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THE SPORT OF KINGS: PROMISE AND PERILS OF 
21ST CENTURY PATENT LITIGATION

Scott D. Eads, Esq., and Julia E. Markley, Esq.

Intellectual Property Litigation Insights

The 20-year period of exclusivity that comes with a patent grant creates a powerful economic 
incentive for innovation. It also creates an incentive to protect those valuable patented products 
and processes from infringement. But the high costs and unusual complexity of the U.S. patent 
enforcement system have earned the system the nickname “the Sport of Kings.” This discussion 
considers key features of the current patent enforcement system in the U.S. and discusses recent 

rebalancing efforts by the federal courts to rein in perceived abuses. The authors express the 
view that some of these changes may have the unwanted side effect of dampening incentives 

for innovation by unnecessarily limiting the value of patent protection.

INTRODUCTION

The once sleepy field of patent law has ridden a giant wave 
over the past three decades as the pace of technological 
innovation accelerated beyond anyone’s expectations. This 
time period included an explosion in computing power, the 
advent of the Internet, and the birth and maturation of 
genetic engineering as a commercial enterprise.

Upstart technology ventures—such as Microsoft and 
Amgen—grew from fledgling businesses into global power-
houses.

In like fashion, the field of patent law—which provides 
the principal mechanism for protecting the fruits of tech-
nological innovation—has enjoyed a tremendous boom in 
commercial importance.

Indeed, patent law may be the modern day equivalent 
of the old-fashioned gold rush. Business people and lawyers 
alike have discovered patents as a potential source of mar-
ket power.

Leading technology companies have substantially 
increased their arsenal of patents for both offensive and 
defensive purposes.

Large general practice law firms have responded to this 
trend by merging with smaller intellectual property “bou-
tiques” in order to augment their specialized patent law 
expertise.

Corporate enterprises, pejoratively referred to as 
“trolls,” have been formed for the sole purpose of acquir-
ing and enforcing patents for profit. Renowned contingent 
fee plaintiff attorneys—who once handled personal injury 
cases—have turned their considerable courtroom talents to 
the even more lucrative field of patent litigation.

Even some of the federal courts seemingly have gotten 
into the act, each trying to outdo the other as the fastest 
“rocket docket,” luring patent plaintiffs to file lawsuits in 
their court in hopes of a speedy trial.

As we collectively step back to survey the financial 
train wreck that was 2008, this is an opportune time to 
take a fresh look at the current state of the U.S. patent law 
system. 

This discussion describes:

1. some key features of patent litigation today, and

2. the recent shifts in the law designed to curb perceived 
abuses of the so-called patent “trolls.”

In addition, this discussion asks whether the shift has 
gone too far in ways that may unfairly harm traditional 
patent holders.

THE CURRENT STATE OF PATENT LITIGATION

The 20-year period of exclusivity that comes with a patent 
grant creates a powerful economic incentive for innovation. 
Indeed, in industries like biotechnology, which are char-
acterized by lengthy and expensive product R&D cycles, 
patents are vital to success. Without a prolonged period of 
potential exclusivity, investing millions of dollars in a risky 
multi-year product development cycle would be economi-
cally unjustifiable.

Unlike some of its foreign counterparts, the U.S. pat-
ent system has real teeth. That is, damages awards against 
proven patent infringers can be jaw-dropping.
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Indeed, the largest patent damages award in the history 
of the U.S. federal courts was handed down in June 2009, 
when a Texas jury awarded Centocor an astonishing $1.67 
billion for Abbott Labs infringement of a Centocor patent 
for antibodies against tumor necrosis factor. Because the 
jury found the Abbott Labs infringement to be “willful,” the 
Texas judge will now decide whether to as much as treble 
that damages figure.

The potential for five billion dollar damages awards is 
enough to get the attention of any Fortune 500 CEO.

