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Trending in the Courts: Difficulties 
in Obtaining Preliminary Injunctions 
in Restrictive Covenant Cases
Paul E. Freehling

Paul Freehling is Senior Counsel at Seyfarth 
Shaw LLP in Chicago, IL and a member of the 

commercial litigation group. He is an elected Fellow 
of the American College of Trial Lawyers, an 

elected member of the American Law Institute, an 
active member of several bar associations, and a 

frequent blogger on restrictive covenants. 

In recent weeks, courts almost routinely have been 
denying preliminary injunctive relief  in cases alleg-
ing violation of noncompete and similar employment 
agreements. Three examples are the recent cases of 
Burleigh v. Center Point Contractors,1 Evans v. Generic 
Solution Engineering, LLC,2 and Great Lakes Home 
Health Services Inc. v. Crissman.3 In each of those cases, 
injunctions were denied or, if  granted by a lower court, 
the order was reversed.

Burleigh v. Center Point 
Contractors

When he was employed in 2012 by Center Point, a 
general commercial construction company, Burleigh had 
more than 10 years of experience in construction in north-
west Arkansas. His title was operations manager and esti-
mator. He signed noncompete (two years, within a radius 
of 50 miles from Bentonville, Arkansas), nonsolicitation, 
and confidentiality covenants. In 2014, he resigned and 
formed, with a friend, a competitor of Center Point. 

Center Point sued Burleigh. His motion to dismiss 
the complaint was denied, and Center Point sought 
a preliminary injunction. The trial court granted the 
injunction including two additions to the noncompete 
agreement: (1) the court required Burleigh to give Center 
Point notice of and details concerning any prospective 
business activity that would compete with activities in 
which he was engaged on or before the date he resigned; 
and (2) Center Point was ordered to post a $50,000 bond. 
He appealed. 

The Arkansas Appellate Court reversed and remanded. 
It held that Center Point failed to demonstrate a likelihood 

of success on the merits. According to the court, there was 
no evidence that Center Point provided Burleigh with any 
“special training,” “proprietary formulas,” “trade secrets,” 
“confidential business information,” or “a secret customer 
list.” Further, Center Point did not show that he learned 
anything at Center Point that would give him an unfair 
advantage in the bidding process. Therefore, “Center 
Point did not have a legitimate interest to be protected by 
agreement, and the non-compete agreement only shielded 
Center Point from ordinary competition.”

Evans v. Generic Solution 
Engineering, LLC 

In order for a former employer to prevail in a suit 
under Florida law based on a non-competition covenant, 
enforcement of the covenant must be shown to be neces-
sary in order to protect the former employer’s “legitimate 
business interests.” Reaching a decision similar to that in 
Center Point, the Florida Appellate Court held that the 
former employer failed to make the requisite showing. 

The former employer, Tech Guys, builds online sales 
and marketing systems. It does not have employees, pre-
ferring instead to retain independent contractors. One of 
them was Chinn, who had signed a restrictive covenant 
prohibiting him to work for current or former Tech Guys 
clients for two years after termination of his relationship 
with Tech Guys. While working for Tech Guys, Chinn 
assisted one of its significant clients, RRI, which had a 
three-year non-exclusive contract for services. 

When Chinn left Tech Guys, he and another ex-Tech 
Guys independent contractor—but one who had not 
signed restrictive agreements—formed a competitor. 
After RRI’s contract with Tech Guys expired, RRI 
offered to continue to use Tech Guys (although not 
exclusively). The offer was declined. When RRI became 
a client of Chinn’s new company, Tech Guys sued Chinn 
and his company and obtained a preliminary injunction.

The defendants appealed, and the appellate court 
reversed. According to the appellate tribunal, the “facts 
are insufficient to support the trial court’s finding of a 
substantial business relationship in need of protection.” 
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Lakes Home Health Services 
Inc. v. Crissman 

Great Lakes is a home-health and hospice provider. 
Crissman was vice-president for operations and planning 
in Michigan. At the time of her employment, she signed 
noncompetition, nonsolicitation, and confidentiality 
covenants. Pursuant to the agreements, she promised 
that for two years after termination, she would not divert 
or attempt to divert from Great Lakes business opportu-
nities in any county where Great Lakes was Medicare-
certified on the date she was employed by Great Lakes.

Eighteen months after leaving Great Lakes, Crissman 
accepted a position with a competitor. Her responsibili-
ties included work in various states but not in any county 
where Great Lakes does business. Great Lakes sued 
her and sought a preliminary injunction. Judge Rosen 
authored a detailed must-read opinion, clearly laying out 
Michigan law on the subject and explaining in detail why 
injunctive relief  was denied.

Great Lakes contended the court could presume that 
Crissman disclosed Great Lakes’ confidential informa-
tion. Crissman rebutted the presumption by submit-
ting a signed and sworn denial that she had made any 
improper disclosures and describing in detail the firewall 
established with her new employer that precluded any 
disclosures. 

Great Lakes argued that Crissman was liable for non-
compete covenant violations because of her employment 
by a competitor that was servicing areas where Great 
Lakes operated. There was no allegation that Crissman, 
personally, violated the covenant. The parties agreed that 
her new employer did provide services competitive to 
those offered by Great Lakes even though there was no 
evidence that she participated. The court concluded that 

Great Lakes’ interpretation of the covenant would pre-
clude her “from working in any capacity, in any location, 
with a competitor as defined in the Agreement” (emphasis 
in the original). That interpretation was held to violate 
Michigan law which provides that “ ‘non-competition 
agreements must be tailored so that the scope of the 
agreement is no greater than is reasonably necessary to 
protect the employer’s legitimate business interests’ ” 
(quoting from an earlier Michigan district court case but 
adding the emphasis). 

Judge Rosen observed that enforcement of the non-
compete agreement would require extending its duration 
since, by its terms, it expired in August 2015. Although 
conceding that Great Lakes had been diligent in seeking 
injunctive relief, he pointed to Michigan law restricting 
extension of such covenants to “the most extreme cir-
cumstances.” Here, he held, there was “no clear ‘flout-
ing’ of the Agreement or bad faith.” Accordingly, Great 
Lakes had failed to demonstrate a likelihood of success 
on the merits.

Conclusion 
These cases, and other similar recent decisions, indi-

cate that courts are reluctant to enter preliminary 
injunctions for alleged violations of  employment agree-
ments. Even if  the noncompete time period and geo-
graphic area are reasonable, a mere showing that the 
ex-employee went to work for a competitor during that 
period and within that area may no longer be sufficient. 
Rather, the moving party seemingly will have to dem-
onstrate clearly that the ex-employee him- or herself  
caused damages by poaching significant customers, 
hiring away invaluable workers, or disclosing highly 
confidential information.

 1. Burleigh v. Center Point Contractors, 2015 Ark. App. 615 (Oct. 28, 2015).
 2. Evans v. Generic Solution Eng’g, LLC, Case No. 5D15-578 (Fla. App., 

Oct. 30, 2015).

 3. Great Lakes Home Helath Servs. Inc. v. Crissman, No. 15-cv-11053 (E.D. 
Mich., Nov. 2, 2015).



JANUARY/FEBRUARY 2016 I P  L i t i g a t o r   3

Ray K. Harris practices at Fennemore Craig 
in Phoenix AZ in the area of commercial litigation, 

including patent, trade secret, trademark, trade 
dress, and copyright disputes. His representation 
also includes enforcement of licensing provisions 

related to intellectual property.

Fair use analysis often has a central role in determi-
nations of copyright infringement. Two recent cases 
have clarified the application of the fair use doctrine 
to Internet related activities. The Ninth Circuit held a 
copyright owner must consider the application of the fair 
use doctrine before sending a takedown notice seeking to 
remove material from the Internet. The Second Circuit 
held the Google Books project (digitizing 20 million 
books and providing a search function) constitutes fair 
use because it is transformative.

