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IN THE UNITED STATES DISTRICT COURT

. FOR THE DISTRICT OF DELAW. i
ARE RECEIVED

THE JOHNS HOPKINS UNIVERSITY, & Mnrylmd
corporation, BAXTER HEALTHCARE
CORPORATION, a Delaware corporation, and
BECTON DICKINSON AND COMPANY, 2 New

Jersey carporation,

V.

CELLPRO, & Delawars corporation,

)
)
)
)
i
Plaintiffs, ) Civil Action No. 94-105-RRM
)
)
)
)
)
Defendant. )

OPINION

William J. Marsden, Jr., Esquire, Potter Anderson & Corroon, Wilmington, Delaware;
Steven J. Lee, Esquire, Kenyon & Kenyon, New York, New York; Donnld R. Ware,
Bsquire and Peter B. Ellis, Bsquire, Foley, Hoag & Eliot, Boston, Massachusetis,
attorneys for plaintiffs; Michael Sunnett, Esquire, Bell, Boyd & Lloyd, Chicago, Illinois,
attorneys for plaintiff Baxter Healthoare Corporation.

Patricia S. Rogowski, Esquire and Gerard M. O'Rourke, Esquire, Connolly, Bove, Lodge
& Hutz, Wilmington, Delaware; Coe A. Bloomberg, Esquire, Robert C. Weiss, Esquire,
Allan W. Jansen, Esquire, Jerrold B. Reilly, Esquire, Bruce O. Chapman, Fsquire, and
Armand F. Ayazl, Bsquire, Lyon & Lyon, Los Angeles, California, attorneys for
defendant.

Dated: July 24, 1997
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McKELVIE, District Judge
This isapatantcane; On March 11, 1997, a jury teturned a verdiot finding that
the defendant, CaliPro, Inc., willfully Infringed certsin claims of plaintiffs’ patents and
awarded $2,320,493 in compensatory damages. Plaintifts have @vd pursuant to 35
U.5.C. § 284 for an order increasing the damages to three times the award. This is the
court’s decisiom on that motion.
L. FACTUAL AND PROCEDURAL BACKGROUND
The Jotins Hopkins University owns U.S, Patent No. 4,965,204 (the “ *204
patent™). Jolns Hopkins has licensed the *204 patent to plaiztiff Beston Dickinson and 1
Company, which In turn sublicensed it to plainti#¥ Baxter Healthcare Cosporation. The .
*204 patont claimy all monocloual antibodies that specifically bind to the antigen '
identified as “CD34."
A.  ThePloadings and Findings of Infingemsat ;
On March 8, 1954, plaintiffs filed a complsint alleging that defendant CellPro, Inc. |
is willfully infringing claims 1, 2, 4, and 5 of the 204 patent, CellPro denied -'
infringement and asserted certain afflrmative defenses, including that the *204 patent is
invalid and unenforceable. In addition, CellPro counterciaimed for plaintiffs’ alleged ‘
violation of antitrust law and for a declaratory judgment that the 204 patent and three :
other patents owned by Johns Hopkins, U.S. Patent Nos. 4,714,680 (the  *680 patent"),

5,035,994 (the “ "994 patent™), and 5,130,143 (the “ ' 144 patent™), are invalid,
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unenforceable, and not infringed.  The '680 patent is directed to a purified suspension of
stem cefls. The *994 patent is directed to a method of creating such a purified suspension
of stem cells using CD34 antibodies. Finally, the *144 patent i directed to a method of
-using that pdrlﬁed. suspension of stem cells in bone marrow transplants.

All four putcnu-lx-:-mit are ;tollecﬁvely known as the “Civin patents” after their
inveator, Dr. Curt Civin. Clvin is & physician and professor af The Johns Hopking
Univetsity School of Medicine and The Jolins Hopking University Hospital in Baltimore,
Maryland.

In their yeply to CellPro’s counterclaim, plaiotiffs denied the invalidity and
unenforceability of the Civin patents. In addition, they alieged that CellPro is infringing,
contributorily infringing, and inducing infringement of the 680, '994, and *144 patents.
Purguant to a stipulation eatered into by the parties, the court issued an order deferring the
sntitrust phase of the case untll after the patent tssues wae tried.

The case was first tried to a jury beginning on July 24, 1995, On August 4, 1995,
the jury retumed a verdict finding that the claimy of all of the Civin patents wers invalid
a3 obvious in light of the prior art. The jury alsa found that, except with respect te
unasserted claims 3 and 6 of the '204 patent, each claim of the Clvin patents was invalld
28 not enabled. The jury further found that CeliPro did not liverally infringe the claims of
the '204 patent and that CellPro did not literally infringe, co:ﬁlbutorily infringe, or

