to Innovation in the New Economy of Intellectual Property Law, 46 Santa Clara L. Rev. 307, 308 (2006). Landers points out that not only
have companies appeared on the scene for the sole purpose of trolling activity, but legitimate patent holders
have also tried to "monetize" their dormant patents in a similar way. There are no abandonment provisions in
patent law like there are in trademark law, so a dormant patent will not be barred from being enforced against
later infringers.
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[FNI3]. The term was first used in the late 1990s by Peter Detkin, general counsel at Intel, to describe patent
holders who generally do not practice inventions. Over time this definition has been refined to the meaning it
has today. Jason Rantanen, Slaying the Troll: Litigation as an Effective Strategy Against Patent Threats, 23
Santa Clara Computer & High Tech. L.J. 159, 163-64 (2006).
[FN14]. Chan & Fawcett, supra note 1, at 5-6. Although Microsoft has enough other products in the market to
withstand an injunction on a cur • ent version of Explorer, the companies behind eBay auction services (eBay
Inc.) and Blackbenry personal digital assistants (Research in Motion, RIM) are really at risk in their respective
litigation. Id. at 5. This is also proven by RIM settling for more than $600 million after losing its infringement suit.
[FN15]. Id. at 4; Derek C. Stettner, Meet the Patent Enforcers, 77 Wis. Law. 19, 20-21 (2004). The man who
started companies down the path of trolling was Jerome Lemelson, who for the past thirty years has patented
broad ideas and waited for them to be infringed by Fortune 500 companies. Id. Although Lemelson's tactics are
clearly not what the govenunent intends when granting patents, the line blurs when manufacturing companies
stop creating a patented prOduct and instead try to license it out for the quick monetary Value.
[FNI6]. State St. Bank & Trust Co. v. Signature Fin. Group, Inc., 149 F.3d 1368,. 1375 (Fed. Cir. 1998). A business method patent is a vague term, meaning a method of doing business (such as a system of how salespeople
should best handle certain customer demands) as opposed to the means of carrying out the business (such as
software that tells salespeople how to handle these situations). Id. at 1376. The distinction has essentially been
eradicated by the current complexity of modern business systems. The Federal Circuit announced that the business method exception to patentability was done away with in 1952 when patent law adopted the obviousness requirement, but the exception would clearly cause nothing but confusion in modern business cases. Id. Although
the Supreme Court and Federal Circuit have been extending patent rights like this for many years, many scholars
observe that recent decisions indicate the pendulum swinging the other way now. See Steve Seidenberg, Reinventing Patent Law, ABA Journal Online, http:// www.abajournal.com/magazine/reinventing_patent_law (last
visited Feb. 23, 2008).
[FN17]. See Elizabeth D. Fen• ill, Patent Investment Trusts: Let's Build a PIT to Catch the Patent Trolls, 6 N.C. J.
L. & Tech. 367, 368 (2005). Ferrill notes that the expansion in patentable subject matter has helped lead to a
tripling in the number of patents issued annually since 1985.
[FN18]. MercExchange, L.L.C. v. eBay, Inc., 271 F. Supp. 2d 789, 789 (E.D. Va. 2002). For example, one of
the business methods at issue here was the method of searching the intemet for goods to purchase. Id. at 795.
[FN19].eBay, Inc., 126 S. Ct. at 733.
[FN20].MercExchange, L.L.C., 271 F. Supp. 2d at 789.
[FN21]. Ronald J. Mann, Do Patents Facilitate Financing in the Software Industry?, 83 Tex. L. Rev. 961, 1024
(2005); see also Dan L. Burk & Mark A. Lemley, Policy Levers in Patent Law, 89 Va. L. Rev. 1575, 1615
(2003). Burk and Lemley debate whether the different industries and different types of patent owners deserve
different patent systems, but they come to the conclusion that all patent owners should be covered by a unitary
system. Mann goes even further in defense of patent trolls by arguing that these companies promote progress by
allowing inventors to sell rights to big corporations which have more resources to continue developing the state
of the art.
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[FN22]. Chan & Fawcett, supra note 1, at 1. Chan and Fawcett observe that the government allows an inventor
to have a patent primarily for the benefit of the public. The patented material eventually goes into the public domain, and the patent holder can continue to develop the state of the art by using and selling the invention to the
public and getting feedback on what improvements could be made. The public obviously benefits in both ways,
but a patent troll is a problem because holding patents to later litigate for damages does not benefit the public.
Indeed this activity harms the public because it impedes development and discourages companies from bringing
certain new technologies to the public. Id. at 3-4.
[FN23]. William C. Rooklidge, Reform of the Patent Laws: Forging Legislation Addressing Disparate Interests,
88 J. Pat. & Trademark Off. Soc'y 9, 13-14 (2006). Unfortunately, Congress left this part of the Patent Refonn
Act on the Capitol floor, opening the door for the Supreme Court to make a decision on patent trolls. The patent
reform drive continues every year (for example, the VS Journal at Ohio State recently held a symposium in February 2007 on what patent law reforms should be supported), and Congress could easily propose to add this extra layer of law at any point in the next few years.
[FN24]. Barker, supra note 2, at 257-58. Obviously if the permanent injunction were upheld and MercExchange
decided to not license the business method to eBay, eBay would shut down and online auction commerce would
be crippled immediately. Barker also compares this case to the similar Blackberry case, which could have hurt
U.S. businesses significantly if the majority of personal digital assistants used by executives and employees
were shut down by an injunction.
[FN25]. eBay, Inc., 126 S. Ct. at 1841.
[FN26]. Id. at 1839 ("These familiar [equity] principles apply with equal force to disputes arising under the Patent Act . . . [n]othing in the Patent Act indicates that Congress intended [to depart from the principles of equity].").
[FN27]. Id. The Supreme Court indicated that even though the District Court claimed to apply this four-factor
test, it erred by holding that irreparable harm could never be shown by a patent holder who prefers to license
rather than practice. This would make any patents held by legitimate small inventors like university professors
useless. Each of the factors is also generally given equal weight, making none of them completely decisive
either way. The Supreme Court also noted that the test for injunctive relief in the analogous intellectual property
field of copyright law is the traditional four-factor equity test. Id. at 1840.
[FN28]. Parker H. Bagley, Outside Counsel: Supreme Court Clarifies Standard for Injunctions in Patent Cases,
5/25/2006 N.Y.L.J. 4, 4. Many scholars had thought that the Supreme Court granted certiorari to fashion a rule
against patent troll companies, but clearly the review was simply to fix the Federal Circuit's interpretation of injunction law.
[FN29]. Thomas L. Casagrande, The Reach of eBay Inc. v. MercExchange, L.L.C.: Not Just for Trolls and Patents, 44 Dec. Hous, Law. 10, 16 (2006). The first three cases in the Eastern District of Texas showed the breadth
of possibilities under the eBay approach: a patent troll was denied an injunction, a practicing manufacturer was
denied an injunction in a close equity balance, and another practicing manufacturer was granted a permanent injunction. At least in patent law, the Supreme Court test appears to be working to help solve the troll problem.
[FN30]. Id. at 12. The traditional four-factor equity test was expressly applied in eBay to patent and copyright
only. However, the holding extends to all statutes where injunctions may be granted "in accordance with the
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principles of equity" or "on such terms as the court may deem reasonable." Therefore, other areas of law such as
trademark law and the Federal Water Pollution Control Act are covered by this decision. Id. at 13-14.
[FN31]. Id. at 16. The eBay rule has already denied an injunction to one practicing and manufacturing patentholder; however, this is the correct result in cases where monetary damages are the only proper remedy.
[FN32]. See Availability of Injunctive Relief, 120 Harv. L. Rev. 332, 341. This simple Supreme Court decision
helps solve the patent troll problem by allowing local courts the opportunity to determine if the circumstances
compel an injunction. For most circumstances where the plaintiff is a patent troll, the court will be able to deny
injunctive relief. Id. at 336.
[FN33]. Bagley, supra note 28, at 4. In the patent troll context, it is very hard to prove irreparable harm has been
donc or that monetary damages are not an adequate remedy at law. Also, the public interest factor typically does
not favor the patent troll.
[FN34]. Landers, supra note 12, at 307. While Landers focuses mostly on the exorbitant damages patent trolls
have been awarded in court, the more sinister effect of nearly automatic injunctions was the money trolls could
make in forced settlements. Landers believes this is a problem because sometimes damages or license fees far
exceed the true economic value of a patent.
[FN35]. See Hon. Thomas G. Nelson, The Future of the Federal Courts: The Case for a Mission Statement,