Though there is much to admire, high costs and the 
unnecessary complexity have significantly undermined 
public confidence in the patent enforcement system—a 
system sometimes referred to as “the Sport of Kings” owing 
to its costliness.

A company’s patent-dependent business model often 
requires the vigorous defense of the patents which protect 
its proprietary products and processes. This has helped 
to drive the average attorneys’ fees per party to take a 
medium-sized patent lawsuit through trial to around $3 to 
$4 million. Costs for experts, court 
reporters, and other disbursements 
can add another $1 million. 

Fees and costs in large patent 
cases can be double (or more) those 
figures.

Observers should bear in mind, 
however, that approximately 97 per-
cent of patent cases are resolved by 
settlement, summary judgment or 
dismissal before any trial is completed.

For this reason, the actual fees in the vast majority of 
patent infringement cases are substantially less than the 
through-trial figures that are quoted above.

Patent litigations can run on for five or six years, with 
cases winding their way from the trial court to the court 
of appeals and back. For some companies, the costs of 
prosecuting or defending a patent lawsuit can outweigh the 
value of the patent or of the business at stake.

SOME KEY FEATURES OF 21ST CENTURY 
PATENT LITIGATION

1. You’ve Been Sued for Patent Infringement:
 Welcome to Marshall, Texas

Marshall, Texas, population 25,000 and home of the annual 
Fire Ant Festival has become an unlikely epicenter of pat-
ent litigation in the United States. Many of the largest tech-
nology companies in the U.S. and abroad have been dragged 
into the U.S. District Court for the Eastern District of Texas 
to defend big money patent suits.

Plaintiffs like to sue in Marshall for a number of rea-
sons. Most importantly, the win rate for patent plaintiffs 

in Marshall is almost 80 percent, much higher than the 
roughly 50/50 win rate in most other jurisdictions.

Plaintiffs not only win more often in Marshall, but they 
also tend to win bigger. Aggrieved patent plaintiffs often win 
outsized monetary damages awards in the Eastern District 
of Texas.

Moreover, the judges in Marshall have a well-deserved 
reputation for getting cases to trial relatively quickly. 
However, as the Eastern District of Texas has become 
clogged with a surfeit of big money patent suits, it takes 
longer to get to trial than it once did.

Marshall often has only a tenuous connection to the 
parties, their places of business, or the infringement accu-
sations. Nonetheless, historically it has been exceedingly 
difficult to get out of Marshall once a lawsuit has been filed 
there.

The Eastern District of Texas judges have routinely 
denied motions to transfer patent cases to courts located 
in places more directly connected to the dispute. Whether 
the “stickiness” of the Texas court will continue has been 

cast into doubt by recent appellate 
court decisions mandating the trans-
fer of cases bearing insufficient ties 
to Marshall, Texas.1

Marshall is a particularly favored 
venue among the so-called patent 
“trolls.” These patent “trolls” are 
now often referred to by the less 
inflammatory term “non-practicing 

entity” or “NPE.” NPEs often are companies that exist only 
to acquire patents and to extract license royalty payments 
for their alleged infringement.

Most patent infringement cases are still filed in the 
federal courts other than in the Eastern District of Texas. 
However, the situation in Marshall is closely intertwined 
with one of the central controversies of the day in the area 
of patent litigation—what to do about the so-called trolls.

As discussed below, the federal courts and the U.S. 
Congress have mobilized to curb what is perceived as 
excessive and nonproductive patent enforcement activities 
of the NPEs. Too often, however, the apparent remedies 
have been a blunt instrument that hurt the interests of both 
traditional patent owners and NPEs alike.

Indeed, many patent law practitioners are concerned 
that the rights of all patent owners are being unduly weak-
ened—in an effort to address the perceived abuses of just 
a few.

2. Success or Failure Depends Upon What the
 Meaning of the Word “Is” Is

A patent begins with a written description of the inven-
tion, called a “specification,” and concludes with a set of 

“Patent litigations can run on for 
five or six years, with cases winding 
their way from the trial court to the 

court of appeals and back.”
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numbered “claims” that define the legal boundaries of the 
invention.

