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SUMMARY OF ARGUMENT

The central question before this Court is: where a patentee clearly proves that,
as @ direct result of the infringement, it lost sales of a product not covered by the patent
in suit, is there a rule of law which bars a District Court from restoring the patentee o
the financial position it would bave enjoyed if the infringement had not occurred? Rite-
Hite's previous brief and this brief demonstrate that Congress, the U.5. Supreme Court
and this Court have all rejected such a rule, Such a rule would completely undercut the
statutory goal of restoring the patent owner to “what his condition would have been if the
infringement had n occurred.” Aro Mfg, Cov, Convertible Top Beolacement Co,, 377
U.5. 476, 507 (19%64) ("Aro 1"); General Motors Corp, v, Devex Corp,, 461 U.5. 648,

634-35 (1983},

This brief will show that the plain language of the damages statutes precludes a
rule that awards damages which are less than adequate w0 compensate for the
infringement. Further, the legislative history underlying the damages statute confirms
that Congress meant just what it said: by enacting § 28B4, it intended t0 make the
patentee whole.

This brief will also show that the key premise of Kelley's argument — that a
patentee cannot be awarded its lost profits on sales of unpatented products which the
patentee has lost as a result of the infringement because o do so would effect an
“unauthorized extension of the patent monopoly™ — has been explicitly rejected by this
Court. Cenfral Sova Co, Inc. v, Geo, A, Hormel & Co,. 723 F.2d 1573, 1579, 220
U.5.P.0. 490, 494 (Fed. Cir. 1983).

This brief will demonstrate, moreover, that there are no policy reasons to limit

an gward of damages in this case. The constitutional policies underlying the formation



of the United States patent system — o promote the progress of the useful arts by giving
inventors incentives to invent and 10 disclose their inventions to the public — would be
hindered by the rule advocated by Kelley.

Finally, this brief will show that Kelley failed to demonstrate that the Disrict
Court’s reasonable royalty award was clearly erroneous.

ARGUMENT
1. KELLEY'S ARGUMENT 15 THAT AN INFRINGER SHOULD NOT BE

HELD ACCOUNTABLE FOR THE PROVEN, FORESEEABLE DAMAGES

CAUSED BY ITS INFRINGEMENT.

In this appeal, Kelley does not dispute the district court’s findings that: (a
Kelley intended its infringing product to compete with Rite-Hite’s ADL-100 product
{A.12, 29-30); (b) Kelley intended and expected that its sales of its infringing product
would cause Rite-Hite to lose sales of its ADL-100 product (A.30); and (c) Rite-Hite's
lost profits on lost ADL-100 sales were reasonably foreseeable by Kelley. A 30.

Nor does Kelley contest the District Court”s findings that Rite-Hite proved that,
as a direct result of Kelley's infringement, Rite-Hite suffered $8.6 million in lost profits
on its lost sales, Indesd, the District Court found that Rite-Hite had proven its lost
profits case in not one, but three independent ways, each of which alone would have been
legally sufficient: (1) through an analysis of specific sale transactions, (2) under the four-
part test seq forth in Panduit Corp, v, Stahlin Bros, Fibre Works, Ing,, 575 F.2d 1152,
1156, 197 U.S.P.Q. 726, 730 (6th Cir. 1978); and (3) through a market share analysis
consistent with this Court’s holding in State Industries, Inc. v. Mor-Flo Indusiries, Inc.,
8E3 F.2d 1573, 1578, 12 U.5.P.Q.2d 1026, 1029 (Fed. Cir. 1989). A.15-22.



Although Rite-Hite proved both the fact and the amount of its actual damages
resulting from the infringement, Keliey comends that those actual damages are not
recoverable as a matter of law. Kelley seeks w have this Court adopt an inflexible rule
of law which would bar an injured patentee such as Rite-Hite from recovering the actual
damages caused by the infringement no matter “how well Rite-Hite proved that it lost
sales.” Reply Br. at 2,

Although Kelley attempts to invoke the sympathy of this Court by making
insolvency claims, Kelley deserves no sympathy. It acted with full knowledge of the
harm its infringement would inflict (and did inflict) on Rite-Hite's product line (Rite-Hite
Corp. v, Kelley Co., Inc., 629 F. Supp. 1042, 1051-54, 231 US.P.Q. 161, 165-68
(E.D. Wis. 1986)). The district court found that Kelley intended its wiringing product
to compete with Rite-Hite’s ADL-100 product (A.12, 29-30) and that Rite-Hite's lost
sales and the associated lost profits were “anticipated”™ and foreseeable by Kelley. A.25,
30. Rite-Hite is the party that was wronged here. It was Rite-Hite, after all, that spent
years pioneering vehicle restraint technology and cultivating the vehicle restraint market.
A0, It was Rite-Hite that suffered over $8.6 million in damages due to Kelley's
infringement. A.1-33. Rite-Hite, not Kelley, deserves this Cournt’s consideration.