37-Aug. Advoc. (Idaho) 12, 14 (1994). Nelson warns against increasing the number of federal appellate judges
because more judges lead to more instability and differences of opinion, which leads to uncertainty of outcomes
and more litigation. The concept of uncertainty of outcomes leading to more litigation is more general than his
article topic, as it extends to every area of the law including current patent law. Therefore, more legitimate companies will contest patent infringement suits from patent trolls because the outcome is uncertain.
[FN36]. See George M. Sirilla et al., Will eBay Bring Down the Curtain on Automatic Injunctions in Patent
Cases?, 15 Fed. Circuit B.J. 587, 604-06 (2006). In the software business for example, life cycles of the patented
material can be very short and inefficiency is created by any delay or interruption of service to consumers due to
impending litigation or possible injunctions.
jFN37J. See Ferrill, supra note 17, at 376 n.64. The patent troll aspect of patent law has brought "the personal
injury game" to the table, meaning that companies settle in one-sided negotiation sessions more often in these
contexts than in every other legal context. Id. at 377.
[FN38]. Casagrande, supra note 29, at 16. The problems of inefficiency in time-sensitive industries such as computer software are still compounded whether the problem is more litigation or more possible injunctions.
[FN39]. Steven J. Elleman, Note, Problems in Patent Litigation: Mandatory Mediation May Provide Settlements
and Solutions, 12 Ohio St. J. on Disp. Resol. 759, 767-68 (1997). Courts originally did not favor alternative dispute resolution in patent law because strong public policy concems are present in every patent validity and infringement determination, dictating attention from federal courts exclusively. Eventually in 1982, Congress determined the virtues of arbitration outweighed any risk of threatened public interests, and altemative dispute resolution has been present in patent law ever since.
[FN40]. See Anne K. Subourne, Motivations for Mediation: An Examination of the Philosophies Governing Di-
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vorce Mediation in the International Context, 38 Tex, Int'l L.J. 381, 394 (2003). Similar to the divorce context
Subourne discusses, patent law disputants can save a significant amount of money and time by considering altemative dispute resolution options. Of course, the best side benefit is a reduced court docket and overall efficiency of the dispute system.
[FN41]. Jennifer Mills, Altemative Dispute Resolution in International Intellectual Property Disputes, 11 Ohio
St. J. on Disp. Resol. 227, 228 (1996). Again, the government's view before 1980 was that it had to be involved
in private disputes whenever the public had a significant interest to protect. As patent law is a deal between individual inventors and the federal government representing the American public, every patent case used to be in
the general category of non-arbitrational.
[FN42]. Id. The first legislation can be found in the 1988 version of 35 U.S.C. § 294, which provides rules for
voluntary arbitration of disputes.
[FN43]. See Alan W. KoWalchyk, Resolving Intellectual Property Disputes Outside of Court: Using ADR to
Take Control of Your Case, 61 Disp. Resol. J., Jul. 2006, at 28, 30. Not only does Kowalchyk notice the cost
and time savings of altemative dispute resolution, but he also notes the desire of some companies to stay out of a
long public trial where more than just patent problems may surface in discovery.
[FN44]. E. Casey Lide, ADR and Cyberspace: The Role of Alternative Dispute Resolution in Online Commerce,
Intellectual Property and Defamation, 12 Ohio St. J. on Disp. Resol. 193, 207 (1996); S. Gale Dick, ADR at the
Crossroads, 49 Disp. Resol. J., Mar. 1994, at 47, 47. The intellectual property field is just like commercial law in
that networked communication between parties is highly encouraged, so this leads to a landscape where alternative dispute resolution can grow faster than in other fields.
[FN45]. Jill I. Gross, Securities Mediation: Dispute Resolution for the Individual Investor, 21 Ohio St. J. on
Disp. Resol. 329, 357 (2006). Arbitration is much like a court proceeding in that both sides get to show their
cases and a third party decides what agreement should happen, but the proceedings are private and quicker.
Gross argues that arbitration allows perhaps a better opportunity than litigation to fully and fairly consider all
options of resolution.
[FN46]. Kowalchyk, supra note 43, at 30. An arbitrator's hourly fee is high compared to costs in court, but generally parties still save money because the arbitration is significantly shorter than any court proceeding.
[FN47]. See id. Unless the licensing parties agree otherwise before a dispute arises, the two parties will likely
have trouble agreeing on anything including going to binding arbitration proceedings. For patent trolls that do
not even try to license the patent before bringing a lawsuit, there is less likelihood of arbitration starting at any
point. On the other hand, trolls who show no willingness to license without good reason would almost certainly
lose in court when trying to obtain an injunction.
[F1\148]. Id. at 31. Usually the specific rules of arbitration are not spelled out in detail on the contractual agreement itself, but instead the agreement will specify an arbitration agency such as the American Arbitration Association (AAA). Entities such as the AAA have their own well-settled rules and procedures. Id. at 30-32.
[FN49]. Id. See also Thomas O. Main, ADR: The New Equity, 74 U. Cin. L. Rev. 329, 354 (2005). Main notes
that more disputes in the United States are resolved using traditional alternative dispute resolution practices than
in courts of law currently. Id. at 341.
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[FN50]. Kowalchyk, supra note 43, at 34; 35 U.S.C.A. § 294 (2006). Required notice for each patent disputed
includes "names and addresses of the parties, the name of the inventor, the name of the patent owner . . [the]
number of the patent, and a copy of the award." Id.
[FN51]. See Michael Buhler et al., Practitioner's Handbook on International Arbitration 9 (Frank-Bernd Weigand ed., 2002). A patent troll and a practicing corporation coming to a friendly licensing/business relationship is
a huge possible victory for patent law.
[FN52]. M.A. Smith et al., Arbitration of Patent Infringement and Validity Issues Worldwide, 19 Harv. J.L. &
Tech. 299, 321-22 (2006). Many states also have separate arbitration laws that may apply, but only to the extent
that the arbitration covers non-substantive patent law issues. The FAA still applies even if the parties do not
agree contractually to arbitrate before going to court, which is the most likely case in patent troll disputes.
[FN53]. Id. at 323. Of course if there is any question of patent law or mixture of patent law questions with nonpatent law questions, the Federal Circuit will have jurisdiction as normal. Smith is just pointing out that many
appeals of patent arbitration agreements deal only with contracts or arbitration law, which can easily be dealt
with by the other circuits.
[FN54]. See id, at 320-28. In other countries or in international patent disputes, arbitration does not have all the
same support and benefits as it does in the United States. Nevertheless, increasing arbitration in the US patent
law field can only encourage the same ADR movements worldwide.
[FN55]. See Marion M. Lim, Note, ADR of Patent Disputes: A Customized Prescription, Not an OverThe-Counter Remedy, 6 Cardozo J. Conflict Resol. 155, 168 (2004). Lim attempts to argue that both arbitration
and mediation will not solve increased litigation in patent law disputes because patent attorneys and large corporations "do not generally embrace either as a means for resolving patent disputes." Id. Lim bases her thesis on
many reasons, including public interest being involved in patent disputes, both parties wanting their day in
court, and arbitrators being less impartial than judges. Id. at 174-87. These are all arguments that were dismissed
when Congress initially allowed ADR into the patent field in 1982, and therefore hold little weight (if any)
today. With the new context of injunctions being difficult to obtain, many patent litigators would probably be
open to reconsidering these traditional alternative dispute resolution methods again.
[FN56]. Jeffrey M. Senger, Advocacy in Mediation with the Government, 61 Disp. Resol. J., Jan. 2007, at 50,
50-5]. Litigation tactics (that could help in arbitration proceedings) do nothing but hinder a mediation session,
and the disputing parties need to recognize this before mediation can proceed smoothly.
[FN57]. See Gerald F. Phillips, May Arbitrators Suggest Mediation?, 61 Disp. Resol. J., Jan. 2007, at 28, 29.
Phillips tackles the interesting debate of whether arbitrators should suggest mediation as a better vehicle for
resolving disputes, and he comes to the conclusion that arbitrators indeed should encourage mediation first. The
parties certainly have a chance for more open dialogue and creative solutions in mediation.
[FN58]. Kowalchyk, supra note 43, at 32. Disputing parties can come to solutions such as cross-licensing or
even joint development ventures in mediation. There are no limits to the possible outcomes in mediation when
both parties are open to finding creative solutions.
[FN59]. Id. The parties have complete control over what kind of settlement comes out of mediation, and the mediator cannot decide any issue for the parties like an arbitrator would. Despite this limit on mediators, the parties