For example, a patent may claim: a device for a human 
to sit on, comprising: four vertical legs; a horizontally ori-
ented rectangular seating area supported at its four corners 
by said legs; and an upwardly extending vertical surface for 
supporting the back of the sitter.

In patent litigation, intense focus is brought to bear on 
the precise meaning of the patent claims. Ultimately, the 
correct construction of the patent claims is a question of 
law for the judge to decide based on:

1. the language of the claims themselves;

2. the description of the invention given in the specifica-
tion;

3. the correspondence between the Patent Office and 
the patent applicant during the “prosecution” process 
that led to issuance of the patent, including any claim 
amendments that were made to overcome claim rejec-
tions; and

4. frequently, expert testimony.

Claim construction is a complex 
and unpredictable process that, in 
large cases, can consume hundreds 
of thousand of dollars in litiga-
tion expenses. The heavy scrutiny 
given to claim interpretation is 
understandable, however, because 
it can be determinative on the ulti-
mate questions of patent invalidity 
and patent infringement.

The trial judge usually issues a ruling on the legally 
correct meaning of disputed claim terms well before 
trial begins. And, that judicial ruling generally cannot be 
appealed until a final judgment has been entered disposing 
of all issues in the case.

Historically, in nearly half of the cases appealed to the 
U.S. Court of Appeals for the Federal Circuit, where all 
patents are heard, at least one or more of the trial judge’s 
claim construction rulings are reversed. Such a reversal 
may, in turn, require a retrial of issues such as validity and 
infringement that depend significantly on the construction 
given to the patent claims.

With the cost of conducting a jury trial carrying a poten-
tial million dollar price tag, a retrial based on a flawed claim 
construction ruling can be an onerous expense indeed.

3. The Discovery Maze
Discovery in federal lawsuits generally, and patent cases in 
particular, can be contentious and expensive. In a medium-
large patent case costing about $5 million in fees and 

expenses through trial, the costs of discovery alone may 
account for fully half of the total expense.

“Discovery” is that process by which parties obtain 
information in the form of documents, written answers, and 
sworn oral testimony from the adversary and third parties. 

A patent holder usually relies on the accused infringer’s 
documents to prove infringement. And, the patentholder 
also needs the accused infringer’s detailed financial infor-
mation to prove damages. The accused infringer needs to 
discover from the patent holder information to support its 
defenses that the patent is invalid, not infringed, or is unen-
forceable due to the patentee’s alleged fraudulent conduct 
in procuring the patent.

Recent amendments to the Federal Rules of Civil 
Procedure (the “Rules”) make clear that electronically 
stored information (ESI) retained in the form of e-mails, v-
mails, text messages, and the like are fully within the scope 
of standard discovery.

These amendments vastly expand the scope and intru-
siveness of discovery as compared to olden times (circa 

1975!), when most commercial 
documents were stored only in 
paper form.

Further, parties to a lawsuit 
have a clear obligation to retain 
potentially relevant documents 
once a lawsuit is filed or risk sanc-
tions that can include large mon-
etary fines or even preclusion of a 
vital claim or defense. The growing 
number and severity of sanctions 
against violating parties and their 

attorneys in recent years leave no doubt about the federal 
courts’ stern disapproval of any “spoliation” of evidence, 
electronic or otherwise.

The Rules provide each party with an incredibly power-
ful tool for compelling the production of potentially relevant 
information from the adversary. The fact that information 
may constitute otherwise tightly guarded competitive infor-
mation, or embarrassing personal information, provides no 
immunity to intrusive discovery demands.

So long as the requested information is nonprivileged 
and is reasonably calculated to lead to the discovery of 
admissible evidence, it generally must be produced.

