ONE DAY, THE HEAD OF R&D COMES INTO YOUR OFFICE TO LET YOU
know that the company is ready to start production of its stellar new
product. “This product,” she says, “is going to revolutionize the
industry. We’ve fast-tracked the rollout, so we’re bringing you in a
little late. Sorry about that.” She hands you the specs, and mentions
that production will begin next week—and that any delays will cost

the company about half a million dollars a day.

Steering a Course on

In-house Noninfringe-

ment Opinions after
Knorr-Bremse .

No pressure, you think, as she leaves your office.

You flip through the CAD drawings, and your heart sinks. You know that you have seen some-
thing similar in your recent review of the industry patent watch. Sure enough, when you consult
your binders, you come across several patents that appear close to the technology described in the
specs from R&D. After talking to a few engineers, you are certain that at least two patents should
be scrutinized for freedom-to-operate issues. You know that, per Underwater Devices' and Kloster
Speedsteel AB v. Crucible Inc.,? you have an affirmative duty of care to respect the patent rights of
others. However, with the time crunch and your tight budget, you don’t particularly want to bring
in outside counsel for a $30,000 formal opinion that may take a month to prepare.

Luckily, you remember that the law no longer requires you to obtain an opinion from outside coun-
sel. That requirement was struck down by the Federal Circuit’s recent ruling in Knorr-Bremse v. Dana
Corp.’> Knorr-Bremse overturns the Federal Circuit’s 1986 Kloster decision, which held that the fail-
ure to get (or produce) an exculpatory opinion automatically created an adverse inference that any
such legal opinion would have been (or is) unfavorable. In other words, failing to get an exculpatory
opinion meant, under Kloster, that any infringement was a willful infringement, which made the
infringer liable for treble damages and attorneys’ fees.*

But Knorr-Bremse didn’t completely let you off the hook. The decision upheld the duty of care
set out in Underwater Devices, which requires companies to act affirmatively in order to avoid com-
mitting infringements. And unfortunately, the Knorr-Bremse decision fails to provide concrete guid-
ance on how to fulfill this affirmative duty of care.

BY TROY R. LESTER, H.T. THAN, AND JENNIFER R. MAHALINGAPPA
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So you take what seems to be a reasonable course
of action. You order the file histories, review the
patents, and come to a comfortable conclusion that
your company’s new product does not infringe on
any of the claims of the reviewed patents. You write
a memo on the clearance, copy the head of R&D
and the general counsel on the memo, and put the
memo in your files. Great work—or so it seems.

Fast-forward eighteen months. Your company’s
new product is a market leader. The owner of one
of the patents that you had reviewed is threatening
an infringement suit unless a license is taken. They
are even claiming willful infringement!

The CEO wants a risk assessment of liability
before heading into negotiations. What do you tell
him? Was your decision not to bring in outside
counsel for a formal opinion justified? Will your
memo be sufficient to avoid a finding of willful
infringement? Can you even represent your com-
pany in the potential litigation?

The bottom line: Is the company—and your
job—safe?

This article examines Knorr-Bremse’s ramifica-
tions on the affirmative duty of care and exculpa-
tory opinions in general, as well as the ruling’s
effect on in-house patent counsel who want to
advise management on potential infringements.
Finally, the article makes some specific recommen-
dations on how in-house patent counsel can effec-
tively meet the affirmative duty of care imposed
by Underwater Devices.

THE AFFIRMATIVE DUTY OF CARE

In 1983, when faced with a case of flagrant disre-
gard for the patent rights of another, the Federal
Circuit developed a mechanism to force potential
infringers to recognize the legal obligation for res-
pecting patent rights.” The Underwater Devices deci-
sion created an affirmative duty to exercise due care
to investigate potential infringement of any patent of
which the potential infringers have actual notice. In
fulfilling this affirmative duty of due care, a poten-
tial infringer is expected to “obtain competent legal
advice from counsel” prior to engaging in any poten-
tially infringing activities (among other things). (See
“The Seeds of Distrust,” on p. 68.)

It is important to recognize that even after
Knorr-Bremse (as the opinion expressly states) this
affirmative duty of care still exists. Although under
Knorr-Bremse it is no longer mandatory to get and
produce an opinion (in order to avoid the presump-
tion of willful infringement), it would still be diffi-
cult—if not impossible—for a company to avoid a
finding of willful infringement without being able
to point to the existence of some sort of opinion.
You should therefore still seek a legal opinion. But
Knorr-Bremse raises a new possibility: Can you
have the opinion written in-house?