0 2008 Thomson/West. No Claim to Orig. U.S. Govt. Works.

JW.000780

http://web2.westlaw.com/print/printstream.aspx?sv — Split&prft=HTIVILE&mt=Texas&vr=2....

Case 6:08-cv-00089-RAS

Document 101-10

Filed 11/26/2008

PagePage
17 of1724
of 24

23 OHSJDR 345
23 Ohio St. J. on Disp. Resol. 345
(Cite as: 23 Ohio St. J. on Disp. Resol. 345)

Page 16

can still leave mediation with an agreement on some terms that will hasten the process of later arbitration or litigation.
[FN60]. Id. at 32-33. The key difference between the two kinds of mediation is that the parties can choose a mediator both parties know and are comfortable with when engaged in private mediation.
[FN61]. Bobbi McAdoo & Nancy A. Welsh, Look Before You Leap and Keep on Looking: Lessons From the
Institutionalization of Court-Connected Mediation, 5 Nev. L.J. 399, 401 (2005). The mediator is generally
chosen by the courts in this type of mediation. Id. at 400.
[FN62]. See Judith Resnik, Uncovering, Disclosing, and Discovering How the Public Dimensions of CourtBased Processes are at Risk, 81 Chi.-Kent L. Rev. 521, 568 (2006). This publicity of the settlement itself is no
different than that of the private arbitration system, but an even greater emphasis exists in mediation on keeping
conversations with the mediator private. This allows the parties to feel relaxed and encourages honesty and good
faith in trying to come to an agreement with no unfair disadvantages to either party if the mediation attempt fails
in the end.
[FN63]. See Kowalchyk, supra note 43, at 30. In the patent troll context, this pre-arranged contractual agreement
is high]y unlikely to be present. Nevertheless, the two parties in a patent troll dispute can still choose a private
mediation session on their own before a lawsuit brings the parties in front of a judge formally.
[FN64]. International Institute for Conflict Prevention & Resolution, A New Addition to CPR's Master Guide
Book Series, 24 Alternatives to High Cost Litig. 22, 23 (2006). The ADR community is currently publishing
many books and law review articles on how to improve mediation in patent law, an area where mediation is underused.
WW1. See, e.g., Grain Processing Corp. v. American Maize Products Co., 185 F.3d 1341 (Fed. Cir. 1999) (a
patent suit filed originally in 1981 still needed damages issues resolved 18 years later). Obviously with the patent grant only lasting twenty years and litigation sometimes extending for a decade or more, parties are wellinclined to avoid litigation and come to a solution quickly in order to preserve the value of the patent.
[FN66]. See generally Alain Burrese, Success is in the Planning, 31 Mont. Law. 32, 32 (Aug. 2006). Without a
mediator present, the two parties must prepare thoroughly in advance of the negotiation session if the negotiation is to be successful. Both parties need to come in with a plan and lcnow how to work in the negotiation for- um.
[FN67]. Id. at 32-33. The key to good negotiations is figuring out how to most effectively express your party's
interests and demands to the other party.
[FN68]. H. Thomas Fehn et al., Securities Arbitration Mediator Model SAM User's Manual, 1554 PLI/Corp 245,
250 (2006). Fehn observes that this classic model of negotiations is the least effective but most popular because
this type of negotiation is practically taught to every person in elementary school.
[FN69]. F. Peter Phillips, Speeches Spreading the Word on Business ADR: Assessing Recent Efforts . . . and
Looking Forward, 25 Alternatives to High Cost Litig. 3, 7 (2007). Phillips points out that this interest-based negotiation has been refined ever since its creation in 1981 by Roger Fisher and William Ury.
[FN70]. David B. Conrad, Mining the Patent Thicket: The Supreme Court's Rejection of the Automatic Injunc-
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tion Rule in eBay v. MercExchange, 26 Rev. Litig. 119, 141 (2007). The terms of a negotiated agreement at the
early pre-litigation stage can be much more reasonable than the "reasonable" royalties awarded by courts later
on. Id.
[FN71]. Christopher R. Leslie, The Anticompetitive Effects of Unenforced Invalid Patents, 91 Minn. L. Rev.
101, 144 (2006). In theory, this allows the holder of an invalid patent to force licensing negotiations on a legitimate manufacturer and then have an advantage in court if the "infringer" breaks negotiation talks. By allowing
patent trolls or holders of invalid patents this advantage later, no encouragement exists for a good faith negotiation strategy from the patent troll (if the troll would even have one to begin with). Courts simply have to see
that neither party should be penalized for breaking off negotiations because the reasons may not always be in
bad faith.
[FN72]. Yixin H. Tang, Recent Development, The Future of Patent Enforcement After eBay v. MereExchange,
20 Harv. J.L. & Tech. 235, 242-43 (2006). Tang cites eBay to note that a patent holder with a patent that covers
just a small portion of the large infringing product has even less right to an injunction iti the patent troll context. Id.
[FN73].See supra Parts IV.A and IV.B.
[FN74]. International Institute for Conflict Prevention & Resolution, Model Mediator Standards are Revised, but
Commercial Applications are Questioned, 23 Alternative to High Cost Litig. 154, 154 (2005). The American Bar
Association is a critical avenue of educating lawyers, as this institute points out.
[FN75].See infra Parts V.A.1 and V.A.2.
[FN76]. Doug Harvey, Reinventing the U.S. Patent System: A Discussion of Patent Reform Through an Analysis of the Proposed Patent Reform Act of 2005, 38 Tex. Tech L. Rev. 1133, 1162 (2006). One of the ways patent
trolls abuse the patent system is by filing continuing applications on their vague patents in order to extend the
patent term long enough to have a big corporation infringe the patent. Regulating continuation applications is
one example of how the Patent and Trademark Office could weed out the patent trolls and eliminate abuse of
this continuation system.
[FN77]. See Mark D. Janis, Second Tier Patent Protection, 40 Harv. 'M g L.J. 151, 185 (1999). Janis notes that
there are concerns about forcing ADR onto patent disputants, but these concerns are never articulated or ex- plained.
[FN78]. See Mark A. Lemley, Rational Ignorance at the Patent Office, 95 Nw. U. L. Rev. 1495, 1495-97 (2001).
Lemley observes that even back in 2001 patent reform proponents were loudly complaining that too many bad
patents were being granted. Lemley disagrees that patent reform will work because the number of patents that
need heavy United States Patent and Trademark Office (USPTO or PTO) or judicial review is minimal. Id. at
1497-98. With the rise in litigation over the past six years and the new patent troll problem on top of this rise,
his main argument is unpersuasive today.
[FN79]. See Kevin R. Casey, International Institute for Conflict Prevention & Resolution, Law Firm ADR Departments Can Respond to Market Challenges, 25 Alternatives to High Cost Litig. 1, 9-10 (2007). Casey argues
that every law firm (intellectual property included) should have an ADR depattment and all attorneys need to be
trained in ADR, or else they will not be able to provide complete and competent advice to their clients. Some
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fields and states have required attorneys to pursue ADR education as an ethical obligation, but patent law is not
one of these fields yet.
[FN80]. Sean B. Seymore, The Competency of State Courts to Adjudicate Patent-Based Malpractice Claims, 34
AIPLA Q.J. 443, 448-49 (2006). Patent prosecutors already follow four sets of ethical rules: (I) the disciplinary
rules of the state they practice in; (2) the ABA Model Code of Professional Responsibility; (3) the ABA Model
Rules of Professional Conduct; and (4) the USPTO Code of Professional Responsibility. Id. The USPTO as well
as the ABA could easily add an ethical requirement of patent prosecutors to consider ADR when drafting patents
just like they consider what issues may come up in future litigation.
[FN81]. John J. Okuley, Note, Resolution of Inventorship Disputes: Avoiding Litigation Through Early Evaluation, 18 Ohio St. J. on Disp. Resol. 915, 955 (2003). Okuley discusses the non-traditional role patent prosecutors must take sometimes of investigating who actually invented the patented device (one of the requirements
for obtaining a patent is disclosing the actual inventor on the patent application). This is just part of the careful
process that patent prosecutors must follow in drafting patents, so it is not going to be that much harder to draft
patents with future ADR concerns in mind.
[FN82]. See id. Patent prosecutors set the table up front for how litigation will go later on in a patent's life. Consequently, patent prosecutors are in a perfect position to recommend things such as further inventor experimentation to better support the claims or recommend ADR procedures for future licensing agreements.
[FN83]. Marshall J. Breger, Should an Attorney Be Required to Advise a Client of ADR Options?, 13 Geo. J.
Legal Ethics 427, 434 (2000). Breger finds that while all litigators should certainly be encouraged to inform clients about ADR options, a stiff rule requiring or compelling litigators to pursue other options would not be a
positive ethical improvement.
[FN84]. Id. Note the critical difference here between compelling a client to use ADR and compelling litigators
to do the same. Compelling a client to use ADR is within the ethical responsibilities and advisory capacity of a
patent litigator, while forcing patent litigators to always advise ADR would usurp the attorney's ability to judge
the circumstances of the case at hand. Id.