The confidentiality concern is addressed by detailed, 
“protective orders” that control the handling and dissemi-
nation of such information.

The most sensitive competitive information may be des-
ignated “outside counsel’s eyes only,” with the result that 
the parties to the lawsuit may sometimes feel that they are 
flying blind, relying on attorney recommendations based, 
in part, upon key information to which they are denied 
access.

“Further, parties to a lawsuit have a 
clear obligation to retain potentially 
relevant documents once a lawsuit is 
filed or risk sanctions that can include 
large monetary fines or even preclusion 

of a vital claim or defense.”



Insights Autumn 2009
6

As with spoliation of evidence, violation of the terms of a 
protective order is a matter of utmost seriousness with the 
potential for heavy penalties to be levied against a deliber-
ate violator.

Discovery in patent litigation is even more difficult than 
in other types of federal cases. For instance, the defendant 
often will be intensely interested in discovering the exis-
tence and content of close “prior art” over which the patent 
claims must be “novel” and “non-obvious” in order to be 
valid. In simple terms, prior art comprises devices, meth-
ods, or apparatuses that existed prior to the patent owner’s 
invention date.

Because many patents in force today were filed in the 
early to mid-1990s, the accused infringer is often seeking 
to discover information about prior art that may have been 
out of use for 15 to 20 years, or longer. Over such a period 
of time, knowledgeable witnesses have retired, moved, for-
gotten what they knew, or died, and samples of the prior art 
may have been lost, destroyed, altered, or misplaced.

Prior art searching may involve considerable discov-
ery from non-parties who have little interest in becoming 
involved in a contentious patent 
litigation—or, more often, who 
have an active interest in avoiding 
such involvement.

In some cases, information 
concerning key prior art is in the 
possession of the patent owner, 
who zealously resists providing it. 
However, the Rules provide a few 
places to hide from the persistent 

defendant.

4. Battle of the Experts
Key players in many patent cases are the experts who pro-
vide both extensive expert reports and deposition and trial 
testimony. These experts opine on scientific, economic, 
and even patent law issues.

The ideal expert has:

1. impeccable academic or professional credentials in the 
area of his or her testimony,

2. the people skills to be a convincing witness,

3. the ability to convey complicated subject matter in a 
manner that will be understood by a lay judge and jury, 
and

4. the experience to handle with poise and equanimity the 
aggressive cross-examinations that will be conducted by 
skilled trial counsel.

As may be expected, such experts do not come cheap. 
However, the importance of retaining highly qualified 
experts cannot be understated. This is because the other 
side is bound to have hired its own experts.

And, the more credible and convincing expert can, and 
frequently does, carry the day as the judge and jury struggle 
to sort through complicated technical issues that lie well 
outside their own bases of knowledge and experience.

5. A Picture Tells a Thousand Words – And in a
 Patent Trial Can Make the Difference Between
 Comprehension and Bewilderment

Nowhere is the old saying about the value of a picture more 
true than in the trial of a patent case. The sheer volume 
of complex technical information can be enough to trigger 
glazed eye syndrome in even the most diligent judge or 
juror.

Skilled courtroom attorneys have many techniques for 
rendering this information more understandable and inter-
esting to the lay people who will pick winners and losers. 
Key among these techniques are the electronic devices used 

in today’s courtrooms to quickly 
convey bytes of information in the 
way that people are accustomed 
to receiving it—on a television or 
computer screen in a polished and 
easily digested digital format.

Today’s big case trial lawyers 
come into court with an entourage 
that includes a media technician 
skilled in operating an array of 
electronic presentation devices 
that enable the lawyer to almost 

instantaneously pull up from within hundreds of thousands 
of pages of evidence and oral testimony the precise snippet 
needed to refresh the memory of a friendly witness or to 
impeach the damaging testimony of a hostile witness.