THE DANGERS OF IN-HOUSE OPINIONS

On some occasions, you may be tempted to save
some money and write an exculpatory opinion in-
house, rather than have the work done by an out-
side law firm. But if you choose this route, proceed
with caution. The courts don’t look kindly on such
opinions. (See “The Prejudice Against In-house
Counsel,” on p. 69.)
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Your opinion won'’t be rejected by the courts out
of hand simply because it is written in-house. An
opinion by in-house counsel is not automatically
disqualified from being “competent legal advice,”
according to the Federal Circuit.® Even if an in-
house opinion turns out to be wrong, a company
may be able to use its reasonable reliance on the
opinion to avoid a finding of willful infringement.’

But in-house opinions live under a legal cloud.
On at least one occasion, the Federal Circuit has
implied that in-house counsel’s advice will be con-
sidered tainted as compared with advice received
from outside counsel.® At times, other courts have
also assumed that in-house attorneys lack the mind-
set of prudent professionals or are more likely to
succumb to business pressure from their clients.

To convince the court that your exculpatory opin-

THE SEEDS OF DISTRUST

Corporations were first saddled with the affirmative duty
of care in Underwater Devices. What so disgusted the court
that it imposed such an onerous duty? A damning memo.

Morrison-Knudson had blatantly infringed one of
Underwater Devices’ patents. When Underwater Devices
sent Morrison-Knudson a letter offering a license for
$200,000, Morrison-Knudson’s in-house counsel wrote a
memo to a regional manager detailing all the reasons why
the letter from Underwater Devices should be ignored.
Among those reasons:

a bald, and apparently incorrect, statement that since

courts had been invalidating approximately 80 percent

of patents in litigation, Underwater Devices was unlikely
to prevail in a lawsuit;

a statement that Underwater Devices wanted to keep

Morrison-Knudson as a customer and was thus unlikely

to sue;

an assumption that Underwater Devices could simply

use any lawsuit as a prelude to license negotiations; and

a statement that Underwater Devices wasn't serious

about protecting its patent rights because that com-

pany’s outside counsel was composed of generalists, not
patent attorneys. Ironically, one reason why the court
found that the memo lacked reliability was that its
author was not a patent attorney.
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ion is entitled to be taken seriously, you must be

like Caesar’s wife—above any possible reproach.

You must be able to come to court with both the

appearance and the reality of professional objectiv-

ity. Here are some tips that can help you convince
the court of your impartiality.

e The four corners of the opinion itself will provide
much of the evidence for your opinion’s impar-
tiality. Be sure to give an accurate and verifiable
accounting of the facts.

* Your company should have a written policy that
forbids R&D managers and management execu-
tives from playing any part in the writing of an
opinion, other than providing facts to legal coun-
sel. As long as management actually adheres to
this policy, in-house counsel can effectively assert
in court that their opinion was based solely on
their own professional judgment without any
undue interference.

e The legal objectivity needed to properly do your
job is essential. Unfortunately, in-house counsel
is often approached to clear a technology only
after the R&D decision-makers have been sold
on the idea. Even with everyone around you
clamoring for a rubberstamp, maintaining your
professional objectivity is critical not only to pro-
viding the best possible advice to management,
but also to having your opinions appropriately
valued by the courts in the event that your com-
pany decides to rely on your opinion.

¢ One pitfall to avoid: issuing an opinion that is
inconsistent with other positions your client has
taken. A prime example of this mistake occurred
in Minnesota Mining & Manufacturing v. Johnson
& Johnson Orthopedics, Inc.,’ where 3M’s in-
house counsel opined to his company that a com-
petitor’s patent was unenforceable over prior art,
and later told the US Patent Office that 3M’s own
patent application containing the same technology
was patentable over the same prior art. These
inconsistent positions helped the court to conclude
that the in-house counsel was acting more as a
member of the business team than as an objective
expert on patent law, and that 3M was thus unrea-
sonable in relying upon the in-house counsel’s
exculpatory patent opinion.

Even if you are able to convince a court that your
patent opinion was produced in an expert and unbi-
ased manner, there are two other significant prob-
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lems with preparing an opinion in-house. First, you trial by either side, you will most likely be required
risk becoming a witness in any litigation concerning to testify under oath about the opinion and related

that opinion. If the written opinion is produced in subjects. Such testimony can be more than simply
discovery, you will probably be deposed regarding embarrassing; it can reveal information harmful to
that opinion and a wide range of related subjects— your client. Also, such testimony can require you to
such as the company’s technology, its patent strate- remove yourself from actively participating in the liti-

gies, and its litigation concerns—which you probably  gation. The rules of professional responsibility in
won’t want to talk about. If the opinion is used in the —many jurisdictions do not permit attorneys to be both

THE PREJUDICE AGAINST IN-HOUSE COUNSEL

The Federal Circuit’s negative view of reliance on in-
house patent counsel may be shifting. Judges Lourie and
Meyer indicated during oral argument in Knorr-Bremse
that they believed consulting in-house counsel, or even
one of ordinary skill in the art, should be given status
equal to that of consulting outside counsel. However, the
court has not officially altered its position that the opin-
ions of in-house patent counsel are somewhat suspect.