[FN85]. Donald E. Paulson & Diane E. Kenty, Advising Clients of ADR Before Filing a Lawsuit: A Perspective,
40 Boston B.J. 6, 20 (1996). Paulson and Kenty propose that an express requirement or guideline instructing all
attorneys to inform clients about ADR options before litigating on the client's behalf would be highly beneficial
to get around this silly misconception.
[FN86]. See id. While a handful of clients may indeed initially think an attorney is showing weakness by offering alternative dispute resolution tactics, these clients will undoubtedly change their minds when the dispute is
resolved effectively, quickly, and cheaply (the three things litigators have trouble accomplishing).
[FN87). See Carl A. Kukkonen III, The Use of a Patent Licensing Center as an Intermediary for Facilitating the
Licensing of Commercially Viable, Unused Patents, 3 Va. J.L. & Tech. 10, 12 (1998). Kukkonen proposes that
with the current realization that patents can be strategically exploited (an early description of patent trolling), a
central patent licensing center using ADR methods could remove a lot of the modern patent litigator's cases into
the ADR forum.
[FN88]. Thomas R. Donahue & Barbara C. Deinhardt, Survey: ADR Use Increasing, 15 Alternatives to High
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Cost Litig. 66, 68 (1997). By the mid-90s, most large companies had a chance to try ADR in a business dispute,
and the good results (especially with certain mediators) spread by word-of-mouth from company to company.
[FN89]. Survey Shows Pervasive Use of ADR in Large Corporations, 8 World Arb. & Mediation Rep. 99, 99
(1997). A Cornell University survey not only shows that nearly 100% of America's largest corporations favor
ADR over litigation, but also that mediators and ADR methods are chosen based on word-of-mouth and reputation. Id.
[FN90]. The leaders in each field are best equipped to inform patent attorneys of the merits of all ADR processes. These leaders also play a critical role in keeping attorneys informed about the current cutting-edge or
state of the art in patent law, so it is natural for ADR encouragement to be most effective through these industry
leaders.
[FN91]. See Scott H. Blackmand & Rebecca M. McNeill, Alternative Dispute Resolution in Commercial Intellectual Property Disputes, 47 Am. U. L. Rev. 1709, 1710-11 (1998). Blackmand and McNeill condone and explain the uses of ADR in all the major intellectual property fields, and they point out that there are few times
when counsel should not tell clients to consider ADR. l'hese times occur in "bet the company" situations, meaning too much risk is involved to avoid trial. Id. at 1711.
[FN92]. See id. Clients are more likely to recommend ADR to other inventors or patent-holders because good
experiences with technically-adept arbitrators or mediators tend to get clients talking. Clients are also more
likely to recommend ADR to others because both parties generally win in ADR patent proceedings (one party
usually receives money and the other receives some rights to practice the invention). Id. at 1716.
[FN93]. Id. Again, a client's advice to other clients may be more persuasive than even legal counsel recommendations because former clients have actually experienced the benefits of ADR personally.
[FN94]. Dori Cohen, Note, Making Alternative Dispute Resolution (ADR) Less Alternative: The Need for ADR
as Both a Mandatory Continuing Legal Education Requirement and a Bar Exam Topic, 44 Fam. Ct. Rev. 640,
649 (2006). Cohen is specifically speaking to divorce lawyers and family law ADR practitioners, but the increase of ADR in that field is a nice analog to the similar possible ADR increase in patent law. State legislatures
enact CLE requirements in order to keep attorneys up to date with the cutting edge of law. Id. Training in alternative dispute resolution is crucial because this topic was not taken by a lot of law students in the past.
[FN95]. Cohen indicates that the practice of law without formal training in ADR today is against the goal of the
legal profession and against consumer protection from malpractice offered by CLE programs. Id.
[FN96]. Numerous attorneys are reprimanded with fines, suspensions, or disbarment from state bar associations
every year for not complying with CLE requirements already, so adding more requirements could cause even
more attrition against CLE. See Jay M. Zitter, Discipline of Attorney for Failure to Comply with Continuing
Legal Education Requirements, 96 A.L.R. 5th 23 (2002).
[FN97]. The New York State Bar Association supports adding ADR into regular mandatory CLE required
courses, implying that ADR can work side-by-side with the usual technical training in all fields. New York State
Bar Association, Committee on Alternative Dispute Resolution, Bringing ADR Into the New Millennium-Report
on the Current Status and Future Direction of ADR in New York 55-57 (1999), available at http://nysba.org/MSTemplate.cfm?Microsite1D-84 (last visited Mar. 6, 2007).
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[FN98]. A !though many symposia dealing with alternative dispute resolution focus solely on those procedures,
the patent law reform symposium at The Ohio State University Moritz College of Law in February 2007 could
have easily had another 45 minute panel discussion on ADR (none of the other panel discussions focused on the
issue).
[FN99]. Cohen, supra note 94, at 649. ADR courses in CLE seminars are most effective when small groups of
attorneys (around 20) work on sample cases with a certified mediator in the field. This type of activity would
also provide a nice break from the normal panel discussion routine of the day.
[FN100]. Furtherniore, forty states require some form of CLE training for all attomeys, so these minor changes
would reach a vast majority of patent lawyers in the United States. Id.
[FN101]. See Andrew I. Schepard, Children, Courts, and Custody: Interdisciplinary Models for Divorcing Families 136-37 (Cambridge Univ. Press 2004). Two pioneers in ADR course offerings have been The Ohio State
University Moritz College' of Law and Harvard Law School. Other law schools could learn from how successful
the ADR Certificate program has been at Ohio State. The demand for these courses is clear: now law schools
have to step up and meet the demand.
[FNIO2]. Cohen, supra note 94, at 650. Training attorneys in ADR at the law school level is the only way to
have "a lasting impact" on the field, be it patent law or family law. Id.
[FN103]. This process of training new lawyers and filtering the knowledge through to older attorneys down the
road is a common way to infiltrate any field (law, engineering, etc.) with a new or better process.
[FN104]. See supra note 101 and accompanying text. The use of ADR has increased significantly in all fields including the typical first year subjects of tort, criminal, and property law. Consequently, it makes perfect sense to
add ADR as a mandatory requirement in addition to the traditional fields. Cohen, supra note 94, at 651.
[FN105]. New York State Bar Association, supra note 97, at 55. This process happened recently in many states,
including New York, when professional responsibility was added to bar exams across the country. Alternative
dispute resolution is just as important to new lawyers today as professional responsibility. Cohen, supra note 94,
at 650.
[FN106]. Alternatively, adding ADR to the state bar exam would undoubtedly force many more law schools to
offer ADR courses and encourage many more students to take ADR courses while in law school. "Most law students select law school courses which will aid them in passing the bar examination." Cohen, supra note 94, at
650-51.
[FN107]. 28 U.S.C.A. §§ 651-58 (West 2006).
[FN108]. 28 U.S.C.A. § 651 (West 2006).
[FN109]. Arbitration of patent disputes is allowed under 35 U.S.C. § 294 already, but this provision is only permissive and not compelling or mandatory. Congress has shown the desire to compel ADR in patent law, but perhaps Congress will need to write a stronger bill into law to achieve this objective. Elleman, supra note 39, at 775.
[FN110]. Lim, supra note 55, at 157-58. The lengthy discovery, prior art searches, and Markman hearings can
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all be replaced with one cost-effective arbitration or mediation. This is why ADR is such a good economic
choice for most clients.
[FN I / 1]. Congress has encouraged federal district courts to experiment with different types of ADR ever since
1990 when it passed the Civil Justice Reform Act (CJRA). John Maull, ADR in the Federal Courts: Would Uniformity Be Better?, 34 Duq. L. Rev. 245, 245-46 (1996).
[FN112]. CPR Institute for Dispute Resolution, Mediation Motivation and Encouragement: How International
Organizations Build ADR, 23 Alternatives to High Cost Litig. 81, 82 (2005). The Institute does observe that
caseload reduction should not be the only reason or the main reason to adopt ADR procedures, but this clearly is
a laudable result of increasing ADR.
[FN113]. Susan Jane M. Brown, David and Goliath: Reformulating the Definition of "The Public Interest" and
the Future of Land Swaps After the Interstate 90 Land Exchange, 15 J. Envtl. L. & Litig. 235, 259 (2000). No
matter the context (Brown focuses on a piece of environmental legislation), public support must outweigh public
opposition, which is a slow process in the patent law reform field. Id.
[FN114]. There has been no patent reform act to make it off the Congressional floor thus far this decade, and
this is probably in part due to how long it takes to build a dual-party consensus.
[FN115]. ADR reforms or bills in many fields including patents have a tendency of being passed very quickly by
Congress. See Elleman, supra note 39, at 769.