Opening and closing statements and abstruse expert 
testimony are accompanied by highly produced computer 
animations, simulations and other computer graphics that 
convert arcane technical issues into simple visual concepts 
that are readily comprehended by the typical juror lacking 
an engineering or biomedical degree. To paraphrase the 
famous Karl Malden line: Computer graphics—don’t come 
into the 21st century courtroom without them.

THE ROLE OF THE U.S. COURT OF APPEALS 
FOR THE FEDERAL CIRCUIT COURT OF 
APPEALS IN PATENT LITIGATION

The beginning of the nearly three decade boom in patent 
law coincided closely with the creation in 1982 of a single 

“Key players in many patent cases are 
the experts who provide both extensive 
expert reports and deposition and trial 

testimony. These experts opine on 
scientific, economic, and even patent 

law issues.”
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court to hear appeals of patent cases from district courts 
all across the United States. Previously, appeals from the 
district courts in patent cases went to one of the eleven 
“regional” circuit courts of appeals (e.g., appeals from 
Texas federal courts went to the U.S. Court of Appeals for 
the Fifth Circuit Court of Appeals).

The U.S. Court of Appeals for the Federal Circuit, which 
sits in Washington, D.C., not far from the U.S. Patent Office, 
was created based on a belief that the special complexity of 
patent cases called for creation of a single appellate court 
with particular expertise in the myriad obscure issues that 
are unique to patent law.

It was thought that the Federal Circuit could bring need-
ed uniformity to the confusing array of conflicting opinions 
coming out of the regional circuit courts of appeal.

In retrospect, it also appears that the Federal Circuit 
began its existence with a mission to strengthen the legal 
rights of patent owners. Under the Federal Circuit, patents 
were much more likely to be found valid and infringed than 
before. Thus, the value of patents generally increased.

This increase in patent value leads to a self-perpetuating 
cycle in which innovative businesses were more likely to 
invest in obtaining patents, as well as 
in enforcing them when infringement 
occurred. The resulting pendulum 
swing in favor of patent owners con-
tinued relatively unabated for more 
than two decades.

THE U.S. SUPREME COURT 
AND THE FEDERAL CIRCUIT ARE CHANGING 
COURSE IN WAYS THAT LIMIT THE RIGHTS 
OF PATENT HOLDERS AND AID ACCUSED 
INFRINGERS

In recent years, however, the scales of justice unmistakably 
have begun to tip back in favor of accused patent infring-
ers. Many observers believe that the recent course adjust-
ment back in favor of accused infringers reflects a desire to 
contain the spiraling burden of resource-consuming patent 
litigation.

In particular, this course adjustment may be intended 
to constrain the patent litigation initiated by NPEs who are 
perceived by some as using the courts as a kind of lottery 
system without providing anything of real value in return. 
Among other things, the U.S. Supreme Court has stepped 
in to rein in some of the Federal Circuit’s key pro-patent 
holder decisions.

For instance, the Supreme Court has made it:

1. more difficult for patent owners to obtain a permanent 
injunction barring future infringements once infringe-
ment has been proven (eBay), and

2. easier for accused infringers to prove patents invalid as 
“obvious” (KSR).

Seeming to follow the Supreme Court’s lead, the Federal 
Circuit has (1) set a tougher standard for patent holders 
to prove willful infringement (Seagate) and (2) ruled that 
some business-method patents are not patentable at all 
(Bilski).

Finally, Congress has considered sweeping patent reform 
laws. One of these legislative proposals could significantly 
limit the damages that a patent holder may recover against 
an infringing party.

1. The First Blow to Patent Holders: eBay
  Eliminates Patent Holders’ Guarantee of an
  Injunction Against Infringers of Valid Patents

In eBay Inc. v. MercExchange, LLC,2 the U.S. Supreme 
Court voted 9-0 to eliminate the Federal Circuit’s presump-

tion that the holder of a valid pat-
ent was entitled to injunctive relief 
against infringers. After the eBay 
decision, a finding of infringement 
no longer virtually guarantees the 
patent holder a permanent injunc-
tion ordering the defendant to stop 
infringing the patent.

