The significant number of suits involving
hon-practicing entities in Delaware is

a recent phenomenon. While district
judges are managing these suits to the
best of their abilities, it is reasonable to
think, given the number of such suits and
amount of wealth distribution, that some
of the proposed legislation to stop these
suits will be enacted by Congress.

By FrReperick L. CotTrELL I,

ANNE SHEA GAza,
AND TrAvIS S. HUNTER




hile the District of Delaware histor-

ically has been a preferred venue

for patent litigation, it now faces
a new wave brought by a relatively new type
of plaintiff. In 2000, there were 97 patent
cases filed in the district. Many involved
suits between competitors, often with cross-
patents at issue. Only a few of the cases were
filed by the actual inventors of the patents
or by entities that did not compete with the
defendants. In 2012, there were 997 patent
cases filed the district, and more than two-
thirds were filed by non-practicing entities
(NPE), also referred to as patent monetiza-
tion entities. Even after factoring in the provi-
sion of the Leahy-Smith America Invents Act
(AIA) that generally prohibits multidefendant
complaints, the number of new patent cases
filed in 2012 represents a dramatic increase
in the number of NPE suits in Delaware.

Several factors led to the increase, including the transfer
law present in other “patent” jurisdictions such as the Eastern
District of Texas, the issuance of business-method patents,
the financing of such suits by investors, the jurisdiction of
incorporation of many of the target defendants and, of course,
the expertise of the District of Delaware in handling patent
litigation. While Congress is considering various forms of
legislation to curtail NPE suits, the District of Delaware will
find itself managing these cases for at least several more years
regardless. The manner in which the district handles these suits
and whether the cases stay in Delaware are considered below.!

Come to Delaware

History of NPEs

While not unheard of historically, the significant number of
NPE suits is a recent phenomenon. In 2011, the Government
Accountability Office commissioned a study to assess the effects
of NPEs on patent litigation nationwide. Based on the sample of
patent cases analyzed for the study, the number of cases filed
by NPEs increased “from 22% of the cases filed five years ago
to almost 40% of the cases” filed in 2011. As further evidence
of this trend, the authors of the study determined that, of
the 500 cases sampled, four of the five litigants who filed the
most patent infringement claims were NPEs. By comparison,
the number of filings in the District of Delaware has increased
significantly compared to the nationwide statistics documented
by the study.?

The District of Delaware ranks first in the number of average
weighted case filings per judge by the Administrative Office of
the U.S. Courts.? In only the first five months of the year, 1,031
cases were filed in the District of Delaware (criminal and civil).
With the growing number of patent cases filed, each of the four
Article III judges designated for the district now carries from 400
to 500 patent cases.

Passage of the AIA and Surge in Filings

The AIA became law on Sept. 16, 2011. Of significance to
NPE litigation was a provision that allows joinder of accused
infringers only if:

(1) right to relief is asserted against the parties jointly,
severally, or in the alternative with respect to or arising
out of the same transaction, occurrence, or series of
transactions or occurrences relating to the making,
using, importing into the United States, offering for
sale, or selling of the same accused product or process;
and (2) questions of fact common to all defendants or
counterclaim defendants will arise in the action.*

Prior to passage of the AIA, Congress explained that the
provisions were meant to “
as codefendants parties who make completely different products
and have no relation to each other’ except that they allegedly

infringed the same patent.”

end[] the abusive practice of treating
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The act’s passage has contributed to a significant increase in
NPE litigation in Delaware. Recent statistics demonstrate that NPEs
are undeterred by the AIA and have continued to file numerous
lawsuits. Previously, NPEs would simply join multiple defendants in
a single lawsuit. Now, NPEs file nearly identical complaints against
separate defendants on the same day, on the same patents, and in
the same courts. In addition to Delaware, Texas and California have
become preferred venues for such cases.®

Even though certain provisions of the AIA were intended to
curtail NPE suits, NPEs are swamping certain district courts.
Indeed, the joinder prohibition has led to a large increase in the
number of lawsuits filed per year and has put an increased burden
on the judges handling such cases. For example, in 2010, 259 patent
cases were filed in the District of Delaware. In 2011, the number
rose to 486. However, in 2012 (the first full year of the AIA), the
number of cases ballooned to 997. The trend continues in 2013, as
604 patent cases were already filed in the first five months of the
year. Although the judges have adopted a variety of methods to
manage the growing number of NPE cases, the large volume of cases
suggests that the AIA has not slowed the rate of filings by NPEs in
the District of Delaware.