Kelley's solvency, in any event, is irrelevant 1o the issues before the Coury
Kelley's proposed rule would not be limited to cases where the damage award was large
in relation to the infringer’s net worth. This legally irrelevant factor can play no role in
the Court's establishment of patent law precedent. United States v, Mitchell, 403 U.S.

190, 205 (1971).



1L. THE PLAIN MEANING OF THE PATENT STATUTES MANDATES AN
AWARD OF ACTUAL DAMAGES TO RITE-HITE IN THIS CASE.

Rite-Hite's recovery is governed by the damages statute. 35 US.C. § 284
Proper imterpretation of that statute establishes that patentees are entitled 10 recover all
proven damages caused by the invasion of the patentee’s right to exclude.

A Congress Decreed In § 284 That a Patentee Is Entitled to Recover
Any Damuges It Can Prove.

In cases of statutory construction, the stanting point, of course, is the language
of the statute. Digmond v, Chakrabarty, 447 U.S. 303, 308 (1980). The patent damages
statute is straightforward: “Upon finding for the clalmant the court shall award the
claimant damages adequate 1o compensate for the infringement...." 35 U.S.C. § 284

The plain meaning of § 284 supports Rite-Hile's recovery in this case. The
statutory language does not limit the patentee’s damages, other than to limit them to
compensatory damages which must be proven by the patentee. The Supreme Court itself
has moted this, defining recoverable damages under § 284 as:

constitut]ing] "the difference between [the patent owner's] pecuniary

condition after the infringement, and what his condition would have been

if the infringement had not occurred.”

Arp 01, 377 U5, at 507, The Supreme Court reinforced this in Geagral Motors, stating:
In 1946 ... Congress sought to ensure that the patent owner would in fact
receive full compensation for "any damages® he suffered as a result of
the infringement. Accordingly, Congress expressly provided in 284 that
the court “shall award the claimant damages adequate 10 compensate for
the infringement.
General Motors, 461 U5, at 654-55. (Emphasis in original; citations omitted).
Significantly, Kelley does not dispute that the plain meaning of § 284 contains no

restriction on the types of damages the patent holder can recover. This plain meaning

-4



should mark the end of this case, for "[a]bsent a clearly expressed legislative intention
ie the contrary, [the staiuiory] language must ordinarily be regarded as conclusive,”
Consumer Prod, Safety Comm'n v, GTE Sylvania, Inc,, 447 U.5. 102, 108 (1980);
LUnitedd States v, Locke, 471 U5, B4, 95-96 (1985). This admonition is particularly apt
here, because the Supreme Court has “cautioned that courts “should not read into the
patent laws limitations and conditions which the legislature has not expressed.”

Digmond, 447 U.5. a 308,

The 1946 legislative history of the patent damages statute confirms the
breadth of the statutory remeady, stating (several times) that the statute is meant 10 award
"general damages, that is, any damapges the complainant can prove.” 5. Rep. Mo, 1503,
Toth Cong., 2d Sess., peported gt 2 U.S. Code Cong. Serv. 1946, at 1387 (emphasis
added). See Rite-Hite Br, at 13-14.

B. The Plain Lanpuapge of 35 US.C. § 154 Refules 4 Fundamentul
Premise of Kelley's Arpument.

Eelley's argument that the statute does not mean what it says is premised on a
fundamental misconception of the nature of patent rights. Kelley argues that: (1) a

patent i only “a grant of the exclusive right 10 manufacture, use and sell” the patented

'Kelley makes a half-hearted attempt to argue that the legislative history of the 1946

Act should not be considered in construing the 1952 Act, but both the Supreme Court and

this Court have explicitly relied on the 1946 legislative history in concluding that the

purpose of § 284 was to afford “complete compensation” to the patent holder. Aro 11,