In eBay, the Supreme Court 
rejected the Federal Circuit’s “‘general rule,’ unique to pat-
ent disputes, ‘that a permanent injunction will issue once 
infringement and validity have been adjudged.’”3

Instead, the Supreme Court held that the decision 
whether to issue an injunction in patent cases is governed 
by the same principles of equity that govern in other types 
of cases.

Based on the eBay decision, the party seeking an injunc-
tion must meet the traditional four-factor test:

1. The plaintiff has suffered irreparable harm.

2. The plaintiff does not have adequate legal remedies, 
such as money damages.

3. The balance of hardships favors an injunction.

4. The public interest will not be disserved by an injunc-
tion.4

In the eBay decision, the Supreme Court vacated the 
judgment and remanded the case to the district court 

“In recent years, however, the 
scales of justice unmistakably 

have begun to tip back in favor of 
accused patent infringers.”
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to apply the proper test in deciding whether permanent 
injunctive relief should be granted.5

In a concurring opinion, Justices Stevens, Souter, 
Breyer, and Kennedy noted the rising NPE industry and 
suggested that the Supreme Court’s decision could reduce 
the NPE’s power:

An industry has developed in which firms use pat-
ents not as a basis for producing and selling goods 
but, instead, primarily for obtaining licensing fees. 
. . . For these firms, an injunction, and the poten-
tially serious sanctions arising from its violation, 
can be employed as a bargaining tool to charge 
exorbitant fees to companies that seek to buy 
licenses to practice the patent. When the patented 
invention is but a small component of the product 
the companies seek to produce and the threat of 
an injunction is employed simply for undue lever-
age in negotiations, legal damages may well be suf-
ficient to compensate for the infringement and an 
injunction may not serve the public interest.6

Accordingly, the eBay decision 
seems to be aimed at curtailing what 
some justices perceived as an abuse 
of power by NPEs.

2. The KSR Decision Relaxed
 the Standards for Alleged
 Patent Infringers to Establish the Invalidity
 Defense of Obviousness

To defend against a claim of patent infringement, an alleged 
infringer can prove that the patent is invalid because its 
subject matter was “obvious” over some combination of 
prior art references.

A patent claim is obvious when “the differences between 
the subject matter sought to be patented and the prior art 
are such that the subject matter as a whole would have 
been obvious at the time the invention was made to a per-
son having ordinary skill in the art to which said subject 
matter pertains.”7

In a 2007 unanimous decision, the U.S. Supreme Court 
in KSR International Company v. Teleflex, Inc. relaxed the 
standards for alleged patent infringers to establish the inva-
lidity defense of obviousness.8

Before KSR, the Federal Circuit applied a “teaching, 
suggestion, or motivation” (TSM) test to resolve questions 
of obviousness. Under that test, a patent claim is proved 
obvious only if “‘some motivation or suggestion to combine 
the prior art teachings’ can be found in the prior art, the 
nature of the problem, or the knowledge of a person having 
ordinary skill in the art.”9

Although the TSM test was rigid, it had the benefit of 
being a specific rule that parties and courts could apply 
with some predictability.

The Supreme Court in KSR threw the strict application 
of the TSM test out the window. The Supreme Court ruled 
that, in deciding obviousness, “a court must ask whether 
the improvement is more than the predictable use of prior 
art elements according to their established functions.”

In the KSR decision, the Supreme Court mentioned 
some factors that should be examined in determining 
whether there was an apparent reason to combine the 
known elements in the fashion claimed by the patent at 
issue:

  the interrelated teachings of multiple patents

 the effects of demands known to the design community 
or present in the marketplace

 the background knowledge possessed by a person hav-
ing ordinary skill in the art10

The Supreme Court acknowl-
edged that its test may be difficult to 
apply, especially in complex cases.11

The broad statements in the 
Supreme Court decision in KSR 
give accused infringers several ways 
to attack a patent as obvious and, 
thus, invalid. Result? The balance is 

tipped a little more against patent holders and a little more 
in favor of accused patent infringers.