Lenz v. Universal Music 
Corp1—the Dancing 
Baby Case

In mid-2007, Stephanie Lenz posted a 29 second video 
of her children dancing to “Let’s Go Crazy” by Prince. 
She titled the video “Let’s Go Crazy No. 1.” Universal 
Music Corporation, responsible for enforcing Prince’s 
copyright, sent a Digital Millennium Copyright Act 
(DMCA) takedown notification. YouTube removed the 
video, but Lenz sent a counter notification (which 
resulted in reinstatement of the video) and filed an 
action for declaratory relief. In 2008 Lenz amended her 
complaint to seek damages for misrepresentation under 
the DMCA. 

Eight years after the video was originally posted, the 
Ninth Circuit, considering an issue of first impression, 
held the copyright owner must consider fair use before 
sending a takedown notification. A trial is required to 
determine if  Universal’s agent formed a good faith belief  
the video did not make fair use of Prince’s music.

The applicable statute, 17 U.S.C. § 512(f), provides 
for damages, including costs and attorney fees, if: “Any 
person … knowingly materially misrepresents under this 
section—(1) that material or activity is infringing … .”

A “notification of claimed infringement” is required 
to include “a statement that the complaining party has 

a good faith belief  that use of the material is not autho-
rized by … the law.”2 

To satisfy these statutes “a copyright holder need only 
form a subjective good faith belief  that a use is not 
authorized.” The standard is subjective because the stat-
utes impose liability only if  the copyright owner “know-
ingly” misrepresents a good faith belief. These principles 
were previously established in Rossi v. Motion Picture 
Association of America Inc.3 

Although fair use often is characterized as an affirma-
tive defense, the fair use statute states fair use “is not 
a copyright infringement.”4 The court concluded that 
because 17 U.S.C. § 107 created a type of non-infringing 
use, fair use was “authorized by the law” and a copyright 
holder must consider the existence of fair use before 
sending a takedown notification under Section 512(c).5 

The Ninth Circuit found a material issue of fact 
whether Universal had “knowingly” misrepresented in 
its takedown notification that it had formed a good faith 
belief  the video was not authorized by law. Universal 
did not formally consider fair use, but consideration was 
given to the amount of the song used and how it was 
used.6 Even if  there are no actual damages, the potential 
damages recoverable at trial for misrepresenting the Lenz 
video infringed the Prince copyright include nominal 
damages and attorney fees. 

Authors Guild v. Google, 
Inc.7—the Google Books Case

Since beginning in 2004, the Google Books project has 
digitized 20 million books. Availability of digital copies 
allowed Google to provide text searching capabilities. 
The search results provide “snippets” of text and enable 
a linguistic analysis showing the number of times the 
search terms appeared in the book. 

Google limited the text available from each search. 
Each page of a book was divided into eight pieces (snip-
pets). For example, a page with 24 lines of text would 
be divided into 8 snippets of 3 lines each. Up to three 
snippets could be returned with a search, but one out of 
every ten pages in the book and one of the eight snippets 
on each page were excluded from search results. These 
rules excluded 22 percent of the book.8 Multiple searches 
for the same terms would produce the same snippets. By 
searching for different terms, the plaintiffs claimed up 

Copyright and Fair Use on the Internet
Ray K. Harris
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to 16 percent of the book could be reproduced. But the 
resulting collection of snippets would be random and 
discontinuous fragments.

As in the Dancing Baby case, the Google Books case 
built on a previous ruling. In Authors Guild, Inc. v. 
HathiTrust,9 the Second Circuit held that full text 
searches of digitized university libraries were fair use. 
The searches in HathiTrust allowed users to identify 
book titles based on search terms but did not reproduce 
the text of the book or a word count reflecting the num-
ber of times the search terms appeared in the book. 

“The creation of a full-text searchable data base is 
a quintessentially transformative use [and the] ‘word 
search [result] is different in purpose, character, expres-
sion, meaning, and message from the page (and the 
book) from which it is drawn.’ ”10 

Eleven years after the Google Books project began, the 
Second Circuit found allowing searchers to read snippets 
from the book was fair use because the search informa-
tion was transformative. The court considered each of 
the fair use factors: 

• The Purpose and Character of the Use—The linguis-
tic analysis provides previously unavailable informa-
tion about the original books and the snippets serve 
a different purpose from the book itself. Thus the use 
was transformative. Although Google has a com-
mercial purpose in digitizing the books, it does not 
charge for the search service. 

• The Nature of the Work—The court held this fac-
tor “rarely played a significant role” in the fair use 
analysis and is not dispositive here.

• The Amount Used—The court emphasized the dis-
continuous and fragmented nature of the snippet 
search results. 

• The Effect on the Market—The court concluded 
the snippets offer no meaningful experience of the 
author’s expression in the book itself. The snippets 
essentially are useful only to identify the work, not 
to substitute for the work.

The Google Books project constituted fair use and 
therefore did not infringe the rights of the authors of 
the books.

In the Google Books case, the authors also claimed the 
reproduction of text by snippets created an unauthorized 
derivative work. The Second Circuit held the collection 
of snippets resulting from a search was not a derivative 
work controlled by the author. The author only controls 
expressive content and has no exclusive right to provide 
information about how often specific words are used. 

Conclusion
These cases show how the law adapts to technology 

incrementally and slowly. Fair use (and technology) 
allow authors to make transformative use of existing 
works of authorship. Fair use balances the rights of 
authors of new and preexisting works so that rewarding 
authorship serves the “ultimate goal of copyright … to 
expand public knowledge and understanding.” Even if  
the new work provides only 29 seconds of entertainment, 
fair use must be considered so copyright law does not 
unduly inhibit electronic publication.

 1. Lenz v. Universal Music Corp, 801 F.3d 1126 (9th Cir. 2015).
 2. 17 U.S.C. § 512(c)(3)(A)(v).
 3. Rossi v. Motion Picture Ass’n, 391 F.3d 1000, 1004-1005 (9th Cir. 2004).
 4. 17 U.S.C. § 107.
 5. Lenz, 801 F.3d at 1132.
 6. The Ninth Circuit suggested a computer algorithm might help satisfy the 

DMCA “requirements to somehow consider fair use.” Lenz, 801 F.3d at 1136.

 7. Authors Guild, Inc. v. Google, Inc., 804 F.3d 202 (2d Cir. 2015).
 8. Since 2005, Google has excluded any book altogether from snippet view if  

the author submits an online form requesting exclusion.
 9. Authors Guild, Inc. v. HathiTrust, 755 F.3d 87, 97 (2d Cir. 2014).
10. Id. at 97.
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Ronald C. Kern Jr., PhD, an associate 
at BakerHostetler, uses his extensive 

scientific research experience in biochemistry 
and molecular biology to handle patent prosecution 

and client counseling in the life sciences, 
including biotechnology, pharmaceuticals, and 

medical device technologies. Additionally, Mr. Kern 
has experience in the area of patent infringement 

litigation and inter partes review.

On December 2, 2015, an almost unanimous Federal 
Circuit decision was issued denying the en banc rehear-
ing of Ariosa v. Sequenom, a case having significant con-
sequences for diagnostic patents and Section 101 case law 
in general.1 The concurrences and dissent in the Ariosa 
case offer insight into how the various judges perceive 
the existing Section 101 case law and attempt to offer 
applicants guidance in obtaining patent-eligible claims 
in the diagnostic arena.

The Patent at Issue
Sequenom is the exclusive licensee of US Patent No. 