In order to determine whether a company has reason
ably relied on an opinion, the courts apply a totality of
the circumstances test to determine the objective reason-
ableness of the reliance. Some of the factors of this test
include the thoroughness of the analysis and the inde
pendence of the counsel rendering the opinion. And,
unfortunately, in-house counsel are seen as less indepen-
dent than outside counsel.

The rationale for this prejudice against in-house patent
counsel is that the courts assume in-house patent counsel
are subject to greater influence on their professional judg-
ment than are other corporate counsel and outside patent
counsel. This is questionable, since outside patent counsel
are not automatically free from influence. The fees for
professional services from clients are a real financial
incentive for outside counsel to toe the corporate line.

Furthermore, some outside counsel have an actual
financial stake in the outcome of litigation beyond mere
fees for professional services. In those cases, opinions
from outside counsel are also found to be unreliable due
to the lack of independence. For instance, in Yamanouchi
Pharmaceutical Co. v. Danbury Pharmacal, Inc.,” a gene-
ric drug manufacturer contracted with outside counsel
to discover drug patents ripe for exploitation. The outside
counsel was not paid legal fees outright. Instead, the
parties arranged for the outside counsel to receive 50
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percent of the gross profits from the sale of any drugs
developed under the contract. Not surprisingly, the court
found that the outside counsel was not independent
enough to give an opinion on validity that the company
could reasonably rely on.

In short, neither in-house nor outside counsel are
entirely free from the influence of their clients. The
courts should not presume, therefore, that one group of
attorneys is more susceptible to being influenced by their
clients’ wishes.

Courts should be comfortable allowing corporations
to rely on opinions of corporate counsel, as long as
corporate counsel provide an appropriately objective,
analytical written opinion. Courts should not assume
that corporate counsel are always willing to give man-
agement an exculpatory opinion, regardless of the mer
its of the matter.

Corporate counsel are, after all, prudent, professional
attorneys responsible for their companies. Perhaps even
more than outside counsel, they have a vested interest
in limiting the liability exposure of the company and
will, therefore, provide a thorough analysis of the perti-
nent infringement issues. Furthermore, in-house patent
counsel have the detailed factual understanding of the
technology and the relevant art, as well as the legal
know-how, to fully assess potential infringement issues.

Ultimately, corporate management should be able to
discuss infringement issues with both in-house and out-
side counsel in a candid, thorough manner. Courts ought
to encourage this process to foster greater respect for the
patent rights of others.

* 21 E Supp. 2d 366 (S.D.N.Y. 1998), aff’d Yamanouchi
Pharmaceutical Co. v. Danbury Pharmacal, Inc., 231 E.3d 1339
(Fed. Cir. 2000), reh’g en banc denied (2000).
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counsel and witness in a trial. In such jurisdic-
tions, it is often better to keep yourself and other
knowledgeable in-house counsel on the trial team
rather than risk disqualification by acting as opin-
ion counsel. That’s because in-house counsel has a
unique familiarity with both the technology and
the company, which can prove invaluable in devel-
oping and executing the company’s litigation strat-
egy. Losing in-house counsel from the litigation
team could thus spell disaster for the outcome of
the litigation.

A related problem is that if you produce the opin-
ion in discovery or introduce it in evidence, your
client will be deemed to have waived attorney-client
privilege—and not just for the document. In federal
court, waiving attorney-client privilege as to an opin-
ion constitutes a general waiver of attorney-client
privilege.”® Such a general waiver can force in-house
counsel to be questioned outside the scope of the
opinion, thereby opening the door to disclosures of
litigation strategies or factual fishing expeditions.

THE SUBSTANCE OF THE OPINION

Given the significant problems described above, it
is unsurprising that conventional wisdom indicates
an exculpatory opinion should not be created by in-
house counsel, but should be prepared by outside
counsel."! However, owing to the often prohibitive
expense of obtaining an exculpatory opinion of coun-
sel, or simply because the best opinion may come
from an in-house attorney with years of experience in
the field, the conventional wisdom must sometimes
yield to the practical reality that an exculpatory opin-
ion needs to come from in-house counsel.

The practical realities may also point toward a
less formal opinion, which can also increase the
incentive to keep the work in-house. Prior to the
Knorr-Bremse ruling, patent opinions were prepared
with the knowledge that, if there was an infringe-
ment suit, the relevant legal opinions would have to
be produced in court (lest the alleged infringer be
presumed to have acted willfully). In the wake of
Knorr-Bremse, however, companies have—and will
usually take—the option to keep their patent opin-
ions to themselves. The opinions need not be pro-
duced in discovery and provided at trial in order to
avoid a presumption of willfulness. This means that
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patent opinions no longer necessarily have to be
written with the court in mind. Instead of the
lengthy, intensely formal, and rather expensive opin-
ions of recent years, opinions can now be written for
the client, in a short and straightforward manner
that the client can actually understand. This should
reduce the costs of obtaining these opinions, regard-
less of whether in-house or outside counsel provides
the analysis.