There are a number of reasons why NPEs are filing more cases in
Delaware. One is that many of the target defendants are organized in
Delaware. Approximately 64 percent of the Fortune 500 companies
and 50 percent of publicly traded companies are incorporated in
Delaware. Therefore, for many NPE plaintiffs Delaware avoids
the cost of jurisdictional discovery and motions.” Even if a target
defendant is not organized in Delaware, the nature of a defendant’s
business frequently establishes a basis for personal jurisdiction
in the state. Thus, at least from a jurisdictional standpoint, cases
brought in Delaware tend to stay in Delaware.

Moreover, Delaware is often perceived as a favorable district for
patent holders. One authority has ranked Delaware second overall
as a district favorable to patent holders. The study considered the
district’s relatively short time to trial (roughly two years), average
success rate for patent holders (41.7 percent), and median damages
awarded ($20,636,247).8 Further, Markman hearings and summary
judgment are often deferred until later in the litigation. This delay
allows NPEs more time to forge settlements with defendants
concerned with rising litigation costs.’

Will the Cases Stay in Delaware?

Rather than simplifying or eliminating NPE litigation, the AIA
seems to have added the extra steps of multiple filings, coordination
of the related suits by district court judges, and consideration of
early matters such as transfer and dismissal. As the volume of NPE
litigation increases, more defendants are filing motions to dismiss
and motions to transfer venue. Additionally, more defendants are
taking advantage of the new re-examination provisions contained
in the AIA, which has led to increased filing of motions to stay the
pending district court litigation.

As the number of cases filed continues to climb, one question is
whether the cases will stay in Delaware. The answer historically has
been “yes,” although a few recent decisions show that is not always
the case.

The large volume of NPE litigation in Delaware has generated an
increase in the number of motions filed by defendants. Specifically,
more defendants faced with NPE litigation are moving to transfer
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venue or to stay the litigation entirely in favor of re-examination
under the new U.S. Patent and Trademark Office (USPTO) review
process. As the volume of litigation increases, it is likely that
Delaware will see a corresponding increase in the number of
motions filed in such cases.

In NPE cases, defendants frequently consider transfer motions,
which offer them an opportunity to move the cases to jurisdictions
they perceive as more favorable or convenient and also create an
opportunity for them to disperse multiple cases involving the same
patent to multiple jurisdictions. Litigating similar cases in multiple
jurisdictions can create a logistical nightmare for NPEs because not
all cases are guaranteed to move at the same speed and reach the
same results.

Recently, Delaware has seen a rise in motions to transfer in NPE
cases. For example, in Signal Tech, LLC v. Analog Devices, Inc.,**
Judge Richard G. Andrews granted a defendant’s request to transfer
the case to the District of Massachusetts. The case was filed on
Nov. 2, 2011, (a mere two months after the AIA became operative).
The plaintiff, a recently incorporated Delaware company, had
filed suit against three defendants in three separate lawsuits. The
defendant, a Massachusetts corporation with a principal place of
business in Massachusetts, filed a motion to transfer to the District
of Massachusetts and argued that the case had little connection
to Delaware. Judge Andrews agreed and found that the plaintiff
was the equivalent of a non-Delaware corporation because it had
no employees or principal place of business in the state. Judge
Andrews concluded that “Delaware is simply not the plaintiff’s turf.”

Although Judge Andrews’ decision in Signal Tech was one
of the first involving a motion to transfer an NPE case post-AlA,
the trend has continued.!! Recently, Chief Judge Gregory M. Sleet
granted 46 defendants’ motions to transfer to the Eastern District
of Michigan. Beacon Navigation GmbH v. Chrysler Group LLC,
et al.,'* involved 46 post-AIA cases brought by a single NPE. A
number of the defendants were incorporated in Delaware and
had their headquarters and/or principal places of business in the
Eastern District of Michigan. Other defendants were incorporated
in Delaware but had their headquarters and/or principal places
of business elsewhere. Some defendants were not incorporated
in Delaware but had their headquarters and/or principal places
of business in the United States. Seventeen defendants were not
incorporated and did not have their headquarters or principal
places of business in the United States. After weighing the relevant
facts, Chief Judge Sleet concluded that only the plaintiff’s forum
preference weighed against transfer, and that preference was not
afforded maximum deference because it was not the plaintiff’s
home turf. More factors weighed in favor of transfer, such as the
defendants’ forum choice, the location where the claims arose,
the convenience of the parties, the location of relevant books and
records, and practical considerations that might make trial easy or
inexpensive.