3. Seagate Sets a Tougher Standard for Patent
 Holders to Prove Willful Infringement, Making
 It Harder for Patent Holders to Win Enhanced
 Damages

A few months after the KSR decision, the Federal Circuit 
in In re Seagate Technology, LLC made it tougher for pat-
ent holders to prove willful infringement and to collect the 
enhanced damages that can come with a finding of willful-
ness.12

In the Seagate decision, the Federal Circuit:

1. overruled more than 20 years of its own precedent, 
and

2. held that a patent holder must prove “objective reck-
lessness” by “clear and convincing evidence” to estab-
lish willful infringement.

This judicial decision alters the calculus that goes into 
the analysis of the risks and benefits of patent infringement 

“This judicial decision alters the 
calculus that goes into the analysis 
of the risks and benefits of patent 

infringement cases.”
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cases. This is because a finding of willful infringement 
allows the judge to increase damages by as much as three 
times actual damages and may also influence a judge in 
deciding whether to require the infringer to pay the patent 
holder’s attorney fees.

Before Seagate, a patent holder essentially only had to 
prove that the accused infringer was negligent in order to 
establish willful infringement. For instance, in its landmark 
decision, Underwater Devices, Inc. v. Morrison-Knudsen 
Co.,13 the Federal Circuit held that a potential infringer 
had an affirmative duty to exercise due care to determine 
whether or not its activity would infringe another’s patent.

The Underwater Devices court stated that the duty 
included obtaining competent legal advice regarding wheth-
er the potential infringer’s activity might infringe before 
any possible infringing activity began.

Therefore, when a party received an infringement 
demand letter from a patent holder’s attorney, the party 
would generally obtain a written opinion of counsel to 
defend against a possible charge of willful infringement. 
This procedure became known as the “advice of counsel” 
defense to willful infringement.

In overruling Underwater 
Devices, the Federal Circuit observed 
that other laws, such as copyright 
infringement, followed the stricter 
standard of “reckless disregard.” 
The Seagate court also rejected 
Underwater Devices’ imposition of a 
duty of due care on potential infring-
ers and, with that, the duty to obtain 
an opinion of counsel:

Accordingly, we overrule the standard set out in 
Underwater Devices and hold that proof of will-
ful infringement permitting enhanced damages 
requires at least a showing of objective reckless-
ness. Because we abandon the affirmative duty of 
due care, we also reemphasize that there is no affir-
mative obligation to obtain opinion of counsel.14

The Federal Circuit ruled that a patent holder had to 
show “by clear and convincing evidence that the infringer 
acted despite an objectively high likelihood that its actions 
constituted infringement of a valid patent.”15

4. Is Your Invention Even Patentable? The U.S.
 Supreme Court in Bilski Is Expected to Rule
 Whether Business Method Patents Are Valid

Another recent Federal Circuit decision has caused many 
patent holders to question whether their hard-won patent 
is even patentable under the Patent Act. The U.S. Supreme 
Court recently granted certiorari of the Federal Circuit’s In 

re Bilski decision, which held that a business method pat-
ent was not within the subject matter of inventions that are 
entitled to patent protection.16

The Supreme Court’s upcoming decision in Bilski could 
affect not only business method patents, but patents in the 
information technology, industrial engineering, and bio-
technology sectors. Already 43 “friend-of-the-court” briefs 
have been filed, which illustrates the high level of interest 
in this case.

An invention can be patented if it is useful and falls 
within one of the following four statutory classes:

1. process

2. machine

3. manufacture

4. composition of matter.