[FN116].I believe a Congressional statute is far more likely, but the USPTO does have the administrative rulemaking capability to add this requirement to all patent ]icense agreements.
[FN117]. See Smith et al., supra note 52, at 302. Arbitration and mediation frequently occur because the parties
agree in licensing negotiations to arbitrate all later disputes. Extending these procedures to regular patent disputes makes plenty of sense to make disputes uniform whether or not there was a license agreement before the
dispute. Id.
[FN118].See generally U.S. Const. amend. VI.
[FNI19]. Jack M. Sabatino, ADR as "Litigation Lite:" Procedural and Evidentiary Norms Embedded Within Alternative Dispute Resolution, 47 Emory L.J. 1289, 1347 (1998). Sabatino illustrates the cycle of ADR being attentive to clients, which causes more positive feedback and brings more clients into ADR.
[FN120]. Mark A. Lemley, Ten Things to do About Patent Holdup of Standards (and One Not To), 48 B.C. L.
Rev. 149, 149-50 (2007).
[FN121]. Stuart Minor Benjamin & Arti K. Rai, Who's Afraid of the APA? What the Patent System can Learn
from Administrative Law, 95 Geo. L.J. 269, 270 (2007). Large patent reform bills have been left on the legislative floor in 2005 and 2006, so it is only a matter of time before one merits serious debate and votes in Congress.
[FN122]. Andrew Kopelman, Note, Addressing Questionable Business Method Patents Prior to Issuance: A
Two-Part Proposal, 27 Cardozo L. Rev. 2391, 2402-03 (2006).
[FN123]. See Benjamin & Rai, supra note 121, at 303, 307. Obviously, the DVD example illustrates that patent
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thickets force the patentees to work together, or else nobody will be able to profit or make DVD players.
[EN 124]. Robert E. Thomas, Vanquishing Copyright Pirates and Patent Trolls: The Divergent Evolution of
Copyright and Patent Laws, 43 Am. Bus. L.J. 689, 692-93 (2006).
[FN125]. James Bessen & Michael J. Meurer, Lessons For Patent Policy From Empirical Research on Patent
Litigation, 9 Lewis & Clark L. Rev. 1, 2 (2005). Bessen and Meurer point out these two types of uncertainty in
the patent system and then propose what reform could do to solve the problems.
[FN126]. A main focus of Bessen and Meurer is to eliminate the sources of uncertainty, and this could be more
easily done if the judicial branch could become truly consistent in patent law. Id. at 2-3.
[FN127]. The main source of extra cost is the litigation costs of enforcing or challenging patents in court, which
can range from $500,000 to $4 million (median) based on how much patent value is at risk. Id. at 2.
[FN128]. Robert M.M. Seto, A Federal Judge's View of the Most Important Changes in Patent Law in HalfA-Century, 11 J. Tech. L. & Pol'y 141, 145-46 (2006). Seto gives a thorough analysis of thirteen separate patent
reforms offered in the Patent Reform Act of 2005, but he also opposes any changes.
[FN129]. Id. at 146. This change would not only make United States patent law match other large countries, it
would also remove a lot of cost and conflict at the PTO because no more priority disputes involving proving the
date of invention would be necessary.
[FN130]. Id. at 148-49. Continuation procedures can extend the time from conception to patent expiration to a
whopping 44 years (which is what Lemelson did many times). This is contrary to the patent law system goal of
removing unnecessary delays between patent application and patent issuance.
[FN131]. This reform was discussed at length at the Ohio State I/S Symposium on Patent Reform, but most of
the panelists at that conference were against patent reforms in general (the primary presenters were university
researchers and representatives from Battelle, a small research and development company that stays in business
only by licensing inventions). The benefits of early publication far outweigh the small detriment to small companies which hope to have a long time to fully test every aspect of an invention before fmally applying for a pat- ent.
[FN132]. Seto, supra note 128, at 150. Seto thinks continuation procedures do not need to be eliminated because
the problems of heavy and irrelevant litigation could be solved better by early publishing of all patent applica- tions.
[FN133]. Id. at 155-56. The language in the 2005 Patent Reform Act condoned the very equitable test that the
Supreme Court ended up choosing.
[FN134]. All of this information comes from the I/S Symposium on Patent Refonn referred to in previous notes,
but the opposition and reasons are clear. Part of the problem is that the defmition of patent troll activity as licensing without practicing is too broad and covers these universities and small research firms. Even if certain reforms such as early publication do hurt some parties such as universities, Congress must balance the equities before just dismissing any change. See Seto, supra note 129, at 161-63.
[FN135]. Id. at 145. The consensus for patent reform is building quickly every year, so it would be hard to con-
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[FNI36]. See supra note 115 and accompanying text.
[FN137].See supra note 121 and accompanying text.