induce infringement of the asserted claims of the *680, *994, and *144 patents. By an
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opinion and ordet datod Juno 28, 1996, the court granted plaintiffs’ motion for judgment
asa mm of law on the following iasues: 1) Mgmmt and induced infringetent of
the '680 patent; 2) induced infringemeat of the *144 patent; and 3) cnablement of the *680
patent. The court granted plaintiffs’ motion for & new trial on the following issues: 1)
whether the *204 ¢nd *994 patents arc infringed; 2) whether the *204, 680, '994, and '144
patents are obvious; and 3) whether the *204, '994, and *144 patents aro enabled. A ;:opy
of the opinion s published &t The Johug Hopkios Unfv. v. ColiPro Ing., 931 F. Supp. 303
(D, Del. 1996). Subsequently, plaintiffs withdrew their claims for relicf relating to the
'994 and '144 patents, and the court entered orders granting judgraent for plaintiffs on
their claim for literal inftingement of the *204 patent, on CellPro’s affirmative defense of
reverse doctrine of equivalents, and on CellPro’s affirmative defonaes and counterclaims
of obviousness and nonenablement with respect to the claims of the *204 and '680

paencs, | |

B. ‘Txialon Ciaims of Wilkiul Infi :

The issues of damages and willful infringement wete tried to a jury beginning on
Tuesday, March 4, 1997. At trial, plaintiffs offered evidence to establish the followlng in
support of their claim that CellPro willfully infringed the Civin patents,

A group of investors formed CellPro in 1989 for the purpose of using technology
developed by Drs. Ron Bereason and Bill Benvinger at the Fred Hutchingon Cancer
Research Ceniter in Seatrie, Washington to mgke products to produce highly-purified stem -

3
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cell suspensions ﬁsing a CD34 antibody. Joseph 8. Lacob, a veutm capitalist with a
background in biochemistry and public health, was CellPro’s first president. Thomas P.
Kiley, a venturo capitalist with s background in intellectual property, served as a member
of the board and tho company’s Jagal advisor. |

In March 1989, Lacob, Kiley, and others raised $2.2 million ay an initial
investment in the company. The directors hired a now prosident, Christopher H. Porter.
Dr. Porter has a Ph.D. in chemical enginearing and had workad for Pfizer before joining
CellPro,

At the time they formed CellPro, the investors and the offioers and directors of the
commpany were aware of Civin's '680 patent on stem coll suspensions. And they were

monitoring the Official Gazetts of the Patent Office for the issuance of other patents to

Civin, including a patent on an antibody to the CD34 antigen, as they were aware Civin
bad included claims to the antibody in the parent application that gave rise 1o tho '680

patemt.

T——

At the trial, Kiley testified ke hes some familiarity with the tochnology ot issus and
the patent laws. He has an undergraduate dagree in chemical enginecring and was a
patent examiner for two years before he graduated from law school. In private practice as
an associate and later as a partner at the lnv_v firm of Lyon & Lyon, he handled patent :
applications and patent litigation. He represented biotechnology companies, including 5

companies thatt focused on monoclona! antibodies. Kiley also testified he has substantial

4
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experience in reviewing and evaluating formal opmiom from counsel on the issues of
patent validity, ' |
Kiley testified that in connection with his work as lega! counsel to CellPro’s Board
of Directors, he obtained and reviewsd a copy of the Patent and Trademark Office’s file
on the prosecution history of the *680 patent and had concluded the patent was invalid.
At Kiley’s suggestion, in lute March or early April 1989, CeliPro hired Lyon &
Lyon and its partner Cov Bloomberg to provide an opinion with regard to the "680 patent.
(Kiley tostified: “Well, I thought that it would be appropriate that we have counsel opine
on its potential for doing [us] harm.”) Bloomberg visited CellPro in May 1989. Ata
Board of Directors meeting on May 5, Bloomberg reported he had reviewed the file
wrapper of the '680 patent and had concluded the patant was invalid for obviousness
based on the prior publication of two abstracts describing Civin's work.
Kiley testified that at that meeting he advised the Board he shared Bloomberg's
view the patent was invalid. |
. . - M. Bloomberg opined that the claims of the Civin patent were L
invalid for obviousness, based on the prior publication of Dr. Civin, '
which had been published more than a year before the patent '
applicstion had been filed. And we discussed that. I remember that -
we discussed that the Federal Circuit Cotirt of Appeals had held in a N
cage in whith he had been involved, Hybritsch v. Monoclional K
Antibodies, that ag of, I think it was 1980, that persons skilled
in the art were familisy with the details of the Kohler and Milstein
process by which nonoclonal antibodies were made.

And, in addition, we discussed a passage In the description partion
of Dr. Civin's patent spplication in which he was obliged to tell E
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readers of the pateat how to make the monoclonal antibodies, so that
the cell suspensions of the patent could be made using those. What he
said was that the process by which stem cell antibodies are made was
well-known to those skilled in the art.

Kiley testified that the Board did not ask Lyon & Lyon to include an infiingement
analysis in its opinion.

Well, at that early stage of the company, the product itsclf was not
yet in being. ‘Whethet the company would emphasize the stem cell
product or another was a little bit of 8 moving terget. We simply
didn’t know what the ultimate cel! suspension would look like.