6,258,540 (the ’540 patent), which claims a “method of 
detecting paternally inherited nucleic acid of fetal origin 
performed on the maternal serum or plasma sample from 
a pregnant female.”2 According to the ’540 patent, the 
invention enables noninvasive prenatal diagnosis3 and 
differs from previous noninvasive tests that detected fetal 
cells in a mother’s bloodstream.4 The independent claims 
of the ’540 patent recite:

1. A method for detecting a paternally inherited 
nucleic acid of fetal origin performed on a maternal 
serum or plasma sample from a pregnant female, 
which method comprises  amplifying a paternally 
inherited nucleic acid from the serum or plasma 
sample and  detecting the presence of a paternally 
inherited nucleic acid of fetal origin in the sample.

21. A method of performing a prenatal diagnosis, 
which method comprises the steps of:

(i)  providing a maternal blood sample;

 (ii)  separating the sample into a cellular and a 
non-cellular fraction;

(iii)  detecting the presence of a nucleic acid of foe-
tal origin in the non-cellular fraction accord-
ing to the method of claim 1;

(iv)  providing a diagnosis based on the presence 
and/or quantity and/or sequence of the foetal 
nucleic acid.

24. A method for detecting a paternally inherited 
nucleic acid on a maternal blood sample, which 
method comprises:  removing all or substantially 
all nucleated and anucleated cell populations from 
the blood sample, amplifying a paternally inherited 
nucleic acid from the remaining fluid and subjecting 
the amplified nucleic acid to a test for the Paternally 
inherited fetal nucleic acid.

25. A method for performing a prenatal diagnosis 
on a maternal blood sample, which method com-
prises obtaining a non-cellular fraction of the blood 
sample  amplifying a paternally inherited nucleic 
acid from the non-cellular fraction and performing 
nucleic acid analysis on the amplified nucleic acid to 
detect paternally inherited fetal nucleic acid.

The District Court Action
On December 19, 2011, Ariosa filed suit against 

Sequenom, seeking a declaration that Ariosa’s nonin-
vasive prenatal test did not infringe the ’540 patent. 
Sequenom counterclaimed, alleging infringement of  the 
’540 patent. Both parties filed motions for summary 
judgment regarding invalidity under Section 101. The 
district court concluded that the only inventive part of 
the ’540 patent is the application of well-understood, 
routine, and conventional steps of  fractionation, ampli-
fication, and detection to a natural phenomenon, that is, 
cffDNA.5 Because fractionation, amplification, and 
detection techniques previously were engaged in by 
those in the field, albeit on DNA, and because cffDNA 
is itself  not patentable, the district court ruled that the 

Federal Circuit Denies en banc 
Review of Ariosa v. Sequenom 
Ronald C. Kern
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claims of  the ’540 patent are directed to patent-ineligible 
subject matter.6 

Federal Circuit Affirms 
Lack of Patent-Eligible 
Subject Matter

The initial Federal Circuit panel (Judge Reyna joined 
by Judge Linn) applied the two-part test set forth 
in Mayo7 and affirmed the district court’s ruling.8 
Under the first part of  the test (whether the claims 
are directed to a patent-ineligible concept), the court 
concluded that the claims “begin[ ] and end[ ] with a 
natural phenomenon” and are thus “directed to matter 
that is naturally occurring.”9 Under the second part 
of  the test (whether the claim elements individually 
and as a whole contain an inventive concept to trans-
form the claim into patent-eligible subject matter), 
the court concluded that “the practice of  the method 
claims does not result in an inventive concept that 
transforms the natural phenomenon of  cffDNA into 
a patentable invention.”10 In reaching its decision, the 
court analyzed the evidence of  record, including the 
specification, expert testimony, and arguments raised 
by the applicant during prosecution, which, according 
to the court, established that the process steps did not 
contain additional features that are new and useful.11 
The court held that “[w]here claims of  a method pat-
ent are directed to an application that starts and ends 
with a naturally occurring phenomenon, the patent 
fails to disclose patent-eligible subject matter if  the 
methods themselves are conventional, routine, and 
well understood applications in the art.”12 

Judge Linn concurred, but only because he was “bound 
by the sweeping language of the test set out in Mayo.”13 
Judge Linn’s concern for the overly broad test set forth in 
Mayo is clear from his following statement:

[T]he breadth of  the second part of  the test was 
unnecessary to the decision reached in Mayo. 
This case represents the consequence—perhaps 
unintended—of that broad language in excluding 
a meritorious invention from the patent protec-
tion it deserves and should have been entitled to 
retain.14

En banc Review Denied
In an almost unanimous decision (11-1), the active 

judges of the Federal Circuit denied the petition for 
rehearing en banc.15 Concurring opinions by Judge 
Lourie (joined by Judge Moore) and Judge Dyk, and 

a dissent by Judge Newman were filed with the denial. 
Both Judge Lourie and Judge Dyk concurred because 
they were bound by Supreme Court precedent.

According to Judge Lourie, “neither of the traditional 
preclusions of laws of nature or of abstract ideas ought 
to prohibit patenting of the subject matter of this case,”16 
but “[a]pplying Mayo, we are unfortunately obliged to 
divorce the additional steps from the asserted natural 
phenomenon to arrive at a conclusion that they add 
nothing innovative to the process.”17 

Similarly, Judge Dyk noted that the court is bound 
to follow the Mayo decision, and that the court “can-
not confine Mayo to its facts or otherwise cabin a clear 
statement from the Supreme Court.”18 Judge Newman, 
on the other hand, dissented, arguing that this case 
“diverge[s] significantly” from Mayo.19 According to 
Judge Newman, whereas the Mayo claims recited a previ-
ously known medicinal product and its metabolites, the 
Sequenom claims recite a “new diagnostic method [that] 
is novel and unforeseen.”20 

Guidance Offered by 
the Federal Circuit?

As the diagnostic and life science communities eagerly 
wait to see whether or not Ariosa will petition the 
Supreme Court to review this case, the Federal Circuit 
may have begun to offer applicants guidance on pursuing 
patentable claims in the diagnostic arena. For example, 
the original panel decision states that “[f]or process 
claims that encompass natural phenomenon, the process 
steps are the additional features that must be new and 
useful.”21 Therefore, when the claims include a law of 
nature, the focus of the claims should be on the process 
steps, with the inclusion of some new process limitation, 
as opposed to simply reciting amplifying or sequencing. 
Furthermore, the Federal Circuit and the district court 
both focused on the specification and arguments raised 
by the applicants during prosecution, which established 
that the method steps can be formed using conventional, 
well-known techniques. Thus, applicants are advised, 
depending on the facts of the case, to avoid including 
broad language regarding well-known or common tech-
niques in the specification.

Judge Lourie suggests drafting the claims as Jepsen 
claims, that is, reciting what is in the prior art and the 
improvement over the prior art. Judge Lourie offers 
the following example: “In a method of performing a 
prenatal diagnosis using techniques of fractionation and 
amplification, the improvement consisting of using the 
non-cellular fraction of a maternal blood sample.”22 It 
is unclear whether this uncommonly used claim strategy 
will overcome the issues facing diagnostic claims.
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Judge Dyk suggests that claims might be patentable 
if  the claims are “both narrow in scope and actually 
reduced to practice,”23 such that the claim is “narrowly 
tailored to the particular application of the law [of 
nature] that has been developed.”24 Both Judge Lourie 
and Judge Dyk offer concerns about the broad scope of 
the claims in the ’540 patent. Judge Lourie states that 
“[t]he claims in this case perhaps should be in jeopardy, 
not because they recite natural laws or abstract ideas, but 
because they may be indefinite or too broad.”25 Similarly, 

Judge Dyk states that “the major defect is not that the 
claims lack inventive concept but rather that they are 
overbroad.”26 

Although there is still a chance that Ariosa will peti-
tion the Supreme Court to review the case, the Ariosa 
decisions continue to narrow the scope of what consti-
tutes patentable subject matter in the diagnostic area. 
Time will tell whether or not the guidance offered by the 
Federal Circuit will assist applicants in drafting claims 
that withstand Section 101 scrutiny going forward.