[FN138]. A perfect example of this phenomenon happened in late 2006 when Senator Bill Frist wanted to force
through legislation banning online gambling, but nobody in Congress supported this view. Frist then pulled
strings to add the gambling ban into a completely unrelated, large port security bill which was in the best interests of national security and certain to overwhelmingly pass both houses of Congress. Frist probably put the
security of the country at risk by "piggy-backing" his disfavored bill on the port security bill. Nevertheless, the
port security bill passed, and now bank funding of online gambling is illegal. See I. Nelson Rose, Congress
Makes Sausages, 11 Gaming L. Rev. 1, 1-2 (2007).
[FN139]. The trends of ADR bills passing and the bipartisan support of ADR indicate that patent reformers
could pull a Bill Frist-like action to force some reforms through. See supra note 138 and accompanying text.
[FN140]. Seto, supra note 128, at 177-78. Seto does point out that the USPTO does allow a somewhat similar
system called reexamination, but this procedure does not provide any of the same benefits as the European or Japanese opposition procedures. Id. at 146, 178.
[FN141]. Benjamin & Rai, supra note 121, at 270. This is one reform that has widespread support already in
Congress and is almost certain to pass in the next five years once technical and cost details are worked out.
[FN142]. Jay P. Kesan & Andres A. Gallo, Why "Bad" Patents Survive in the Market and How Should We
Change? The Private and Social Costs of Patents, 55 Emory L,J. 61, 105-06 (2006). The analysis can be hard to
follow in this empirical study, but graphically it is clear that costs are lowered and patent applicants and others
opposing the applications have a much broader range of choices to consider when a dispute arises in the opposition system.
[FNI43]. Id. at 107-08. Kesan also clarified many points in his presentation at the I/S Symposium on Patent Reform at Ohio State, and he is traveling around as much as possible to spread the good word about this reform.
[FN144].See supra Part IV.A.
[FN145]. The new patent examiners or arbitrators that would be hired if opposition procedures were added to the
USPTO would need full training in technical fields they practice in as well as arbitrator training. This process
could be a little expensive up front, but the long term benefits seem too good to pass up now.
23 Ohio St. J. on Disp. Resol, 345
END OF DOCUMENT
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STATUS OF INTELLECTUAL PROPERTY REFORM
LEGISLATION IN THE CONGRESS AND

How IT

MAY AFFECT How BANKS ACQUIRE AND
ENFORCE PATENTS
Patent reform has gained a lot of steam over the past five years due in large
part to the chorus of voices demanding that Congress reform the patent laws to
eliminate perceived abuses and1:zi Zings of the current patent system. The financial services industry has an interest in these reforms taking place in Congress.
The increasing number of applications for financial method patents and the
recent enforcement offinancial method patents against banks and other financial institutions, demonstrate the impact patent law now has in the financial
services industry. This column examines the Patent Reform A ct of2007 and
how the different provisions may impact the financial services industry.