Similarly, motions to stay patent case pending review in the
USPTO are increasing. Now that the AIA’s new validity procedures
are effective, more defendants seem to be taking advantage of them.
Although few Delaware cases have addressed motions to stay post-
AIA, several recent cases provide guidance on how the district is
handling such motions.

For example, in Market-Alerts Pty. Lid. v. Bloomberg Finance
L.P., Chief Judge Sleet considered a motion to stay pending post-



grant review.!? The plaintiff brought six lawsuits against multiple
defendants alleging infringement of a single patent. Shortly after
the litigation began, several defendants filed a petition for post-
grant review of the patent under 35 U.S.C. § 321 and § 18 of
the AIA. Certain defendants then moved to stay the litigation
pending post-grant review pursuant to § 18(b). The court granted
defendants’ motion to stay pending post-grant review of a covered

In NPE cases, defendants frequently
consider transfer motions, which offer
them an opportunity to move the cases
to jurisdictions they perceive as more
favorable or convenient and also create
an opportunity for them to disperse
multiple cases involving the same patent
to multiple jurisdictions. Litigating similar
cases in multiple jurisdictions can create a
logistical nightmare for NPEs because not
all cases are guaranteed to move at the
same speed and reach the same results.

business method patent pursuant to § 18(b) of the AIA. The court
acknowledged that, in addition to the three factors the court
reviews when assessing a motion to stay pending enter partes or
ex parte re-examination, the statutory test set forth in § 18(b)(1)
requires a fourth factor—whether a stay will reduce the burden of
litigation on the parties or the court—which was included, in part,
to ease the movant’s task of demonstrating the need for a stay. In
granting the defendants’ motion to stay, the court found that all
four factors weighed in favor of granting a stay pending resolution
of the covered business method review proceedings. While Market-
Alerts involved a stay pursuant to § 18 of the AIA, the result may be
different if the stay being sought is related to inter partes review
and not all claims are reviewed.

In Clouding IP, LLC v. Oracle Corp., the defendant moved to
stay litigation in favor of inter partes review under the AIA, but
the court denied the motion.' In so holding, the court found that a
stay would simplify some issues, but only slightly because no inter
partes review was requested for two-thirds of the claims. The court
concluded that judicial resources had been spent in preparing for a
motion to dismiss and preparing a scheduling order, which weighed
against a stay. Similarly, the court found that the case was one of
multiple, related cases proceeding in a coordinated fashion and
concluded that a stay of only one case would exacerbate the degree
of piecemeal litigation. Finally, the court found some prejudice
to the NPE plaintiff because a stay would deprive the NPE of its
chosen forum for determining the validity of its patent and would
make it more difficult for the NPE to obtain licenses.

Overall, the contrary results in Market-Alerts and Clouding IP
can, in part, be explained by the type of re-examination proceeding
involved. Market-Alerts involved a covered business method (CBM)
review, while Clouding IP involved an inter partes review. CBM
review requires the application of an additional factor in the stay
analysis: “whether a stay, or the denial thereof, will reduce the
burden of litigation on the parties and on the court.”*® Additionally,
the court’s denial of the request for a stay in Clouding IP highlights
the need for coordination among defendants involved in NPE
litigation because the court noted that a stay would exacerbate
piecemeal litigation. Although motions to stay post-AIA are still in
their infancy, more defendants are making such applications and
taking advantage of the new re-examination procedures.!¢

Finally, target defendants are often successful in challenging
at least part of the NPE complaints by filing motions to dismiss
pursuant to Federal Rule of Civil Procedure 12(b)(6). While
motions to dismiss direct infringement claims have had limited
success,'” motions to dismiss indirect or willful infringement claims
have been granted.'®

Handling of NPE Actions

Assuming initial motions are not successful in completely
dismissing or staying the action and the case remains in Delaware
in whole or in part, there is a certain sense of predictability for how
such cases will be handled, albeit with some differences between
the judges’ practices and procedures. One common aspect in
multidefendant NPE cases in Delaware is pretrial coordination.
Historically, none of the judges in the District of Delaware have
handled multiple, related NPE cases as separate actions for case
management purposes. Generally, once defendants have appeared,
the court will order a single Rule 16 conference among all parties.
For example, Judge Sue L. Robinson will issue an order asking the
common-plaintiff to inform the court if coordinated proceedings
are desired. During the joint Rule 16 conference, the court typically
will enter a unified scheduling order covering all of the related
cases with shared hours for depositions, one deposition of each
inventor, joint briefing for Markman and summary judgment, a
joint Markman hearing, and common dates for deadlines and court
appearances.