 1. Ariosa Diagnostic, Inc. v. Sequenom, Inc., 788 F.3d 1371 (Fed. Cir. 2015), 
reh’g denied, Nos. 2014-1139, 2014-1144 at 4-5 (Fed. Cir., Dec. 2, 2015).

 2. ’540 patent at 23:61-63.
 3. Id. at Abstract.
 4. Id. 1:18-36.
 5. The evidence before the court established that fractionation, amplification, 

and detection techniques, including fractionating, amplifying, and detecting 
DNA from plasma and serum, were well understood, routine, and conven-
tional. Ariosa Diagnostic, Inc. v. Sequenom, Inc., 19 F.Supp.3d 938, 949-950 
(N.D. Cal. 2013). Sequenom acknowledged that the claims of the ’540 patent 
are directed to applying these “conventional techniques” to the newly discov-
ered cffDNA. Id. at 950. 

 6. Ariosa, 19 F.Supp.3d at 953.
 7. Mayo Collaborative Servs. v. Prometheus Laboratories, Inc., 132 S.Ct. 1289 

(2012).
 8. Ariosa, 788 F.3d 1371.
 9. Id. at 1376.

10. Id. at 1376.
11. Id. at 1377.
12. Id. at 1378.
13. Id. at 1380.
14. Id.
15. Id.
16. Lourie, J., concurring in denial of rehearing en banc at pp. 2-3.
17. Id. at p. 6.
18. Dyk, J., concurring in denial of rehearing en banc at p. 1.
19. Newman, J., dissenting in denial of rehearing en banc at pp. 1-2.
20. Id. at p. 3.
21. Ariosa, 788 F.3d at 1377.
22. Lourie, J., concurring in denial of rehearing en banc at pp. 2-3.
23. Dyk, J., concurring in denial of rehearing en banc at p. 9.
24. Id. at p. 10.
25. Lourie, J., concurring in denial of rehearing en banc at p. 4.
26. Dyk, J., concurring in denial of rehearing en banc at p. 13.
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We have had a number of significant trademark-related 
decisions handed down in 2015, including two from the 
US Supreme Court and several from the US Court of 
Appeals for the Federal Circuit and other Circuit Courts. 
Going forward, these rulings will impact how parties 
protect their trademark assets, including in particular the 
strategies that parties will need to employ to maximize 
their likelihood of success in litigation.

Supreme Court Provides 
Guidance Regarding the 
Impact of TTAB Rulings 
and the Role of Juries in 
Determining Tacking

After a 10-year hiatus from trademark law, the 
Supreme Court this year issued two decisions address-
ing trademark issues. In one case, the Supreme Court 
provided guidance regarding the impact of  Trademark 
Trial and Appeal Board (TTAB) rulings in subsequent 
district court litigation. Another case addresses the 
role of  juries in determining whether “tacking” is war-
ranted. The second case will have a narrower impact 
going forward simply because tacking arises less fre-
quently. Nevertheless, it is notable that the Supreme 
Court issued two trademark rulings in a single year, 
particularly because another trademark issue—when 
is a case “exceptional” under the Lanham Act—may 
make its way to the Supreme Court in the next few years 

if  the Circuits split as to how this provision should be 
construed and applied in litigation.

Each of the Supreme Court’s rulings are addressed 
below, first summarizing the background of the case, 
followed by an explanation of the strategic impact of 
the ruling.

B & B Hardware: TTAB Rulings 
Really Do Matter

Background
In B & B Hardware, Inc. v. Hargis Industries, Inc.,1 the 

owner of the “SEALTIGHT” trademark sued the owner 
of the “SEALTITE” mark for trademark infringement 
and related claims. The parties engaged in a “labyrin-
thine” struggle spanning almost 20 years that included 
infringement litigation in which two separate juries 
entered verdicts and appeals were taken three times to 
the Eighth Circuit, as well as Opposition proceedings 
before the TTAB.2 “The full story could fill a long, 
unhappy book.”3 

B & B began using the SEALTIGHT trademark in 
1990 in connection with fasteners used in the aerospace 
industry.4 B & B filed an application to register the mark 
that same year, and received a registration on October 
12, 1993. In the interim, during 1992, Hargis began sell-
ing a line of self-drilling and self-tapping screws used 
in the building industry, using the SEALTITE mark, 
and in 1996 applied to register the mark. B & B filed an 
Opposition in the TTAB, arguing that Hargis’ mark was 
confusingly similar to B & B’s registered mark. As the 
Supreme Court noted, despite the differences between 
the aerospace and construction industries, “both aero-
space and construction engineers prefer fasteners that 
seal things tightly. Accordingly, both B & B and Hargis 
want their wares associated with tight seals.”5 

The TTAB ultimately ruled that Hargis’ SEALTITE 
mark could not be registered due to the likelihood of 
confusion with B & B’s registered SEALTIGHT trade-
mark. The TTAB based its decision on a review of 
the DuPont factors, of which the TTAB found “simi-
larities of the marks” and “similarity of the goods” to 
be the most critical factors in its analysis of the parties’ 
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competing marks.6 Hargis did not appeal the ruling to 
either a district court or the US Court of Appeals for the 
Federal Circuit.

While the Opposition was pending before the TTAB, 
B & B had sued Hargis for trademark infringement. The 
TTAB issued its likelihood of confusion ruling before 
the district court addressed the issue, and B & B argued 
that the TTAB’s ruling precluded Hargis from contesting 
likelihood of confusion in the district court. The district 
court rejected B & B’s argument, reasoning that the 
TTAB is not an Article III court, and allowed the issue 
to be decided by a jury. The jury found in Hargis’ favor, 
concluding that there was no likelihood of confusion. 

B & B appealed to the Eighth Circuit. The Eighth Circuit 
accepted that an agency ruling can form the basis for issue 
preclusion but, nevertheless, affirmed the jury’s decision 
for three reasons: (1) the TTAB uses different factors than 
the Eighth Circuit for evaluating likelihood of confusion; 
(2) the TTAB, according to the Eighth Circuit, placed too 
much emphasis on the appearance and sound of the par-
ties’ competing marks; and (3) Hargis bore the burden of 
proof before the TTAB, whereas B & B bore the burden 
of proof in the district court litigation. 

The Supreme Court reversed in a 7–2 decision.7 First, 
the Court easily confirmed that an agency decision 
can form the basis for issue preclusion, rejecting all of 
Hargis’ arguments that construing the Lanham Act 
to allow preclusive effect of a TTAB ruling would be 
unconstitutional.8 Next, the Court dismissed Hargis’ 
arguments that TTAB decisions in particular should not 
be granted preclusive effect, finding that nothing in the 
Lanham Act’s text or structure indicates any intention 
by Congress to exclude TTAB decisions from having 
issue preclusive effect.9 Finally, the Court confirmed that 
likelihood of confusion is the same for registration as it is 
for infringement and, therefore, the Court held that there 
is no reason why the TTAB’s decision regarding a mark’s 
registrability should not be granted preclusive effect.10 
Accordingly, the Court announced the following rule: So 
long as the other ordinary elements of issue preclusion[11] 
are met, when the usages adjudicated by the TTAB are 
materially the same as those before the district court, issue 
preclusion should apply.12

Strategic Issues Arising from 
B & B Hardware

The Court recognized that “for a great many regis-
tration decisions [issued by the TTAB] issue preclu-
sion obviously will not apply.”13 As Justice Ginsburg 
explained in her concurring opinion, “[t]his is so because 
contested registrations are often decided upon ‘a com-
parison of the marks in the abstract and apart from their 
marketplace usage.’ ”14 “When the registration proceed-
ing is of that character, ‘there will be no [preclusion] of 

the likel[ihood] of confusion issues … in a later infringe-
ment suit’ ” because in an infringement suit the district 
court will consider how the parties’ respective marks are 
used and perceived in the marketplace.15 

However, the closer that a registrant’s use of its mark in 
the marketplace is to the usage recited in its application, 
the more likely that a TTAB ruling will have preclusive 
effect in later district court litigation between the parties. 
As the Court noted, “[i]f  a mark owner uses its mark in 
ways that are materially the same as the usages included 
in its registration application, then the TTAB is deciding 
the same likelihood-of-confusion issue as a district court 
in infringement litigation.”16 

With the foregoing in mind, any party involved in 
an inter partes proceeding before the TTAB, that is, a 
Cancellation or Opposition, should consider whether 
it would be beneficial to link how it, or its opponent, 
uses a mark in the marketplace and how the mark is 
described in the application or registration. By doing 
so throughout the pleadings, a party may increase the 
likelihood that the TTAB’s decision will have preclusive 
effect in district court litigation. Of course, this works 
in both directions—the TTAB may reject the party’s 
arguments, leaving the party wishing that it had fol-
lowed the opposite strategic path and distinguished the 
mark’s usage in the application from its marketplace 
usage in order to avoid issue preclusion. Thus, parties 
and their counsel need to give careful consideration to 
these issues.