Unfortunately, neither Kiley nor Bloomberg had available ot the trial any notea
either might have taken with regard to the opinion that was given during that meeting.

Bloomberg apparently repeatad his oral opinion of invalidity to the Board in
September 1989,

In Pebruary 1990, Bloomberg wrote to Porter and Lacob to confirms his prior oral
opinion. In his letter, Bloomberg reported that his firm had coneluded the Civin '680
patent was invalid and unenforeeable. He reported the claims of ths patent were invalid
in that they were anticipated by two abstracts of Civin articles published in 1982 and by 2
1981 article by Young ¢t al. Bloomberg also reported the claimed invention of the *680
patent was obvious in view of the Young article. Finally, Bloomberg reported that a
statement Civin’s counsel made during prosccution of the patent as to why the abstracty

were not enabling.appeared to be st odds with a statement in the specifications and,

therefore, the patent was unenforceable becatise of the attomey’s inequitable conduct.

6
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Bloomberg's letter does not mention the burden of proof an alleged infringer must
meet to establish the Invalidity or unenforceability of a patent. Nor does it include an
infringement analysis. Whea asked on cross-sxamination whether he ever discussed the
issue of infringement of the ‘680 patent with Bloomberg, Kiley Mﬁed under oath:
“Only to the extent that we undorstood that we would_not be receiving [an] opinion as to
{nfringement.”

Kiley offered tho following tcéfimony om this written opinia.

Q. And what were your conclusions after having received and
reviewed the written opinion?

A- Well, the effect of the opinion was to confirm my own views that
had been expressed previoualy, if enything strengthened them
because of the additional detail because of Dr. -~ or rather Mr.
Bloomberg had found prior art that had not been considered by the
Patent Office in the form of the Young reference.

And that he hiad been able to demonstrate that the Young reference
had been known to Dr. Civin, but not produced at the Patent Office.
Q. And did you report your canclusions concerning validity and
enforoesbility to the CellPro management and the CellPro Board?
A. Yes, at that self same mecting.

Q. And did the CellPro Board rely on this written omnion?
A: To all outward appearances, yes.
At the trial, plaintiffs’ counse! offered evidence showing CellPro’s founders used
this opinion to induce investors to con"tmit an additional S?.S'million to the cornpany.
In October 1990, the Patent dﬁicc issued Civin's *204 patent claiming all
monoclonal mﬁbodlu that speoifically bind 1o the CD34 antigen. [n the Spring of 1991,

CellPro’s Board asked Bloomberg for an opinion on the '204 patent. Bloomberg

——— .
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spparcntly prepered & draft opinion and submitted it to Kiley, who reviewed and
commnented on it to Bloomberg. Kiley testificd he could not recall whether he also made
suggested changes to the draft opinion.

Bloomberg delivered the second opinion letter to Porter and Lacob in April 1991.
In this letter, he mpomd his ﬁm;s conclusion that the *204 patent was also invalid and
unenforceable. Bloomberg restatod his opinion that the ciuiml of the patent were
anticipated by the Civin abstracts. He also reportod that the claims were obvious in light
of prior art publications by Price, et al.; by Young and Hwang-Chen; and were obvious in

~ light of the combination of the work of Tindle et al. and Katz, and by the combination of

Price, an article by Koeffler, the Civin abstracts, and an article by Nadler. 1n addition,
Bloomberg suggested the patents may be unenforceable due to inequitable eonduct
attributable to Civin. Bloomberg also repartsd his conclusion that CellPro does not
infringe claims 2, 3, §, and 6 of the ‘204 patent, He dl& not offez an opinion as to whether
CellPro infringed claims 1 and 4 of the patent.

As to this second letter, Kiley testified the Board relied on the opinfon und that he
“‘regarded this as a substantial infision of further arrows in our quiver.”

At the time it received this opinion, CellPro planned & product launch within five
years and waa projecting sales in excess of $600 million. In September 1991, CellPro
completed an initial public offering and raised $36 million. 'In the prospectus prepared in

connection with that public offering, the company reported: “Based on the advice of Lyon
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& Lyon, special patoin counsel to the company, CellPro belioves the . . . patents are

t

invalid and unenforcesble.”

By D'counbu.-c;lﬁ’m set aside $3 million as a reserve for litigation with Baxter
on the patents and wea projecting $1.6 billion in sales over the next 8 years, One
“seenario” reported in CellPro’s financial forecasts would be to fight Clvin, lose, and pay
a “stiff royalty™ of L5%. The financial plans made no mention of a risk of mmplnfy or
punitive damages. Apparently, the Board and management had concluded they could
look to the Lyon & Lyon opinions as a basis t‘or avoiding any trehling of the plaintiffs’
actual damages.