But even if you are not required to introduce
your in-house opinion to disprove an allegation of
willful infringement, you might still find it benefi-
cial to do so. Thus you should still be sure that the
opinion contains all of the components of a compe-
tent and complete legal analysis. Here are some
important guidelines:

Would you like to find out what kind of pre-
litigation activity could reduce the risk of having
to engage in IP litigation? Do you want the
opportunity to join in-house counsel and explore
the process behind building an effective protec
tion system and the steps that you should take
if your products are pirated or counterfeited?
Then register for ACC’s 2005 Annual Meeting,
October 17-19 in Washington, DC, and look
for these sessions:

Avoiding Patent Litigation

Dealing with Counterfeiting & Piracy

For more information and to register, visit
www.acca.com/am/05.

Provide an opinion as soon as possible after
becoming aware of a troubling patent. Upon discov-
ery of the possibly infringed patent, a patent expert
should perform the analysis as soon as possible.
Waiting until a lawsuit actually happens is taken as
evidence that the company was unconcerned about
respecting the patent rights of the other party.

Provide a written opinion. Courts disfavor
reliance on oral advice.'? Given the vague standard
that remains after Knorr-Bremse, an oral opinion
may provide a safe harbor against a willfulness accu-
sation, but a written opinion is simply going to con-
vey a greater sense of credibility to a trier of fact.
Moreover, should willfulness become an issue, the
attorney providing an oral opinion should be pre-
pared to testify as to that opinion.

Discuss the relevant case law. It is not necessary
to devote an entire section of the opinion to the his-
tory of claim construction. However, when relying
on a particular point of law to provide a favorable
interpretation, it is best to include a discussion of
that particular legal issue.

Review the prosecution history. As has long been
the case in patent law, no interpretation of patent
claims is complete without knowing what was said
during prosecution.” Statements made during prose-
cution can define terms, relinquish apparent equiva-
lents due to prosecution history estoppel, or otherwise
clearly identify the limits of the patent claims.

Clearly apply the legal analysis of the patent
claims to your company’s invention. Nothing hurts
the credibility of an opinion more than if it ignores
facts or if facts are kept from the patent attorney
in the hopes of a more favorable opinion. If the
opinion is prepared in-house, be prepared for a
court to require the opinion to satisfy unusually
high standards—which means that it is especially
critical for all facts to be shared with and used by
in-house counsel.

Clearly indicate that the opinion covers all of the
claims of the possibly infringing patent. If an element
of an independent claim or group of claims clearly
distinguishes the patent claim from your company’s
invention, mention it, as all elements of a claim have
to be found in the potentially infringing product in
order to find infringement. A sentence or two now
could save millions of dollars down the road.

Don’t ignore the doctrine of equivalents. Under
this equitable doctrine, the courts look beyond the
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literal elements of a patent claim to see if infringe-
ment has occurred, and will find infringement if an
allegedly infringing invention includes substantial
equivalents of a patent’s literal elements. Your
analysis should thus discuss why your company’s
invention is different enough so that it does not vio-
late the protection that the doctrine of equivalents
provides to other patents. Even a few sentences
addressing this issue will demonstrate a concern for
a thorough analysis.

PROCEED WITH CAUTION

Even after Knorr-Bremse, the Federal Circuit is
requiring companies to act affirmatively in order to
avoid infringing others’ patents. This is not unrea-
sonable. After all, you want your competitors to
treat your company’s patent portfolio with respect;
the affirmative duty of care imposed by the Federal
Circuit simply makes sure that all companies adhere
to the golden rule.

Unfortunately, the Knorr-Bremse ruling leaves
several important questions unanswered: How can
a company fulfill its affirmative duty of care—and
prove in court that it has done so—without a writ-
ten opinion of counsel? If an opinion is obtained
and not produced, is the trier of fact permitted to
know? If so, how can the attorneys overcome the
natural inclination of the trier of fact to assume
that an unproduced opinion is a negative opinion?
Will the Federal Circuit finally eliminate the per-
ception or presumption that an opinion from in-
house counsel is unreliable because it is biased in
favor of the client?

Until the Federal Circuit clarifies its position on
the affirmative duty of care, obtaining a written
exculpatory opinion is strongly advised. Perhaps,
after a few well-written opinions from in-house
counsel are litigated, the Federal Circuit may finally
even end the courts’ long prejudice against in-house
opinions. B
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