here is a burgeoning recognition among the financial services industry of the importance of patents. Prominent banks and financial serTvices institutions are filing for increasing numbers of patents.' Banks
and finandal institutions are also feeling the sting of enforcement of patent
rights. During a recent hearing, Tony Squires of Goldman Sachs & Co.
addressed the Senate Judiciary Committee, and quoted a Harvard study that
found financial patents were significantly more likely than non-financial
patents to be asserted against alleged infringers.
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For these reasons, banks and financial institutions have an interest in the
current debate and legislative action on patent reform.
Somewhat surprisingly, Summer 2007 was a busy period for patent
reform. Many practitioners anticipated that with the beginning of an election cycle and the fact that a new administration will take over the federal
government in 2008, patent reform would be put on the back-burner until
at least 2010. The two bills, S. 1145 and H.R. 1908, referred to as the
"Patent Reform Act of 2007," were introduced in April 2007. The- remainder of the Summer saw a flurry of activity.
The Senate bill, S. 1145, was referred to committee in April, hearings
and markup sessions were held in June, and the bill was reported with
amendments in July. On the House side, H.R. 1908 was referred to committee where it underwent hearings and several markup sessions before being
reported to the floor of the House in September. The House passed the bill
220-175 once on the floor, and adopted several amendments before placing
the bill on the Senate Calendar.
The "Patent Reform Act of 2007" is, in large part, an attempt by the legislature to respond to heavy criticism leveled against the patent system over
the past several years. A particularly hot political issue is worry about overly
broad patents, which are allegedly curbing innovation and creating uncertainty in the market place. Another concern is the uncertainty and cost of
patent litigation.
Some commentators argue that so called "bad" patents exist because the
requirements for granting a patent are too low. Others argue that the Patent
Office Examining corps 2 is overwhelmed by the large numbers of applications.'
Stephen Schreiner is a partner at the Washington D.C. office of Goodwin Procter
LLP. Mr. Schreiner's practice focuses on all aspects of intellectual property law,
including patent litigation, patent prosecution, and counseling related to electronics,
e-commerce, business methods, interactive media, and other areas. He can be
reached at sschreiner@goodwinprocter.com . Andrew J. Baca is an associate in the
firm's Washington, D.C. office. His practice focuses primarily on patent prosecution
and counseling mostly related to electronics, software, business methods and other
areas, and he can be reached at abeca@goodwinproctercom.
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S. 1145/H.R. 1908 seek to address the perceived failings of the patent system, by providing for patent quality enhancing procedures, placing limits on
damages, and adding procedures to increase certainty in patent litigation. To
enhance the quality of patents, S. 1145/H.R. 1908 implement both a postgrant review system and a pre-issuance submission system for interested third
parties to submit prior art to the U.S. Patent Office, and exclude "Tax
Planning" and "Check Imaging" technology from being patented in the future.
On the patent litigation front, S. 1145/H.R. 1908 alter the basic formula for calculating damages, and limit when a plaintiff may seek enhanced
damages. The bills also add new restrictions on where a plaintiff may file suit
to limit forum-shopping.
As will become clear from the following description of the current patent
reform initiatives, the proposed changes could have strong implications to
banks and financial institutions, which are increasingly seeking to get
patents, enforce their patents, and are often the target of patent suits.
TAX PLANNING METHODS
Patents may only be granted if they fall into one of the statutory classes.
On the other hand, such things as laws of nature and abstract ideas are
assumed to be unpatentable. 4 Although processes (a.k.a. methods) are a
statutory class, H.R. 1908 seeks to impose a special carve-out to exclude
processes that are "tax planning methods."
H.R. 1908 defines a "tax planning method" as a "plan, strategy, technique, or scheme that is designed to reduce, minimize, or defer, or has, when
implemented, the effect of reducing, minimizing, or deferring, a taxpayer's
tax liability." There is an exception for "tax preparation software or other
tools used solely to perform or model mathematical calculations or prepare
tax or information returns."
This legislation is the result of criticism recently leveled against tax
patents. For example tax professionals and other observers of the tax industry have argued that tax planning patents are unnecessary. Some remark on
the number of tax strategies created without patent protection, and argue
that the entrepreneurial incentive created by patents is not needed in the tax
strategy industry. Others argue that, as a matter of policy, tax planning
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patents conflict with the tax concept that two similarly situated taxpayers
should pay the same amount of tax.'
Regardless of the reasons behind the criticisms, the categorical denial of
patentability to tax planning strategies would mark a departure from a long
held norm of patent law: technology-neutrality. The lean crafting of the
Patent Statute allows for flexibility and adaptability in the patent system, and
prevents special interest groups from introducing the kind of complexity
found in the tax laws into the patent laws. To amend the Patent Statute in
order to categorize a particular technology field as non-statutory subject matter would simply be unprecedented in patent law.
An alternative bill, H.R. 2365, was introduced in May 2007 by Rep.
Boucher (D-VA), which takes the less severe approach of simply limiting the
damages that could be incurred by taxpayers, tax practitioners and related
professionals with regard to tax planning methods. HR. 2365 was referred
to committee in June 2007, and has seen no activity since.
For banks, the elimination of tax planning patents might reduce the likelihood of being a defendant in an infringement suit. It would also be a victory for tax accountants, tax lawyers and other tax planning professionals
who can issue advice without worrying whether their clients will run afoul of
a tax planning patent.
On the patentee side, it would be a loss because it would prohibit tax
professionals from protecting their novel tax planning packages. However,
the severity of this change is mitigated somewhat by the fact that software
tools developed for tax planning purposes may still find protection.
LIMITS ON CHECK IMAGING PATENTS
Check imaging relates to using a digital image of a check rather than the
paper check. Working with digital images allows for quicker transfer of
funds and reduces the cost of processing checks.
S. 1145 includes a limitations on check imaging patents. An amendment proposed by Sen. Sessions (R-AL) limits injunctions, damages and collection of attorneys fees with respect to check imaging methods. S. 1145
accomplishes this by stating that the sections of the Patent Statute that provide for injunctions, damages, and fee shifting are not available against
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infringers of check imaging parents.
Both the amendment itself, and the manner in which the amendment
limits check imaging patents have caught some by surprise. The amendment
is likely a response to a series of lawsuits filed by DaraTreasuryTM Corp.
("DataTreasury"), alleging infringement of various check imaging and check
processing patents by such financial heavyweights as JPMorgan Chase, Bank
One, Bank of America, CidGroup, Meryl Lynch, Groupe Ingenico,
NetDeposit, Inc., RDM Corp. and Wachovia.
DataTreasury is primarily asserting two patents. The first patent is
"Remote Image Capture with Centralized Processing and Storage." 6 The second patent is "Remote Image Capture With Centralized Processing
Storage."' Both patents are purported to describe a process capable of implementing the federally enacted Check Clearing for the 21st Century Act, also
known as "Check 21." Check 21 provides for financial institutions to
exchange digital images of checks rather than paper copies, which results in
big savings for banks.
According to information on the DataTreasury Web site, Meryl Lynch,
JPMorgan Chase, Bank One, Groupe Ingenico, NetDeposit, Inc., and RDM
Corporation are a few of the financial institutions now licensing
DataTreasury's patents.'
Sen. Sessions' amendment to S. 1145 may in pal t be a legislative
response to DataTreasury's assertion of its patents to payment systems that
comply with Check 21. Licensing fees paid to DataTreasury are cutting into
the cost savings realized by banks that are using check imaging, and the
amendment seeks to limit DataTreasury's future ability to extract fees from
banks, either through damages or injunctions.
Regardless of the reason for the amendment, limits on check imaging
patents would be a benefit to banks, especially in light of Check 21. Banks
that use check imaging to efficiently process check-based transactions can
enjoy the benefits of increased savings. This reform would significantly
reduce the ability of a patentee to extract money from a bank. The patentee
would nor be able to leverage an injunction against an infringer. Further,
patent holding companies which do not manufacture the goods covered by
their patents, so called "patent trolls," largely depend on attorney fee shifting
provisions or contingency fee agreements to pay litigation expenses. Since
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Sen. Sessions' amendment eliminates attorney fee shifting, damages and
injunctions, attorneys would only take those cases where the patentee
demonstrates the resources to pay litigation bills.

APPORTIONMENT OF DAMAGES
The Patent Statute provides that a patent owner is entitled to damages
adequate co compensate for the infringement, but no less than a reasonable
royalty for use of the invention by the infringer. Under current law, a reasonable royalty is essentially the royalty which would result from a hypothetical negotiation between a willing licensee and a willing licensor.
S. 1145/H.R. 1908 provide that a patentee will have to make a showing
whether their invention's specific contribution over the prior art is the predominant basis for market demand for an infringing product or process. If
the patentee's contribution is the predominant basis for market demand,
damages may be based upon the entire market value of the products or
processes. However, if the patentee's contribution is not the predominant
basis for market demand, a reasonable royalty would be applied only to that
economic value properly attributable to the patent's "specific contribution
over the prior art." In other words, the proposed damages calculus would
exclude the economic value properly attributable to the prior art and other
features or improvements. This minimization of damages base for patent
infringement is referred to as "apportionment."
Ever since the idea of limiting damages to the contributions over the
prior art was first introduced, it has been the subject of criticism by commentators who worry that apportioning damages would be a massive undertaking for courts and juries, requiring complex calculations and economic
valuations not only of the patentable advance but also of the prior art.
However, apportionment has been in both S. 1145 and H.R. 1908 since the
bills were introduced, and has undergone few amendments, although it
remains a hotly-contested issue in the competing constituencies.
If the change to damages law is enacted, the practical result should be
that damage awards are smaller. Also, violating financial patents which add
only a tiny improvement over the prior art will not be catastrophic, because
a damages award may be a fraction of what it would be otherwise.
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TREBLE DAMAGES FOR WILLFUL INFRINGEMENT
Treble damages is the punch to the solar plexus that can knock the wind
out of a bank found guilty of willful infringement. Patent reform seeks to
limit treble damages by making it more difficult or a plaintiff to prove
infringement was willful.
S. 1145/H.R. 1908 provide for treble damages upon a showing of willfulness if (1) the alleged infringer received written notice of specific acts of
infringement from the patentees; (2) infringer intentionally copied the
patented invention with knowledge that it was patented; (3) the patentee
continues to infringe after having been found guilty of infringement. An
informed good faith belief that the infringer is not infringing may protect
from a finding of willfulness. In essence, it will be harder for a patent holder to prove willful infringement.
Another development in the area of willfulness is the recent federal circuit decision in in re Seagate Technology,' which held that willful infringement
enhanced damages now requires "at least a showing of objective recklessness."
The new standard replaces the "affirmative duty of due care" upon receiving
notice of infringement. How the Seagate standard will interplay with the
changes to willfulness in S. 1145/H.R. 1908 remains to be seen.
The proposed limits on willful infringement and treble damages in S.
1145/H.R. 1908 should, as a whole, benefit the banking industry by reducing uncertainty created by fear of large damages awards. For patentees, however, limits on willfulness and treble damages further erode the value of
patents because, practically speaking, it is the fear of such damages that keeps
companies from knowingly violating a patented product or patented process,
thereby enlivening a patentee's right to exclude.