At the trial, pluintiffs offered evidence to show that once in litigation, CellPro did
not baso its dcfense on the theories set out in the Lyon & Lyon opinions, CollPro asscrted
and then dropped anticipation as an affirmative defense, It argued obviousness, but fhited
to offer any expert testimony in support of the defense. .CellPto did not ¢ven put the
Young article in evidence, much less offer evidence 1o show how it would render the
claims of the patents obvious. Plaint!ffs noted for the jury that CellPro’s primary defense
had been lack of enablement, a defense that scemed to be inconsistent with Kiley's
testimony on his {nitial view on obviousness, and a defense that the court rejected by
granting plaintiffs & judgment as & matter of law.

Plaintiffs argued Kiley knew theye opinions were not based on an adequate

foundation, that Lyon & Lyon had not given CollPro truly independent opinions, and that

9
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the jury should conctude that CellPro did not rely an the opinions in good, faith,

C.  Summary of Evidsnce op Damages

With regard to damages, pleintiffs offored evidence at the trial showing CeliPro
had just received FDA approval to sel their producu commercially. CellPro’s total sales
prior to that approval were $19,381,405. They offered tostimony from Professor Jerry _
Hausman, an economist at MIT, on & reasonable royalty. Hausman testified in support of *
a royalty In the range of 8 to 10%, with an up-froat payment ranging from $750,000 to
$1,000,000. Plaintiffs argued that at a 10% running royalty and with & $1,000,000
payment up front, the total damages would be $2,320,493.

CellPro ealled Kiley 1o testify on a reasonable royalty. He tostified a resscnable l
royalty would include an up-front payment of $287,000, credited against future royalties

calculated at 4% percent, for & total due of $949,000.

D.  Jury Instructions and The Jury's Verdict

b
At the close of the svidence, the court submitted the questions of demages and i
willful infringement to the jury. The court’s Instructions cn willfisl infringement were a3 _
follows: .
5. WILLFUL INFRINGEMENT ‘
5.1 INTRODUCTION i
The secord queation for you to decide is whether plaintiffs bave proven; by r
clear and convincing evidence, that defendant's infringement was willful. |
Certain sdditional romedics are available to 2 patent owner where infringement . |
of a patant is found to be willfal. ’ f
10.
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Infringsnent becomes willful when, upon consideration of all the facts and
clrcumstances clear and convincing evidence establishes that the infringer acted
in disregard of the patent; 1.e., thut the infringer had no ressonable basis for
believing it bad a right to engage in the infringing ncts.

Thus, plaintiffs must prove, by clear and convincing evidence, each of the
t’ollowmg i

That the infringer was aware of the patent;

2. ‘That the infringer had no reasonabls basis for belisving that the
patent claim at issne wes invalid or not infringed or
unepforcesble.

This second element facuses on thoe infringer's state of

mind. Factors which may be helpful in evaluating the

Infringer's state of mind include the following:

A, That the infringer knew of the patent;

b. That the infringer continued to use the pateated
inventions afier learning of the patents, rather than
attempting to find an alternative approach that did
not require use of the inventions;

c.  Whether, promptly after becoming aware of the
patent, the infringer sought, obtainod and
justifiably rolied on competent legal advice from
coinsel an whether the patent was invalid or not
infringed before proceeding further with infringing
activities.

3.2 GOOD FAITH RELIANCE ON OPINION OF COUNSEL

The mete fuct that an infringer obtained game opinion from an atworney is not
enough. In evalyating & defense of reliance on sdvice of counsel, you should
evaluate the good faith of the infringer and the opinion relied upon, Factors
which may shed light on the good faith of the infringer Include when the client
sought advice from counse! (before or after commencing infringing activities),
the infringer's knowledge of the skill, independence and competence of the
attorney rendering the opinjon of counsel, and the infringer's knowledge of the
extent of the analysis performed by the attorney.

In considering the defense of good faith reliance on an opinion of counsel, yoa
may consider the knowledge and experience of the person or persons acting on
behalf of the cllant with respect to patent matters. Whether it was reasomble to
rely upon an opinion of counsel may depend on whether the client is itself
imowledgesble and sophisticaed about patent marters or instead s ignorant and
unsophisticatad in patert matters. You may also consider whether ths infringer

11
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in fact did rely cu the defensss assorted in the opinion, or whether it later taok
positions inconsistent with the statements mads in the opinion. i

3.3 PATENT DEFENSES ASSERTED IN OPINION

" When considering whether CellPro reasonably and in good faith relisd on an

opinion regarding validity or enforceability of the patents, you will need w
undsrstand the legal standards by which patents are evaivated.

Once & patent has been granted by the United States Patent Office, the patent is
prosumed 1o be valid. Accandingly, the defendant has the burden of proving
that the patent is invalid by clear and convineing evidence. Clear and
convincing evidence is evidence that produces an abiding conviction that the
truth of a factual contention is highly probable. Proof by clear and convineing

evidence s thus a higher burden than proof by a preponderance of the evidence.