Cost likely will play a significant part in such stra-
tegic analyses. On the one hand, Cancellations and 
Oppositions are significantly less expensive than dis-
trict court litigation, and the TTAB’s decision may be 
appealed. On the other hand, administrative procedures 
such as Cancellations and Oppositions are not tried to a 
jury, whereas fact issues in district court litigation may be 
presented to a jury (if  not decided by the district court in 
summary judgment). Moreover, district court litigation 
may allow for damages, whereas the successful outcome 
of a Cancellation or Opposition is that the challenged 
mark is removed from the Principal Register, which the 
district court also can order.

Finally, the issue of whether a district court would 
stay litigation pending the outcome of a Cancellation or 
Opposition should be considered. As an initial matter, it 
is rare that a district court will stay litigation pending a 
decision from the TTAB. There are several reasons for 
this reluctance, including: (1) neither a Cancellation nor 
an Opposition will resolve issues of common law trade-
mark rights—these proceedings only address whether 
the mark at issue should remain (or be placed upon) the 
Principal Register; and (2) the accused infringer can file 
a counterclaim seeking cancellation of the mark at issue, 
so that the district court can address the issue within the 
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context of the pending litigation, rather than shelving an 
active litigation.

However, B & B Hardware may provide ammunition for 
a party seeking to stay district court litigation, particu-
larly when, as discussed above, it can be shown that the 
TTAB proceeding will have preclusive effect because the 
usage of the mark in the marketplace (i.e., the district 
court’s concern) is similar, or preferably identical, to the 
usage of the mark as described in the registration (i.e., 
the TTAB’s concern). The more that it can be shown that 
these usages collapse into the same thing, the more likely 
it is that a district court will be willing to stay litigation. 

Staying litigation likely will remain the exception rather 
than the rule because the TTAB is very quick to stay an 
action when related litigation is pending.17 Nevertheless, 
if  the TTAB proceeding is initiated before the district 
court litigation, an accused infringer may have a better 
chance of staying later-filed litigation in view of B & B 
Hardware. Therefore, when a party receives a cease-and-
desist letter alleging trademark infringement, it should 
consider whether to preemptively file in the TTAB to 
increase the likelihood of staying later-filed litigation. 
In view of this potential strategy, parties enforcing their 
trademark rights need to consider whether to file a 
lawsuit before serving a cease-and-desist letter, perhaps 
including a copy of the complaint without formally serv-
ing it, to avoid a preemptive TTAB filing.

It is clear that B & B Hardware has changed the strate-
gic landscape of trademark enforcement and litigation. 
As with many Supreme Court cases, B & B Hardware 
contains language and arguments that benefit both 
parties. The extent to which this case has a significant 
impact on how parties enforce their trademark rights and 
defend against allegations of infringement remains to be 
seen. However, parties facing these issues must consider 
the strategic implications of B & B Hardware as set forth 
above, as well as related case law as it develops, before 
deciding how to proceed.

Hana Financial: The Jury Decides 
Whether “Tacking” Is Warranted

Background
In Hana Financial, Inc. v. Hana Bank,18 Hana Financial 

sued Hana Bank, alleging that Hana Bank’s use of 
the mark “HANA BANK” infringed Hana Financial’s 
“HANA FINANCIAL” trademark.19 Hana Bank 
responded by invoking the “tacking” doctrine to argue 
that it had priority based on its early use of the marks 
“HANA OVERSEAS KOREAN CLUB” and “HANA 
BANK.” The earlier “HANA BANK” mark was styl-
ized and similar, though not identical, to the “HANA 
BANK” mark at issue in the litigation.

The doctrine of “tacking” allows a party to “clothe a new 
mark with the priority position of an older mark” when 
the marks are “legal equivalents,” that is, the marks create 
the same, continuing commercial impression.20 The district 
court’s jury instruction, which the Supreme Court quoted, 
provides a useful explanation of the “tacking” doctrine:

A party may claim priority in a mark based on the 
first use date of a similar but technically distinct 
mark where the previously used mark is the legal 
equivalent of the mark in question or indistin-
guishable therefrom such that consumers consider 
both as the same mark. This is called ‘tacking.’ The 
marks must create the same, continuing commercial 
impression, and the later mark should not materi-
ally differ from or alter the character of the mark 
attempted to be tacked.21

On appeal, the Ninth Circuit affirmed, explaining that 
“although tacking applies only in ‘exceptionally nar-
row circumstances’ … it ‘requires a highly fact-sensitive 
inquiry’ that is ‘reserved for the jury.’ ”22 However, the 
Ninth Circuit acknowledged that the issue of whether 
tacking should be decided by a judge or a jury is the 
subject of a split among the Circuits, with the Federal 
and Sixth Circuits evaluating tacking as a matter of law.23 

The Supreme Court initially considered that the general 
rule regarding tacking is whether the two marks, that is, the 
allegedly infringing mark and the earlier mark to which the 
later mark is to be tacked, “ ‘create the same, continuing 
commercial impression’ so that consumers ‘consider both 
as the same mark.’ ”24 The Court recognized that applica-
tion of such a test “falls comfortably within the ken of a 
jury.”25 Accordingly, the Court affirmed the Ninth Circuit’s 
holding that whether two marks may be tacked for pur-
poses of determining priority is a question for the jury.26

Strategic Issues in View of 
Hana Financial

The Ninth Circuit and the Supreme Court correctly 
noted that tacking arises only in a narrow set of  cir-
cumstances. However, it does come up from time to 
time, and the Circuit split regarding whether tacking is 
permissible in a given situation has now been resolved 
in favor of  this being a fact issue. Thus, this ruling pro-
vides clarity for trademark owners considering whether 
to revise a trademark. To the extent that a trademark 
owner anticipates needing to rely on tacking to claim 
priority to an earlier version of  its trademark, we now 
know that the availability of  tacking is a fact, rather 
than legal question. This presents uncertainty insofar as 
juries deciding fact questions typically are less predict-
able than judges deciding legal issues, yet it also pro-
vides flexibility for the same reason. A jury may be more 
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willing to accept that a revision is not so substantial as 
to cleave priority, whereas a judge considering the same 
issue as a matter of  law may have been more rigid and 
allowed only a narrower range of  revisions before cut-
ting off  priority. On balance, Hana Financial likely will 
result in a somewhat broader application of  the tack-
ing doctrine, though, as the Supreme Court noted, this 
remains a narrow issue.