377 U.5. at 506; General Motors, 461 U.S. at 654; SmithKline Diagnostics, Ing, v,

Helena Labs, Corp,, 926 F.2d 1161, 1164, 17 U.5.P.Q.2d 1922, 1924 (Fed. Cir. 1991).
-5-



invention, and (2) therefore, damages can be awarded only for the ipjury w0 the patent
owner’s right 1o manufacture, use and sell the patented invention. Sg¢ Kelley Br. at 12
Reply Br. a1 9,

This Courn has made abundantly clear that patent infringement is not the invasion
of the patentee’s “grant of the exclusive right 10 manufacture®; rather it is the invasion
of the patentee’s right (o0 exclude others from making, using, or selling the claimed
invention. See Carl Schenck, A.G. v, Nogron Corp,. 713 F.2d 782, 786 n.3, 218
U.S.P.Q. €98, 701 n.3 (Fed, Cir. 1983). Of course, 35 U.5.C. § 154 clearly confirms
that the right conferred by 3 patent is the right to exclude.

The damages awarded by the District Court here were nothing more than the
foresceable damages caused to Rite-Hite as a direct result of Kelley's violation of Rite-
Hite's right 1o exclude Kelley from making, using and selling the claimad invention.

C. Kelley's D¢ Facto Compulsory License Rule Has Been Repeatedly
Rejected by Congress and the Courts.

Although Kelley does not challenge the District Court’s finding that Kelley's
infringement caused Rite-Hite 1o lose $3.6 million in foreseeable damages, it argues that
the District Court could only award a compulsory royalty of less than $250,000 (A.1312)
because a patentee who does not commercialize the patented invention “must share its
profits with a nonwillful infringer through a reasonable royalty.” Kelley's proposed rule

would require a District Courtto deny recovery of actual damages, because of a



patentee’s alleged non-use of his invention.® Kelley Br. at 23.

Although Kelley calls its award a “reasonable royalty,” this Count has recognized
that it is nothing of the sort. A reasonable royalty is meant (o gpproximale the patentee’s
actual damages. Fromson v. Western Litho Plate & Supply Co,, 853 F.2d 1568, 1574,
7 USP.Q.2d 1606, 1613 (Fed. Cir. 1988); D¢l Mar Avionics, Inc, v, Ouinton
Instrument Co.,, 836 F_2d 1320, 1328, 5 U.5.P.Q.2d 1255, 1261 (Fed. Cir. 1987). Ye
Kelley here advocates a royalty that cannol even be based on the actual damages Fite-
Hite proved. This Court has consistently rejectad royalty awards which do not attempt
to approximate the actual damage o the patentee, noting that such a royalty "is a form
of compulsory license, against the will and interest of the person wronged, in favor of
the wrongdeer,” [d. See also Panduit, 575 F.2d at 1158, 197 US.P.Q. at 731.

The U.5. Sepreme Court long ago rejected the idea that “only by conferring the
benefit of the invention claimed in the patent on the same segments of the public the
infringer benefitied” { se¢ Kelley B, at 23) can the patent owner obtain his full remedy
under the patent laws. In Continental Paper Bag Co. v, Eastern Paper Bag Co.,, 210

*The fact that the compulsery license advocated by Kelley here would last for 4.5
years (the period of infringement before an injunction could be obtained) rather than the
entire patent term does not change the result, Indead, in many fast-paced fields of
technology, 4.5 years might well constitute the entire commercial life span of the
patented technology. Here, for example, both Rite-Hite and Kelley witnesses testified
that the period of infringement ‘was the most valuable period for the patent in suit.

A.217-18; A.2525.



U.5. 405 (1908), the infringer argued that it should not be enjoined from infringing
because the patentee did not practice the patent in suil. The Court rejected this argument,
holding that a patentee is not a "quasi-trustee for the public.” [d, at 424, The patent is

his “absolute property” and, even if he does not commercialize the invention, “*he may

insist upon all the advantages and benefits which the statute promises’ . . . ." Id.
Since Continental Paper Bag, Congross has rejected numerous attempts (o impose

compulsory licenses on patentess based upon the patentees” "non-use” of the invention.’
The hearings leading 1o the 1946 Act are illustrative. There, a Justice Department
representative proposed limiting 2 patent owner's recovery o a “reasonable royalty,”
instead of acual damages.* Committee members and witnesses alike were vehemently
opposed 1o this limitztion, arguing that it was tantamount to a compulsory license and
would encourage infringement. House Hearings @t 19-20,