The opinion letters on which CollPro says it relled ralsed threc theories
regarding patent validity or enforcesbility. First, the opinions asserted that the
patents were invatid on grounds of auticipation. Second, the opinions asserted
that the inventions described in the patents were obviops to persons skilled in
the relevant prior ast, Third, they asserted that the patents were unenforcoable
on the theory that the patent awner (Johns Hopkins) enguged in incquitable
conduct in the prosscution of the patents befors the United States Parent and
Trademark Office. 1 will explain each of these theories in 2 moment, but fiest I
will remind you that it is not your job to decide whether the patents sre valid or
enforceable. The only purpose for which you may consider the Icgal standards
regarding patent validity sre in order 1o dotormine whether CallPro conld
reasonably and in good faith rely on the opinions to conchide that it hed a right
to engage in the infringing acts,

Turning now to the three theories set forth in the opinion letters:
A. Anticipation

The first theory set forth in the opinion letters |y "antcipation.” When & patent
application is recalved at the Patent and Trademark Office, it is assiguad to an
examiner, who examines the application, including the claims, to ascertain
whether the application complies with the requirements of the U.S. Patent
Laws, The examiner reviewn files of prior work of athers in the form of
voluminous files of patents and publications, This type of material is calied
"priot art,” Documents found in the search of prior art are callod "references.*

"In order to prove anticipation of an inveation, it ix mecessary that each of the

12
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be found in & single prior art reference.

B. Obviouances

The secoud theory of invalidity set forth in the opinion letters is "obvicusness,®
In order to be patentable, an itsvention must not be obvious to a person of
ordinary skill {n the art at the time the invention was made.

In determining obviousness or non-obviousness of the claimed subject matter of
cach of the patents in suit, a court would have to determine the scopo and
coment of the prior art relicd upon by the party alleging invalidity of the pansnt;
identify the difforence, if any, between sach ciaimn of the patent in suit and the
prior art; and determine the level of ordinary skill in the pertinent art at the time
the invention was made.

The court wouldl also have to consider such objective considerations as whether
tha invention hay achieved commercial success, whether it aatisfled » long-felt
but unresolved need, whether others had previously failed to golve the sume
problemn, whether others have copled the patented tnvention, whether others
have demonatratod their acquicscence in the validity of the putent by taking
licenses undet it or in other ways, whethér any unexpected results were
schisved by the invention, whether the invention has been praised by others in
the field, snd whether the sama or similar inventions were mado independently
by others prior to or at about the sama time as the invention of the patent,

To eatablith s defense of abviousness, an infringer would in nddition have to
prove, by clear and convincing evidence, that the information disclosed in the
prior art would be suffictent to enable & person skilled in the mmmll:emd
use the patented product.

C. Insquitakle Conduct

The third defense asserted in the opinjons is that the patents are unenforceable
on the ground that the patent ownet enigaged in “inequitable conduct” before the
Patent Office at the time the Patent Office was considering the Civin patent
applicarfons. To prove inequitable conduct, an infringer must show, by clear
and convincing evidance, that the spplicant (1) intended to deceive the Patent
Office by (2) deliberately withholding or misrepresenting information that was
material to the examiner's svaluation of the patent application.

Information is not regarded a3 materia)-unless there is a substantial Jikelihood
that a reasonable examiner would copsider it important in deciding whether to

13
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allow the application to issue ss a patent.

When sn exantiner has prior art at hand, it is presumea that he or she has read
and understood it.  Further, arguments made by the spplicant's attorney 35 to
the significance of art placed before the examiner do not constitute materiat
misstatements of fact.

To establish unenforceability of & patent based upon inequitable conduct, the
infringer has the burden to prove, by clear and convincing evidence, not only
that the information withheld wes material, but siso that the applicaat actually
and specifically intended to deceive the Patent Offics. Proof that imsterial
information was withkeld, aven through gross negligencs, s not enough. If
withholdlng or inisvepresentation ocourred through negligence, oversight,
caralassness or a mistaken judgment, then there was 1o latent to daceive the
Patent Office and no inoquitable conduct.

On Merch 11, 1997, the jury returned with verdiots finding plaintiffs had proven

" damages in the amount of $2,320,493 and CellPro had willfully infringed the *204 and

'680 patents.

On April 8, 1997, plaintiffs moved for enhgncement of damages pursuant to 35
U.S.C. § 284, seeking an order entering a judgment for three times the damages as
determined by the jury.

In the briefing in support of their motion, plaintiffs argues CellPro had no
reasonable, pood-faith basis to believe that the patents were invalid, unenforcesble or not
infringed and that there are no mitigating circumstances that would warrant anything less
than the meaximum enhancement of damages permitted under the statute.
. RISCUSSION