How the Supreme Court’s 
Octane Fitness Decision 
Addressing Patent 
“Exceptional Cases” 
Is Affecting Lanham Act 
“Exceptional Cases”

Both the Lanham Act and the Patent Act allow an award 
of attorney fees to a prevailing party in an “exceptional 
case.”27 The “exceptional case” provision is identical in 
the two statutes; indeed, Congress referenced the patent 
“exceptional case” statute when it enacted the trademark 
“exceptional case” statute.28 Therefore, it is natural that 
courts have relied on patent-related “exceptional case” 
jurisprudence to construe the identical Lanham Act 
statute, particularly in determining when a case is “excep-
tional,” thereby warranting an award of attorney fees.29 
The landscape of “exceptional cases” in patent litigation 
changed dramatically in 2014, and this change has begun 
making its way into trademark litigation. We anticipate 
that this will continue, and that all Circuits will adopt for 
trademark litigation the broader definition of when a case 
is “exceptional” that now controls in patent litigation. 

The Supreme Court significantly broadened the mean-
ing of an “exceptional case” in the patent context in 
2014.30 In Octane Fitness, the Court rejected the Federal 
Circuit’s rigid two-part analysis for determining whether 
a case is “exceptional” for purposes of the Patent Act.31 
Instead, the Court relied on the plain and ordinary 
meaning of “exceptional,” including dictionary defini-
tions and concluded:

[A]n ‘exceptional’ case is simply one that stands out 
from others with respect to the substantive strength of 
a party’s litigating position (considering both the gov-
erning law and the facts of the case) or the unreason-
able manner in which the case was litigated. District 
courts may determine whether a case is ‘exceptional’ 
in the case-by-case exercise of their discretion, consid-
ering the totality of the circumstances.32

Thus, the Court recognized that district courts are 
in the best position to determine whether a case is 

“exceptional” based on the district court’s experience 
with similar cases.33 In that regard, the Court identi-
fied as relevant a nonexclusive list of factors that it 
previously had provided in the context of determining 
whether to award attorney fees under a similar provision 
of the Copyright Act. The list includes “frivolousness, 
motivation [in bringing and continuing the suit], objec-
tive unreasonableness (both in the factual and legal 
components of the case) and the need in particular cir-
cumstances to advance considerations of compensation 
and deterrence.”34 

In practice, this standard has played out in the patent 
litigation context as “district courts know it when they 
see it,” that is, district courts know when a case should 
not have been filed because of substantive problems, 
or an argument should have been dropped, or the case 
dismissed entirely, once it was rendered untenable by 
a ruling (e.g., a claim construction ruling) or discovery 
of information that undermined the argument or case. 
Moreover, since Octane Fitness, the Federal Circuit con-
sistently has allowed district courts great latitude, rarely 
reversing a district court’s decision as to whether or not 
a case was “exceptional.” Accordingly, Octane Fitness is 
often cited as one of the reasons that the number of pat-
ent litigation cases, and particularly “patent troll” litiga-
tion, has dropped steadily in 2015.

On the Lanham Act side, numerous district courts and 
at least two Circuit Courts have explicitly recognized that 
Octane Fitness’s holding as to the meaning of “exceptional” 
applies equally in the trademark context. For example, in 
Fair Wind Sailing v. Dempster,35 the Third Circuit addressed 
the first case to come before it after Octane Fitness in which 
Lanham Act § 35(a) was an issue. Previously, the Third 
Circuit had required a finding that the losing party had 
engaged in culpable conduct such as bad faith, fraud, mal-
ice, or intentional infringement.36 Overruling more than two 
decades of case law, the Third Circuit “import[ed] Octane 
Fitness’s definition of ‘exceptionality’ into [its] interpreta-
tion of § 35(a) of the Lanham Act.”37 Going forward, “a 
district court may find a case ‘exceptional,’ and therefore 
award fees to the prevailing party, when (a) there is an 
unusual discrepancy in the merits of the positions taken 
by the parties or (b) the losing party has litigated the case 
in an ‘unreasonable manner.’ ”38 The court continued, 
“[i]mportantly, that discretion [to decide exceptionality] 
is not cabined by a threshold requirement that the losing 
party acted culpably. The losing party’s blameworthiness 
may well play a role in a district court’s analysis of the 
‘exceptionality’ of a case, but Octane Fitness has eliminated 
the first step in our two-step test for awarding fees under 
§ 35(a) of the Lanham Act.”39 The court remanded the case 
so that the district court, “[w]ith its unparalleled knowledge 
of the litigation and the parties” could assess exceptionality 
in the first instance.40 
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Similarly, the Fourth Circuit recently rejected years of 
case law in which it had “defined the ‘exceptional’ case 
for purposes of § 1117(a) ‘as one in which the defendant’s 
conduct was malicious, fraudulent, willful or deliber-
ate in nature.’ ”41 In that context, “willful” did not mean 
merely that the defendant’s actions were volitional but, 
rather, that the defendant acted with the intent to infringe 
the plaintiff’s trademark. Thus, the Fourth Circuit’s test 
for exceptionality in a Lanham Act case was particularly 
stringent before Octane Fitness. Recognizing that the 
exceptional case provision in the Lanham Act is identical 
to the corresponding provision in the Patent Act, the court 
held that there was “no reason not to apply the Octane 
Fitness standard when considering the award of attorneys 
fees under § 1117(a).”42 In addition to the factors set forth 
in Fair Wind Sailing, the Georgia-Pacific court noted that 
after Octane Fitness, a Lanham Act case could be found 
exceptional when “there is otherwise ‘the need in particu-
lar circumstances to advance considerations of compensa-
tion and deterrence.’ ”43 Just as did the Fair Wind Sailing 
court, the Georgia-Pacific court remanded the case to the 
district court to consider exceptionality in view of the new 
standard set out by Octane Fitness.44 

While not all of the Circuit Courts have had an oppor-
tunity to consider the exceptionality of a Lanham Act 
case under Section 35(a) since the Supreme Court issued 
Octane Fitness, it is notable that the two Circuit Courts 
that have done so, as well as all district courts that have 
done so, have recognized the applicability of the Octane 
Fitness holding in the context of Section 35(a). There is 
no basis for believing that every Circuit will not apply 
the Octane Fitness standard to determine whether a 
Lanham Act case is exceptional, warranting an award of 
the prevailing party’s attorney fees. Accordingly, it is now 
significantly easier, particularly in the Fourth Circuit 
and other Circuits where exceptionality traditionally was 
determined pursuant to a strict scheme, for a prevailing 
party to convince a district court that a case is excep-
tional, and practitioners need to analyze their arguments 
and tactics, both at the outset of a case and as the case 
progresses, through the lens of Octane Fitness. Simply 
put, the new standard is “we know it when we see it” 
and practitioners need to be careful out there.

The Federal Circuit Clarifies 
Intent to Use

You Have to Really Mean It, and 
Be Prepared to Prove It, When You 
Declare An Intent to Use a Mark

Prior to the Trademark Law Revision Act of 1988 
(TLRA), the owner of a mark had to be using his mark 

when he applied for registration.45 The TLRA changed 
this requirement and allowed mark owners to apply 
for registration before they actually used the mark in 
commerce, so long as the owner had a “bona fide inten-
tion … to use [the] mark in commerce” in the future.46 
While an applicant can file for registration of his mark 
based on an intention to use the mark in the future, he 
must in due course either (1) file a verified statement of 
actual use of the mark in commerce, or (2) convert his 
application to a use-based application.47 Simply put, 
applicants must show that the mark is being used in com-
merce in order for the mark to be registered.