Another aspect of coordination of multiple cases is early patent
disclosures and discovery of electronically stored information.
Delaware was one of the first district courts to have a default
standard for discovery of electronically stored information. In 2011,
the district adopted an updated and revised “Default Standard for
Discovery, Including Discovery of Electronically Stored Information”
(Default Standard) and a “Default Standard for Access to Source
Code.” While not local rules or standing orders, the default
standards serve as a guide to litigants, particularly patent litigants.
With continued emphasis on the parties first trying to reach an
agreement on how to conduct discovery and on proportionality
throughout the discovery process, the Default Standard provides
much-needed guidance for every stage of the discovery process.

Two key features of the Default Standard are the initial
disclosures and the initial discovery in patent litigation. Intended
to complement the Rule 26 initial disclosures, a party providing
initial disclosures under the Default Standard must identify 10
custodians most likely to have relevant information, from most likely
to least. The initial disclosures must also include identification of
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noncustodial data sources and provide notice to opposing counsel
of any issues related to ESI, third-party discovery, and information
subject to privacy protections.

The initial discovery in patent litigation provides a framework
for the exchange of early discovery between the parties. Expressly
intended to be initial, so as to be subject to supplementation, this
process requires the plaintiff to specifically identify the accused
products and the asserted patent(s) each defendant allegedly
infringes and to produce the file history for each asserted patent.
Within 30 days after this identification, defendants must produce
to the plaintiff the core technical documents related to the accused
products. Production of the core technical documents triggers the
plaintiff’s obligation to provide defendants with an initial claim chart
relating each accused product to the asserted claims each product
allegedly infringes. The last step in this process is the defendants’
production of their initial invalidity contentions. Depending on the
case, full discovery may proceed apace with the initial discovery
process or may be informally stayed pending completion of the
initial discovery process.?

A key aspect of recent NPE suits is the Markman hearing. Each
judge in the District of Delaware will often hold one Markman
hearing with all defendants participating. Similarly, the judges
generally will set a coordinated schedule for the exchange of claim
terms, the submission of joint claim construction charts (and
perhaps appendices of intrinsic evidence), and the briefing of claim
construction issues. Markman hearings are typically limited to
attorney argument on the record, with extrinsic testimony only
rarely granted.

Assuming the defendants are still present after initial motions,
discovery, and Markman disposition, NPE plaintiffs typically face
motions for summary judgment. Given the number of patent cases,
the court could easily be confronted with an overwhelming number
of motions for summary judgment. To that end, certain judges have
established procedures to help stem the flow of paper. For example,
each party filing dispositive motions in patent cases pending before
Judge Leonard P. Stark is limited to a combined total of 40 pages
for all opening briefs, 40 pages for all answering briefs, and 20 pages
for all reply briefs.?!

Chief Judge Sleet has adopted a letter briefing procedure for
parties wishing to seek leave to file motions for summary judgment.?
These parties may submit a three-page opening brief, followed by a
three-page answering brief by the responding party and a two-page
reply brief. The court may then hold a teleconference to determine
whether a party will be granted leave to file a summary judgment
motion.

While not typically allowed in the court, at least one of the judges
has also permitted early summary judgment motions to be filed.
For example, Judge Robinson granted leave for defendants to file
early summary judgment motions in a series of related cases filed
by CyberFone Systems LLC, resulting in a dramatic reduction in
the number of defendants involved.?® In those cases, the defendants
were permitted to file an early summary judgment motion related
to their contention that one of the patents asserted against 52
defendants was invalid under 35 U.S.C. § 101. The court granted the
motion, resulting in the complete dismissal of two civil actions.?* In
other CyberFone cases, the court granted the defendants’ request
for early claim construction.®

Given the recent implementation of the AIA and the evolution
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of NPE suits, the nature of trials of such cases in Delaware is not
settled. However, Delaware does have experience with NPE trials
from cases filed before the enactment of the AIA. As recently as
December 21, 2012, Chief Judge Sleet held a jury trial in a pre-
AJA NPE case.® In Finjan, a patent holding company filed suit
in July 2010 and alleged infringement of two patents related to
protection of computer systems from hostile downloadables.?” The
case was tried to a jury, and a verdict was rendered in favor of the
defendants on infringement and validity. Currently, many post-AIA
cases are still working their way toward trial. It is too early to tell
how Delaware will manage such trials, and it remains to be seen how
successful NPEs will be once they get to trial.