Seotion 284 of Titls 35 provides that in patent infringemeont cases tried to a jury, &
14
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trial court may order that a judgment he entered in favor of a claimant fm:up to three
times the compensatory damages as determined by the jury, While the statute does not
set out the standards the trial court should apply in deciding whether or not to increase ;
damnges, the Court of Appeals for the Federal Cironit has approved such awards where

the fuct inder has detecrniniod en infringer acted in wanton discogard of the patontec’s b

rights. Mathls v_Spenrs, 857 F.2d 749, 754 (Fed. Cir. 1988) (“Provisions for incroased

damages . . . are available as deterrents to blatant, blind, willful inftingement of vatid .
patents.”). _ ‘
Whether an infringer acted wilifully or wantonly is a question of fact that rests on l

a detenmination of the infringer’s state of mind. Read Corp. v, Portec, Inc., 970 F.2d 816,
828 (Fed. Cir. 1992). Published opinions have identified a number of factors that may be
relevant to determining the infringer’s state of mind, including evidenoe that the infringer |
copied the ideas or design, evidence that the infringer had actual notice of the patent, and 3
evidence that the infringer sought, obtained, and justifiably relied on legal advics from
counse! on whether or not the claims of the patents were valid or infringed. Id, ut 826.27
(citing cases). In detetmining whather or not an infringer’s reliance on an opinion of .
counse! was reasonsble, courts have found it relevant to look to when the infringer sought i
counsel’s advice (before or after commencing the infringing activitics); the inftinger's _
knowledge of the attomey’s independence, skill, and competence; the infringet’s ’
knowledge of the nature and extent of anatysis performed by counsel in providing the

15 _ 5
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opinion; and wMu the. opinion sentaing sufficient internal indicls of eredibility,
including a validity analysis predicated on a review of the file histories, and an
infringement analysis that compares and contrasts the potentially infringing method or -
apparatus with the patented inventions. oz, 5., Undersator Devices, Jac, v, Morison:
Knudsen Co.. Ing,, 717 F.2d 1380, 1389-90 (Fed. Cir. 1983).

In this case, the jury as fact finder has made the predicate detormination that

" CellPro's infringement was willfiul. That i, the jury hus found CellPro had no reasonsble -

basis for believing it had a right to engage in the infringing acts. Read Comp, v. Portec,
Ing., 970 P.2d 816, 825 (Fed. Cir. 1992). That finding estahlishes that CellPro has
engaged in conduct that may warrant un increase in damages. 1d, With that predicate
finding, this court must then determine whether CellPro should be sanctioned by sntering
a judgment for more than the plaintiffs’ n@d damages. State Indus., Inc. v. Mor-Flo
lndm 948 F.2d 1573, 1576 (Ped. Cir. 1991). Ifthe court finds it appropriate to

punish CellPro, the court must then determine the degree of the penalty, which cen range

up to three times the sctual damages. Jurgens v, CBK, L1d., 80 R.3d 1366 (Fed. Cir.
1996).

Unfortunately, five years of effort to bring this matter to & resolution have left the

plaintiffs with too many examples of conduct by and on behalf of CellPro that

16
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satction of approximately $4.6 milion. o "-
This sanction under § 284 is intended to ptnish a party for its willful or bad faith
infeingement. In determining the extent of the sanction, the court should consider factors
that rendet an infringer’s conduct more culpable, as well as factors that are mitigating or
ameliorating. Rite-Hite Corp. v. Keliey Go., 819 F.2d 1120, 1126 (Fed. Cir. 1987), :
In Read v, Portec, 970 F.2d 816, 827 (Fed. Cir. 1992), the Federal Circuit listed

examples of relevant factors the court should consider, including factors that focus on the

nature and duration of the infringing conduct, the infringer’s financial resources, and the

infringer’s conduct during the Iit{gation. That court recently noted in Jurgans v, CBK, B

Lid., 80 F.3d 1566, 1570 (Fed. Cir. 1956). that a sanction under § 284 shmﬂd address the
b

infringing conduct. While an infringor’s bad falth and misconduct during the litigation
may be relevant factors to consider In determining the extent of the sanction, that conduct
during the Btigation may broach other duties owed the plaintiff and the court. This court '
has other tools available to punish that misconduct, including an award of fees under 35
U.5.C. § 285 and an impositons of sanctions on a party or counse] under 28 U.S.C. §
1927 and Fed. R. Civ. P. 11, ,
Plaintiffs have filed & separte motion pursusnt to 35 U S.C, § 288 and 28 U.S.C.
§ 1927 for an award of more than $5 miflion in fees and $1.5 million in expenses incutred
to date. The court expects to address thaf motion and other issues ina sepusate decision,

perhaps after the Court of Appeals has hiad an opportunity to review this matter on appeal.

18

[ ' ' i [ .‘tr‘, K i %0t



SENT BY:HHS

SEN| DYT-ASIUX jUiCLUpLYT lUll’

:7—25-97 7 6:00PM ' OGC/NIH BRANCH- 3014023257;:# 2/94
L

1TL4IT¥L v Jraorm ViigaLivuy™ Vaw in unanwng

In support of their motion for .n muimum enhancement of the dargmges award,
plaintifis offer arguments addressed to each of the nine factors identified in Read v,
Parteg, 970 F.24 816, 827 (Fed, Cir. 1992). Most of the arguments are based on facts
offered into evidence at the trial. thoMumnmmeMmhtm
otherwise of tecord in the case. They argue as foliows:

1. Deliborate Copying |

Plaintiffs argue the evidence at the trial established that CellPro’s founders
proceeded to form CellPro for the express putpose of developing a product to produce
highly-purified stem cel} suspensions using a CD34 antibody, an activity they knew
infringed the *680 patent. Further, after the issuance of the '204 patent, they continved to
base CellPro’s product development efforts on the 12.8 antibody, which they knew to be 8
CD34 antibody. Plaintiffs argue this evidence shows CellPro's infringement was ncither
accidental nor insdvertent and that CellPro knowingly sppropriated the patented
technology for its own use. .