Until recently, it was an open question whether a 
party could oppose registration of a mark on the basis 
that there was no bona fide intent to use the mark. The 
Federal Circuit has now confirmed that this is, indeed, 
an appropriate basis to challenge registration because 
“[a]n opposer is ‘entitled to rely on any statutory 
ground which negates [an applicant’s] right to the subject 
registration.’ ”48 

Having decided that lack of a bona fide intent is an 
appropriate basis for an opposition, the court turned to 
the question of what “bona fide intention” means under 
Section 1(b) of the Lanham Act. Recognizing that there 
is no statutory definition of “bona fide intention,” the 
Federal Circuit held that “the applicant’s intent must be 
demonstrable and more than a mere subjective belief.”49 
“[W]hether an applicant had a ‘bona fide intent’ to use 
the mark in commerce at the time of the application 
requires objective evidence of intent.”50 “Although the 
evidentiary bar is not high, the circumstances must indi-
cate that the applicant’s intent to use the mark was firm 
and not merely intent to reserve a right in the mark.”51 
This determination is to be made on a case-by-case basis 
considering the totality of the circumstances.52 

It will be interesting to watch as the cases develop on 
this issue, particularly because it is such a fact-intensive 
inquiry. However, the Berger case itself  provides a good 
beginning point. In Berger, the applicant filed an intent-
to-use application for the mark “iWatch” for more than 
30 goods, each of which belonged to one of three general 
categories, namely watches, clocks and goods related to 
clocks and/or watches (e.g., watch bands, clock dials).53 
Swatch opposed registration on the basis that the mark 
would be confusingly similar to its own “Swatch” mark 
and later added a claim that the applicant lacked a bona 
fide intent to use the mark at the time that it filed the 
application. During discovery, the applicant’s CEO testi-
fied that the applicant never intended for the mark to be 
used for any goods other than watches, and the paralegal 
who filed the application testified that the broad list 
of goods was “standard” and used to “leave all doors 
open.”54 Moreover, the evidence relating to the “watch” 
category of goods was inconsistent and incomplete 
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regarding the applicant’s intent to commercialize the 
“iWatch” mark on any watch-related goods. Of particu-
lar importance, the applicant’s documentary evidence 
consisted solely of documents relating to the prosecution 
of the application, rather than anything that would show 
a bona fide intent to commercialize a product in connec-
tion with the “iWatch” mark, for example, a marketing 
plan created before the application was filed. The TTAB 
sustained Swatch’s opposition and refused registration 
of the “iWatch” mark.55 

Based on Berger, practitioners must recognize that one 
day they may have to produce objective evidence showing 
that a bona fide intent to use the mark in connection with 
all goods and services identified in the application existed 
at the time that an intent-to-use application was filed. 
Thus, practitioners cannot use an intent-to-use applica-
tion simply to reserve a spot for a mark (or goods or 
services). After Berger, we anticipate that this issue will 
arise more frequently in opposition and cancellation pro-
ceedings, and may even give rise to inequitable conduct 
issues. Thus, practitioners should be prepared to address 
this issue and to produce the necessary evidence, includ-
ing documents and testimonial evidence, to confirm that 
the requisite intent to use existed when the application 
was filed. To ensure that the evidence will be available 
if  needed, applicants and practitioners should consider 
maintaining the relevant documents and information in 
the application file, even if  they are not submitted to the 
PTO during prosecution. Failing to present sufficient 
evidence, or worse—presenting conflicting evidence as 
the applicant in Berger did—will result in a registration 
being denied or cancelled.

Services Are Used in Commerce 
When They Are Rendered, Not Just 
When They Are Advertised

The Federal Circuit recently aligned itself  with other 
Circuits in holding that in the context of  a service mark, 
“use in commerce” requires that the associated service 
actually be rendered, not just advertised.56 In Couture, 
an individual registered the service mark “Playdom” 
based on an application claiming use of  the service 
mark, as opposed to an intent-to-use application.57 In 
support of  the application, the owner had submitted 
a screen shot from his company’s single page Web site, 
which stated that the company “offer[ed] writing and 
production services for motion picture film, television, 
and new media.” However, no such services were actu-
ally rendered until several years after the application 
was filed. In the interim, Playdom, Inc. (a Walt Disney 
company) filed an application for the mark “Playdom.” 
When the prior “Playdom” registration was cited, 
Playdom, Inc. sought to cancel the earlier registration 

because the service mark had not been used as of  the 
date of  the application. The TTAB granted the cancella-
tion petition, holding that the owner of  the registration 
“ ‘had not rendered his services as of  the filing date of 
his application’ because he had ‘merely posted a web-
site advertising his readiness, willingness and ability to 
render said services,’ and the registration was therefore 
void ab initio.”58 

The Federal Circuit previously ruled that “[a]t the very 
least, in order for an applicant to meet the use require-
ment, there must be an open and notorious public offer-
ing of the services to those for whom the services are 
intended.”59 But the applicant in Aycock had not made 
an “open and notorious public offering of his … service 
to intended customers” and therefore the registration 
failed at that threshold step, without consideration for 
whether actual provision of the service was necessary. 
Thus, the Federal Circuit had not addressed whether the 
offering of a service, without the actual provision of a 
service, is sufficient to constitute use in commerce under 
Lanham Act § 45.60 

The court initially noted that “[t]here is no such thing as 
property in a trademark except as a right appurtenant to 
an established business or trade in connection with which 
the mark is employed … .”61 Based on this case law and 
the statutory text, the court held that a service mark is 
used in commerce, so as to support an application under 
Lanham Act § 1(a), only when the service mark is used or 
displayed in connection with the related service and the 
advertised services are rendered.62 

Thus, practitioners must be certain that the services 
associated with a service mark actually have been ren-
dered, and not just advertised, when filing a use-based 
application under Lanham Act § 1(a). If  services were 
not actually rendered to a consumer, a resulting registra-
tion can be found void ab initio, through a cancellation 
(or presumably an opposition) or in infringement litiga-
tion. On the other hand, a party accused of infringement 
or seeking to cancel or oppose a registration should 
take discovery to determine the actual first date of use, 
that is, advertising the services in connection with the 
service mark and the actual rendering of services to a 
consumer, to determine if  the asserted service mark can 
be challenged.

When Determining 
Genericness, It Is the Forest 
Not the Trees That Matters

It is well-known that a mark is generic when relevant 
consumers primarily use or understand the term to refer 
to the genus of goods or services in question. Thus, for 
example, “polo shirt” has become the generic term for 
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“a shirt with a collar and a few buttons at the neck that 
you put on by pulling over your head.”63 The Federal 
Circuit recently clarified that in considering whether a 
phrase such as “polo shirt” is generic, the whole phrase 
as perceived by consumers—not the individual words in 
isolation—must be considered.64 

In Princeton, the manufacturer of “Pretzel Crisps” filed 
an application to register the mark PRETZEL CRISPS 
for “pretzels.”65 The Examining Attorney refused to reg-
ister the mark on the Principal Register because it was 
merely descriptive, so Princeton Vanguard: (1) amended 
its identification of goods to recite “pretzel crackers”; 
(2) disclaimed “pretzel” apart from the mark as a whole; and 
(3) requested registration on the Supplemental Register.66 
Registration on the Supplemental Register subsequently 
was granted. Several years later, Princeton Vanguard 
applied to register the mark PRETZEL CRISPS on the 
Principal Register, claiming that the mark as a whole had 
acquired distinctiveness through use in the marketplace. 
Frito-Lay filed an Opposition to the application, as well 
as seeking to cancel the registration on the Supplemental 
Register, arguing that the term PRETZEL CRISPS is 
generic or, alternatively highly descriptive.67 The TTAB 
sustained Frito-Lay’s Opposition and granted its peti-
tion for cancellation.68 The TTAB found that “pretzel 
crisps” is a compound term, rather than a phrase, and on 
that basis considered each of the terms individually and 
found them to be generic. The Federal Circuit reversed.