Mediation of NPE Cases

Given the number of patent cases pending in Delaware, the
court-sponsored mediation program is an indispensible tool for
disposition short of trial. Depending on the nature of the patents,
the industry sues, and even the identity of the counsel, there are
various opportunities for settlement short of trial. In Delaware, most
patent cases are referred to one of the three magistrate judges to
discuss potential alternative dispute resolution. The assigned judge
typically schedules an initial call with the common-plaintiff and all
defendants. At that time, the judge will decide whether to hold a

Although the legislative reforms attempt

to target specific areas that have allowed
NPE litigation to proliferate, it remains to be
seen whether any of the proposed reforms
will become law. Moreover, it is difficult to
predict what effect any proposal may have.
In the meantime, NPE litigation is growing
in volume in the District of Delaware and

will be part of the docket for the near term.

second call with all parties or a series of calls between the plaintiff
and each defendant. During those calls, mediations are often
scheduled either early in the case or after issuance of the Markman
decision. It is rare for defendants to agree to a common mediation.
Instead, a series of days may be scheduled, with each defendant
receiving a full day or a half-day for mediation with the plaintiff.

Possible Legislative Reforms for All Courts

As NPE litigation continues to consume more judicial resources,
there have been increased calls for patent reform. Recently, the
“White House issued five executive actions and seven legislative
recommendations designed to protect innovators from frivolous
litigation.”?® Legislative reform is also moving forward. While states
such as Vermont have attempted to address NPE suits or demands
at the state level,” one can safely assume that any legislative
solution lies with Congress. Even though the AIA took years to pass



and went through a series of modifications, there has been a rush
of recent bills from Congress urging reformative measures against
NPEs. Most are receiving bipartisan sponsorship, although it is too
early to determine if any will have widespread support.

What is clear, however, is that the impetus for legislative reform
is growing. A number of legislative reforms have already been
proposed that are designed to make it more difficult for NPEs.
For example, many of the proposed legislative reforms would
heighten pleading requirements in patent cases, allow for greater
transparency, and permit greater awards of attorneys’ fees.

Another option being considered to help ease the burden
associated with NPE litigation is the creation of a small claims court
process for patent litigation.*® The idea has gained momentum in
the past year, and the USPTO is now seeking comments on whether
the federal government should move forward with developing a
small claims court for patent enforcement proceedings. The process
would ease the burden on district court judges by removing many
smaller cases from their dockets.

Although the legislative reforms attempt to target specific areas
that have allowed NPE litigation to proliferate, it remains to be seen
whether any of the proposed reforms will become law. Moreover,
it is difficult to predict what effect any proposal may have. In the
meantime, NPE litigation is growing in volume in the District of
Delaware and will be part of the docket for the near term.

Conclusion

While patentees who do not practice invention, including holding
companies, subsidiaries or divisions of large corporations, and the
inventors themselves, have always brought suits, the flood of NPE
suits in the District of Delaware and elsewhere is a relatively recent
phenomenon. While district judges are managing these suits to the
best of their abilities, it is reasonable to think, given the number
of such suits and amount of wealth distribution, that some of the
proposed legislation will be enacted by Congress. Of course, one
key to any of this reform may be distinguishing certain types of
NPEs, such as universities and inventors, from patent monetization
entities.

For the short term, at least, it is likely that the District of
Delaware will continue to see an increase in such litigation. Litigants
defending these suits can take certain concrete steps, such as
establishing an early joint defense group, dividing responsibility,
and considering early motions, such as transfer, a stay pending PTO
proceedings, and even partial dismissals. Thereafter, much of the
focus of the litigation will turn to initial disclosures under Paragraph
4 of the Delaware Default Standard, as well as preparing for the
Markman hearing. At that point, defendants, and even plaintiffs,
often turn to the mediation process in place in Delaware, as many
of these cases may be settled for less than the cost of continuing
litigation. However, should even a small fraction of these cases
eventually reach trial, it is yet to be determined how the court will
handle multidefendant trials in light of the AIA provisions. While
many such cases will settle before trial, it may be a race between
legislative reform and mass trials in the courts. ®
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