Whoever invents or discovers any new and useful 
process, machine, manufacture, or composition of 
matter, or any new and useful improvement there-

of, may obtain a patent therefor, 
subject to the conditions and 
requirements of this title.17

If an invention does not fall with-
in one of the four statutory classes, 
it cannot be patented, and it is not 
entitled to any of the protections 
that the law gives to patented inven-
tions.

The Bilski invention relates to a 
method of hedging risk in the field of commodities trading, 
including energy commodities such as coal.18 The Bilski 
patent claims initiating two series of transactions.

In the first series, consumers purchase a commodity at 
a fixed rate from a commodity provider. Market participants 
having a risk position counter to the consumers are identi-
fied. In the second series of transactions, market partici-
pants purchase a commodity at a second fixed rate to bal-
ance the risk associated with the first series of transactions. 
Thus, the commodity provider has hedged its risk.19

Bilski agreed that his invention was not directed to a 
machine, manufacture, or composition of matter. Thus, the 
question is whether the subject matter of Bilski’s patent was 
a “process” within the meaning of Section 101.

The U.S. Patent and Trademark Office said no, and it 
rejected Bilski’s patent application. The Federal Circuit 
affirmed.

In holding that Bilski’s business method invention was 
not patentable, the Federal Circuit applied its “machine-or-
transformation” test: “A claimed process is surely patent-
eligible under Section 101 if: (1) it is tied to a particular 
machine or apparatus or (2) it transforms a particular 
article into a different state or thing.”20

“Another recent Federal Circuit 
decision has caused many patent 
holders to question whether their 

hard-won patent is even patentable 
under the Patent Act.”
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In the U.S. Supreme Court, Bilski challenges the Federal 
Circuit’s machine-or-transformation test, arguing that any 
new and useful process is patentable, except for processes 
for laws of nature, physical phenomena, and abstract 
ideas. 

Bilski argues that the Federal Circuit’s test effectively 
forecloses meaningful patent protection to many business 
methods, contrary to the Congressional intent that patents 
protect methods of doing business or conducting busi-
ness.21

Oral argument in this case is expected to be scheduled 
during the fall of 2009, with a decision expected by the 
spring of 2010.

5. Will Congress Eventually Limit the Pro-Patent
 Holder “Entire Market Value” Rule? 

The U.S. Congress has repeatedly tried, so far to no avail, to 
enact patent reform laws. One of the proposals was to limit 
the pro-patent holder “entire market value” rule. Although 
the latest reform effort failed—the 2007 Leahy-Berman 
bill—it may be simply a matter of time before some aspects 
of the law relating to patent damages are reformed.

Under the entire market value rule, a patent holder can 
recover the entire value of an apparatus that contains both 
patented and unpatented components, so long as the pat-
ented component is the basis for customer demand. 

For example, in Lucent v. Newbridge Networks,22 the 
trial court upheld the jury’s addition of two software pro-
grams in the royalty base even where those programs were 
noninfringing, were not physically part of the infringing 
device, and were not necessary for the device to operate.

The 2007 Leahy-Berman bill would have limited appli-
cation of the entire market value rule to those cases where 
the patent holder could show that the claim’s contribution 
is the “predominant” basis for market demand of an entire 
product or process. Absent such a showing, the bill would 
have limited damages to the particular infringing compo-
nent of a multifunctional product or process.

SUMMARY AND CONCLUSION

The playing field for patent litigation is undergoing momen-
tous rebalancing as the U.S. Supreme Court, the Federal 
Circuit, Congress, technology leaders, civil litigants and 
NPEs struggle to determine the next generation of winners 
and losers.

While the surge in costly patent litigation has burdened 
the judicial system, and the contributions of some NPEs 
can be questioned, larger legal concerns exist. These larger 
legal concerns include whether the pendulum will swing too 
far in diminishing the rights of innovators to fully enjoy the 
fruits of their creative labors.

If incentives to invent and innovate are dampened, then 
the “cure” could well be worse than the disease.
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