The court agrees with plaintiffs. Those and other facts establish CellPro
deliberately infringed the patents. Without some proof ﬂut CellPro had formed s good-
faith belicf the patents were invalid or unenforcesble, this deliberats infringement should
be punished by a substantial increass in damages.

2. Good-Faith Belief the Pasents Were Invalid

Plaintiffs argue that CellPro never had a good faith belief the patents were invalid.

19
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A1 evidence of this, they noto CellPro unreasonsbly delayed in seeking opinions of
counsel, the opinions jt did recelve wert not competent, and that the evidence at trial and
in the record shows CellPro could not and did not rely on them In good faith,

‘ There is very littic cvidence to suggest CellPro, its officers, directors, or counsel
ever had a good-fiith bellef the Civin patents were invalid. While CellPro offered the
opinions of counsel as evidence of their good faith, the nawre and timing of the opinions
suggest CollPro had not legitimately sought out counsel for advice. The opinions were
not prepared at a time when the Cel{Pro Board was considering whether to proceed with
the apparently infringing work. Rather, the opinions were propared afler those buginess
deolsions had boen made. The opinions sppear-to have been prepared for two other

reasons: to assist CellPro in raising finds and to immunize the company from a claim for
cnhanced damages.

The opinions themselves are 8 weak pass at the quality of work one might expect
from independent counse). The opinions arc shallow. For example, they fail to spéak 0
the substantial burden of proof CellPro would face when it took on the task of trying to
show the Civin patenta were invalid. One would expect most prudent business people
would be interested in that subject when oxercising their fiduciary duties in putting
investors® funds at risk. In addition, not one of the three prior art references cited in the
February 27, 1990 opinion as anticipating the *680 patent on cell suspensions even refers

to a cell suspension. While this deficiency might aot have been obvious to the investors

20
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or others on the Board, it should have been abvious to Kiley. i
' The evidence with regard to how the opinions were proparcd and how they were

provided to the cllent suggests the CellPro Board did not in fact rely on themn, Kiley
testified, for example, that he reviewed and rovised a draft Oplniou before counsel
delivered it and that the opinions confirmed his views of the patent. Further, Kiley”s
testimony as to why CellPro had not asked 1;or an infringement analysis was not credible.

The Federal Circuit noted in Reatly, Porzec, 970 F2d 816, 828-29 (Fed. Cir.
1992), that & good tent for assessing whether an opinion of counsel was genuine and not
merely self-serving is whether the asserted defenses were backed up at trial with viable
proof thet raised substantial questions, In this case, CellPro’s defense bore linle
resemblance to the opinions trial counse! had previously given the Board, Allegedly
critical elcments of prior art identified in the opinions, such a3 the Young reference (an
sdditional arrow “infused” in Kiley’s quiver), were not even mentioned in CellPro’s
presentation of its defenses. While counsel opined in each le‘ner that the patents were
invalid as obvious, at trial they falled to call any expert witness to offer testimony in
support of that defense.

The opinion of counsel CellPro allegedly relied on concluded the pa@u were
invalid u'mﬁcipnted by certain prior art. That opinlon necessarily rested on the view that

the prior art was enabling. At trial, CellPro and that counse] sbandoned anticipation as 8

defense and instead reversed course and argoed lack of enablement as a principal defenss.”

21

. - pw— e | v e T empme— o e Mo s, et

. gu—— .



SENT BY:HHS

SEND BY-ROFOX 1e19coprur sver s rodsy, 5, 41AM OGC/NIH BRANCH- wew 0014023257 4/ §

Vunivew

Ultimately, this ;:amt rejected that lack of enablement defense as & matrer of law.

_ These facts suggest CallPro’s deliberate infringement was not based on & good-
faith belief the patents were invalid. On the contrary, these facts suggest CeliPro
deliberately infringed the patents in bad faith. 'ihil intentional breach of duties owed to
the plaintiffs should be punished by a substantia) increase in the dzmage award,

3. CallPra’s Rehavior in the Eitigation

Another factor relevant to determining whether an infringer, acted in such bad feith
28 to merlt an increase in damages, is the infringer's behavior az a party to the litigation.
Civil litigation can be 4 joint effort by the court and parties 10 secure a just, speedy, and
inoxpensive deterﬁinaﬁon of commerviel disputes. Unfortunately, for the determined
wrangdoer, it can be & wespon used to attack and punish 8 competitor in an aggressive
commercial battle.