POST-GRANT REVIEW
Post-grant review means that following the grant of a patent by the
Patent Office, members of the public can oppose or challenge that patent on
the basis that it should have never been granted. Primarily, petitioners would
submit prior art that the Patent Office did not consider during examination.
The purpose is to improve patent quality by preventing the grant of overly
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broad patents.
There is one major difference between how the House and Senate treat
post-grant opposition. S. 1145 provides for two windows during which a
petitioner may oppose the grant of a patent, but H.R. 1908 provides for only
one window.
Both S. 1145 and H.R. 1908 provide for a first, 12-month post-grant
opposition window. Only S. 1145 provides for a second, unlimited postgrant opposition window. During the second window, a petitioner must satisfy higher burdens of proof than during the 12-month window.
Instead of a second window, H.R. 1908 makes changes to the existing
inter partes patent reexamination process. Inter partes reexamination allows
a third party to initiate a reexamination of an issued patent when there is a
substantial new question of patentability. This process is not widely used,
however, because the requesting party is estopped from raising at a later date
the same issue or issues it could have raised. H.R. 1908 eliminates the estoppel for issues a requesting party could have raised, thereby removing a large
disincentive to participating in inter partes reexamination.
Generally, post-grant opposition should benefit banks and financial
institutions. It may save time otherwise wasted in litigation by cancelling the
grant of a patent that is too broad (i.e., broad enough to encompass prior
art). Banks would no longer have to wait until litigation to assert a prior use
defense. Further, it can strengthen the value of a patent by subjecting it to
further examination. However, the unlimited window in the Senate version
may invite abuse. Petitioners with large budgets could grind down smaller
patentees with never ending oppositions. At some point, there should be
finality in the examination process.

PREiSSUANCE SUBMISSIONS OF PRIOR ART
Currently, third parties may submit prior art to the Patent Office for
consideration by examiners. The window for submission is two months from
the date of application or before a notice of allowance is mailed, whichever
occurs earlier.
S. 1145/H.R. 1908 greatly expand public participation by providing
that any person would be able to submit for consideration and inclusion in
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the record of a patent application any patent, published patent application or
other publication of poten tial relevance to the examination of the application
before the date of notice allowance, six months after the application is published, or the date of the first rejection. In other words, S. 1145/H.R. 1908
creates a larger window for third party submissions.
Third party submissions benefit banks (and everyone else) by improving
the quality of granted patents, and strengthening their value to patentees.
Enlarging the window for such submissions should further increase the ben-eftt to banks and financial institutions.

VENUE REFORM
Forum shopping, or the attempt to have a case heard in a court which is
thought to be more favorable to a plaintiff, is an increasing problem in patent
litigation. Forum shopping has led to the so called "Eastern District of
Texas" ("EDTX") phenomenon, which is that many patent plaintiffs choose
to file infringement suits in the EDTX because it is perceived to be proplaintiff.'° For example, all of the DataTreasury suits were filed in EDTX.
S. 1145/H.R. 1908 limit venue to where a defendant has its principal
place of business, or has committed a substantial portion of the acts of
infringement and has a regular and established physical facility that the
defendant controls and that constitutes a substantial portion of the defendant's operations. This should benefit banks who are defendants because
there will be some meaningful nexus between the district where a suit is filed
and a defendant.
Defendant-based venue rules run the risk of forcing plaintiffs to bring
suit in districts with a bias to the defendant (imagine if every suit against
Microsoft has to be filed in Redmond, Washington). S. 1145/H.R. 1908
attempt to alleviate the danger of defendant-bias by providing for venue
where a plaintiff resides, if the plaintiff is a university, non-profit or small
time patent owner. However, most banks and financial institutions will
not fit into one of the categories that qualify for the plaintiff-based venue
provisions.
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BEST MODE DEFENSE
Under current law, defendants may invalidate an asserted patent by arguing the patent fails to comply with the "best mode" requirement."
H.R. 1908 strikes the Best Mode defense. The "best" mode of practicing an invention is inherently subjective, therefore, so is the question whether
an inventor had a best mode at the time of application. Removing subjective questions reduces the expense of litigation and increases the certainty of
outcome earlier in the litigation process. On the balance, removing the best
mode defense is probably a benefit to banks and financial instructions, which
are more concerned with certainty.

INTERLOCUTORY APPEALS OF MARK MAN RULINGS
Most patent infringement suits stand or fall on the definitions of claim
terms, i.e., the interpretation of the scope of the patent. During trial, a district court will issue so called Markman rulings interpreting the meaning and
scope of patent claim terms.
The meaning of a patent is an issue of law reviewed de novo by the federal circuit court of appeals. Historically, the rate of reversal by the federal
circuit of Markman rulings is high — roughly 40 percent. Thus, a patent
suit may go through a full trial when there is a 40 percent probability that
the federal circuit court of appeals will reverse the Markman ruling, remanding the case for further district court proceedings and perhaps even a new
trial.
Interlocutory appeals of Markman rulings would allow a party to appeal
a Markman ruling before the end of the trial at thc district court, in order to
increase certainty in outcomes. When interlocutory appeals of Markman rulings was first proposed, the idea was heavily criticized by Judge Michel of the
federal circuit court, who argued it would delay trials and overburden the
federal circuit. Judge Michel's argument appeared to gain support at the
beginning of Summer 2007; however, S. 1145 and H.R. 1908 have undergone hearings and amendments, and interlocutory appeals of Markman rulings still remain in both versions of the bill.
Interlocutory appeals of Nfarkman rulings would probably benefit banks
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and financial institutions by increasing litigation outcome certainty, as well
as reduce overall litigation costs.

CONCLUSION
Patent reform continues to be a hot topic as legislatures move to respond
to the many criticisms against the United States patent system. With their
increasing awareness of the importance of acquiring patents and defending_
against patent suits, banks and financial institutions have an interest in closely monitoring Congress's attempts ro improve parent quality, increase certainty in litigation outcomes, and reduce the overall cost of litigation. Many
of the reforms have the potential to benefit the financial services industry,
and the next year will determine whether the right provisions continue to
receive support or not.

NOTES
' For example, a search of for "Bank of Ametica" using the Patent Office's patent
searching system turns returns more than 100 issued utility patents and 200 published patent applications.
' Examiners are the specialists who work at the United States Patent & Trademark
Office, granting and denying patent applications.
• According to the Patent Office's Electronic Information Products Division Patent
Technology Monitoring Team, there were 390,733 applications filed in 2005.
' See, Diamond v. Chakrabarty, 447 U.S. 303 (1980).
' Jack Cathey, Howard Godfrey and Justin Ransorne, Tax Patents Considered, J.
Acct. Online (July 2007) http://ww-w.aicpa.org/PUBS/jofa/joaiss.htm.
• U.S. Patent No. 6,032,137.
U.S. Patent No. 5,910,988.
• DataTreasury, http://www.datatreasury.com (last visited September 18, 2007).
' No. 830, slip op. (Fed. Cir. Aug. 20, 2007).
"' Justice Scalia, during oral argument at the Supreme Court in eBay v.
MercExchange on March 29, 2006, referred to thc Eastern District of Texas as a
"renegade jurisdiction" when counsel for eBay noted that "no patent has ever been
declared invalid in that jurisdiction."
'' To comply with 35 U.S.C. § 112, an inventor is required to provide the best
mode for practicing an invention, if known.
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