Rather, in 1988, Congress expressly declared that “no patent owner otherwise
entitled to relief for infringement . . . shall be denied relief by reason of having . . .
refused . . . w0 use any rights to the patent.” 35 U.5.C. § 271{d). Kelley's proposed

rule would violate § 271{d) by denying a patéentee recovery of proven actual damages

*Such compulsory license provisions were rejected by Congress at least 10 times
between 1911 and 1950. Ses Compulsory Licensing of Patents — A Legislative History,
85th Cong., 2d Sess. (Comm. Pr. 1958) at 1-15. Indeed, an early draft of the 1952 Act
actually included such a provision, but Congress decided not to enact it into law, See

Dawson Chem. Co. v. Rohm & Haas Co.. 448 U.5. 176, 215 n.21 (1980).

‘Hearings on H.R. 5231 (later reported as H R. 5311) before the House Comminee
on Patents, ™h Cong., 2d Sess. (1946) ("House Hearings™]) at 17.

s



merely because of non-use.

It is improper to adopt = statutory construction which, like Kelley’s compulsory
license rule, would have the effaz of enacting language which has been evpressly and
consistently rejected by Congress. Heckler v, Doy, 467 U.S. 104, 117-18 (1984).

. Kelley's Rule Would Lead to Absurd and Arbitrary Results.

This Court also should not adopt Kelley’s role that a patentee can “never collect
bost profits on a product not embodying the patent in suit,” Reply Br. 2t 9, because that
rule would produce arbitrary results. Umited States v. Turkefte, 452 U 5, 576, 580
{1981}

For example, it is commaon under the present system for more than one patent
issue from a single initial filing, whether as continuations, comtinuations-in-part or
divisionals of that original filing. Ewven Kelley concedes that the patentee may recover
lost profits where the infringing product and the patentee’s commercial embodiment are
covered by different claims of the same patent. But Kelley's proposed rule would
preciude an award of actual damages where the same claims issued in separate patents
— even if, for example, both had the same effective filing date and even if, as a result
of a terminal disclaimer, both expired on the same datz, Kelley's rule does not make

sense, because it yields vasily different results on virually ides tical facts.”

*Kelley’s rule would also place a renewed emphasis on res.riction practice. If it were
adopted, the damages availzble might well turn upon whether the examiner had imposed
a restriction requirement which, for cxample, divided chemical species Lo separate

classes. Sge. e.p, M.P.EP. §§ 801 gf s0q
9.



As another ¢ umple, Kelley's proposed rule would deprive many inventors in the
chemical and bioteck~ology industries of the intended protections of § 284, It is commaon
in such industries for inventors 1o patent methods of making unpatented materials. Seg,
¢.g.. Amgen, Ir- v, ‘hugai Pharmaceutical Co,. 927 F.2d 1200, 18 U.5.P.Q.2d 1016
(Fed. Cir. 1991). Ur ‘er Kelley's rule, the owner of a patent covering the only viabie
method or methods ef nroducing an unpatented biochemical product would be precluded
from recovering its ac.eal damages on lost sales of the unpatented product because a
court could “never [allcw] 2 patentee w0 collect lost profits on a product not embodying
the patent in swit.” Roply Br. at 9. Such a result would devastate the hiotechnology
industry and would be plainly improper. Ceniral Soya, 723 F.2d at 157879, 220
U.S.P.Q. at 494,

II. KELLEY'S PROPOSED RULE HAS BEEN EXPLICITLY REJECTED BY
THIS COURT.

Kelley argues that "couns have never allowed a patentee to collect lost profits on
a product not embodying the patent in suit™ (Reply Br. at 9) because 1o do 5o would run
afoul of the “rule” established in the antitrust cases against effecting an “unauthorized
extension of the patent monopoly.” 1d.; Kelley Br. at 10-12.

That very argument has been explicitly rejected by this Court. The appellant in
Central Sova, relying on many of the same authorities cited by Kelley here, argued that
to award lost profits for the patentee’s lost sales of unpatented products would constitute
an “unwarranted extension of the patent grant.” Br. of Appel's. Hormel at 40 (brief
available from Federal Circuit files). But this Court rejected that argument:

Hormel argues that the award of “lost profits damages which
were based on Hormel's sale of breaded pork loin products which were

-10-