In.this case, the venture capitalists who formed CellPro included this litigation in
their initial busincss plan, or, as they described it, their “scenario.” They set asido $3

million for the fight. They hired counsel and baught opimions that the patents were

invalid. They used those opinlons to raise more money, later rescrving over §7 million for

this litigation.
In April 1992, they started the battle by filing an action in the United States
District Court in Seattle, sceking a declatation CellPro did not infringe the patents, at a

time when they well knew they were infringing 1hem

22
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In this action they have raised issucs and arguments that have no real basis in fhct,
For example, while they have repeatedly told the FDA, the medical, scicntific, and s
financia] communities tha their 12.8 antibody binds to the CD34 antigen, they denied this
factin court. They raised and abandoned defenses without any respect for whether they ;
were consistent with the law or fucts, including defenscs of anticipation, obvicusness, and
lack of enablement. . l

They seemed to have an insxhanstiblo list of potential expert witnesses they would
call on to offer proposed opinions, only to withdraw or abandon them once they had been )
deposed (and the weakness of their proposed testimony had been exposed). This included
Robert Sutherfand’s testimorny on the 1ack of enablement of the claims of the 204 patent, t
Paul Simmons and William Henderson’s testimony that the 12.8 antibody binds to an
antigen on mature basophils, and Ellen Vitetta's testimony that the 12.8 antibody binds to
platelets.

In 1996, they offercd the testimony of Gustav Gaudernack that it would b “vigue
and inaccurate to speak of ‘thc’ CD34 antigen.” That teatimony fell flat when Dr.
Gauderack was confrontad with his own prior publications where he referred to “the”
CD34 antigen and by his 1994 agreement with CeliPro where he licensed 8 CD34
antibody to CeliPro,

An additions! fact plaintiffy cite in their briefing on this issue is that in 1993,

CellPro's counsel attempted to and did estsblish an inappropriste relationship with the

23
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ocourt’a courtroom deputy, includ‘ing having £x parts communications with her in the
evenings after the trial day had concluded, inviting her to visit California, and having
Lyon and Lyon's litigation team take her out to dinner during the trial. As prwiously

" uoted, the court has a number of tools available to punish misconduct and expests 10
spesk to this issue in another context. While this type of conduct may be relevant 1o
assossing CellPro®s (or its counsel’s) bad fuith, the court will not consider it in
determining the damages to be paid plaintiff under 35 U.S.C. § 284.

CellPro deliberately infringed the patents in bad faith and hes used this litigation to
frustrate plaintiffs and as sn opportunity to throw up baseless argumenta and dofenses to
avold liability. These facts suggest CeﬁPro should be punished with a substantial
increase in damages to be paid to plaintiffs,

4. Infringar's Size and Pinancinl Condition

An additional fhctor the court should consider in detcrmining the extent to which
damages should be increased is the size of the inftinger’s business and Its financlal
conditon. Punishing s {arger company in & stronger financia! conditian may call for
higher damages, where a lower number may be equally effective in punishing a smatler
company.

CellPro is & relstively small company when compared to the plaintiffs, but it has
substantial resources. It has aised over $160 million in two public offtrings and a3 of

December 31, 1996, it had $60 million available in cash and marketable securitics. It can

24
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afford to pay $4.6 million in enhaneod damages.
5.  Closeness oftha Case

Another factor the court should consider in weighing an increese in damages is the
closences of the case on willfulness. SS&. (XA Mndmg_Mfg._Cn._x.Mlm_ﬂmun.
Ine., 917 F.2d 538, 543 (Fed. Cir, 1990). A close case might suggest the court should not
impose substantial demages. A strong case ofv;rmml infringement suggests the cort
should impose more substantial damages.

This was not a close case, Plaintiffs put on strong and convincing evidence to
establish CellPro’s willful infringement, CellPro’s defense of good faith reliance on the
advice of counsel, was 30 weak, $o transparently put together in 8 cynical effort to avoid
liability, that {t only served to highlight CeliPro’s misconduct,

This factor also suggeats the court should substantially increase the damage sward.

In Read v, Portec, 970 F.2d 816, 827 (Fed. Cir, 1992), the Federal Wt
jdentified three other Pactors that may be relevant to the decision on the extent to which
damages should be enhanced, including the duration of the misconduct, any remedial
action by the Infringer, and evidence the infringer sought to conceal i1s misconduct.
These factors do not appear to be particularly relevant here. CellPro has not argued it has
only inftinged for & short time or that it identified the infringement and ook remedial
action to avoid further liability. The court does not find CellPro sought to conceal its
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. CONCLUSION |
Unfortunately, we missed the merk inworiingto bring this matter to a just, speedy
and Inexpensive doterminstion, The court will take one step In the right direction,
however, by granting plaintiffs* motion for enhanoement of damagos and entering an
order trebling the damages 25 awarded by the jury. That awerd is the maximum allowable
under 35 US.C. § 284 wndis am appropiste amount 1o punish CellPro for fts deliberate

and bad-faith infringement of the Civin pateats.
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