The Federal Circuit initially noted that “[t]he critical 
issue in genericness cases is whether members of the 
relevant public primarily use or understand the term 
sought to be protected to refer to the genus of goods 
and services in question.”69 The court further noted that 
“determining a mark’s genericness requires a two-step 

inquiry: First, what is the genus of goods or services 
at issue? Second, is the term sought to be registered or 
retained on the register understood by the relevant public 
primarily to refer to the genus of goods or services?”70 
Rather than simply applying this test, the TTAB believed 
that it had to first determine whether the mark was a 
compound term or a phrase because, according to the 
TTAB, the Marvin Ginn test applies only to phrases, 
whereas the constituents of a compound term should be 
analyzed individually.71 

The Federal Circuit rejected any notion that a “short-
cut” is available when the mark at issue is a “compound 
term.” “The problem with the [TTAB’s] analysis is that 
there is only one legal standard for genericness: the two-
part test set forth in Marvin Ginn.”72 Thus, to determine 
whether a mark is generic, the mark must be considered 
as a whole regardless of whether its constituents standing 
alone would be generic in connection with the relevant 
genus of goods or services.73 Thus, practitioners must 
be careful when assessing the genericness of a mark to 
consider the entire mark, as it is perceived by the relevant 
public—the “forest”—and to not focus on the constitu-
ent terms—the “trees.”

The Federal Circuit also discussed relevant types of 
evidence that can be considered in connection with a 
genericness analysis. Specifically, the court explained that 
“evidence of the public’s perception may be obtained 
from ‘any competent source, such as consumer surveys, 
dictionaries, newspapers and other publications.’ ”74 The 
court further noted that it has “recognized that ‘consumer 
surveys may be a preferred method of proving generic-
ness.’ ”75 Thus, while consumer surveys are not necessary, 
when they are available they are a particularly strong form 
of evidence to show genericness (or lack thereof).
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Effect of “New” 
Proportionality 
Limits in Amended 
FRCP 26

On December 1, 2015, with 
Congress’s consent the Supreme 
Court amended the Federal 
Rules of Civil Procedure (FRCP). 
[Memorandum from Hon. John G. 
Roberts to Hon. John A. Boehner 
at 3 (Apr. 29, 2015).] The amend-
ments include changes to Rules 1, 
4, 16, 26, 30, 31, 33, 34, 37, 55, and 
84. [Proposed Amendments to the 
Federal Rules of Civil Procedure, 
Attachment to Memorandum from 
Hon. John G. Roberts to Hon. John 
A. Boehner (Apr. 29, 2015).] Many 
changes have a goal of encourag-
ing parties and judges to streamline 
discovery and remove uncertainty 
when appropriate. For example, 
amended Rule 34 now expressly 
requires a party to state “with spec-
ificity the grounds for objecting” 
to a document request, and that 
“[a]n objection must state whether 
any responsive materials are being 
withheld on the basis of that objec-
tion.” [Id. at 21-23.] 

According to the Advisory 
Committee that shepherded the 
amendments, these changes to 
Rule 34 are “aimed at reducing 
the potential to impose unrea-
sonable burdens by objections to 
requests to produce.” This theme 
of  reducing burden and uncertainty 
flows throughout the amendments, 
and the changes to the scope of 

discovery in Rule 26 are among the 
most discussed in the entire amend-
ment package.

Under amended Rule 26(b)(1), 
information is discoverable if  it is rel-
evant to any party’s claim or defense 
and proportional to the needs of 
the case, with several proportionality 
factors now stated in the rule. [Id. 
at 12.] The amendments are shown 
below, with added material indicated 
in underlining and removed material 
indicated in brackets:

Unless otherwise limited by 
court order, the scope of  dis-
covery is as follows: Parties 
may obtain discovery regard-
ing any nonprivileged matter 
that is relevant to any party’s 
claim or defense and propor-
tional to the needs of  the case, 
considering the importance of 
the issues at stake in the action, 
the amount in controversy, the 
parties’ relative access to rel-
evant information, the parties’ 
resources, the importance of 
the discovery in resolving the 
issues, and whether the burden 
or expense of  the proposed 
discovery outweighs its likely 
benefit. Information within 
this scope of  discovery need 
not be admissible in evidence 
to be discoverable. [includ-
ing the existence, description, 
nature, custody, condition, 
and location of  any docu-
ments or other tangible things 
and the identity and location 
of  persons who know of  any 

discoverable matter. For good 
cause, the court may order dis-
covery of  any matter relevant 
to the subject matter involved 
in the action. Relevant infor-
mation need not be admissible 
at the trial if  the discovery 
appears reasonably calculated 
to lead to the discovery of 
admissible evidence. All dis-
covery is subject to the limita-
tions imposed by Rule 26(b)(2)
(C).] [Id. at 10-11.]

Despite all the press about the sig-
nificance of the proportionality 
amendments, these proportionality 
factors are not new. Rather, most of 
the factors were added to Rule 26(b)(1) 
in 1983. [Memorandum from Hon. 
David G. Campbell to Hon. Jeffrey 
Sutton at 7 (June 14, 2014).] They 
were later moved to Rule 26(b)(2)(C) 
in 1993 as part of  dividing 
Section (b)(1). [Id.] The Advisory 
Committee recently indicated that 
its “purpose in returning the pro-
portionality factors to Rule 26(b)(1) 
is to make them an explicit com-
ponent of  the scope of  discovery, 
requiring parties and courts alike 
to consider them when pursuing 
discovery and resolving discovery 
disputes.” [Id. at 8.]

Because the proportionality factors 
are not new, it is unclear whether 
the amendments will result in any 
change in practice. For example, 
before the 2015 amendments to Rule 
26, it was common for parties to 
challenge discovery requests on the 
ground that they were unduly bur-
densome. Although this terminology 
differs from proportionality, the ulti-
mate inquiry was the same—given 
the needs of the case and the relative 
burdens on the parties, is this discov-
ery request more burdensome than 
warranted? 

To successfully oppose a request 
based on burden, the oppos-
ing party often was required to 
provide a “specific showing, usu-
ally made by affidavit, of  why 

Praxis

Discovery
Jason Stach and Jeff Watson
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the demand is unreasonably bur-
densome.” [McFadden v. Ballard, 
Spahr, Andrews, & Ingersoll, LLP, 
243 F.R.D. 1, 11 (D.D.C. 2007).] 
Several courts have characterized 
this showing as a requirement of 
“every … member of  the federal 
judiciary who has considered the 
question of  burdensomeness.” [Id.; 
see also Caldwell v. Center for Corr. 
Health & Policy Studies, Inc., 228 
F.R.D. 40, 44 (D.D.C. 2005) (“I, like 
all members of  the federal judiciary, 
have concluded that ‘[a]n objection 
must show specifically how an inter-
rogatory is overly broad, burden-
some or oppressive, by submitting 
affidavits or offering evidence which 
reveals the nature of  the burden.’ ” 
(citations omitted)).] To provide 
this showing, a party may need to 
explain “the nature of  the burden 
in terms of  time, money, and proce-
dure required” to comply with a dis-
covery request. [Moss v. Blue Cross 
and Blue Shield of Kansas, Inc., 241 
F.R.D. 683, 689 (D. Kan. 2007).] 
The explanation may include, for 
example, “identify[ing] how much 
time it would take to comply, the 
number of  sources [the respond-
ing party] would have to contact 
to ascertain the information, [and] 
the number of  documents that 
are potentially responsive to the 
request.” [In re Spoonemore, 370 
B.R. 833, 843 (D. Kan. 2007).] If  
a responding party did not provide 
adequate proof  of  the burden to 
comply with the request, the court 
often would enforce the discovery 
request and reject the undue burden 
objection. 

Both the prior language of Rule 
26 and case law demonstrate that 
proportionality has long been a 

key component for evaluating the 
 reasonableness of discovery requests. 
So what effect will the 2015 propor-
tionality amendments to Rule 26 
have on discovery? Some think they 
will do no more than change how the 
parties talk about the issues with each 
other and with the court. “Undue 
burden” may simply transform to 
“not proportional to the needs of 
the case,” without causing any sub-
stantive change. Others believe that 
judges will take the renewed focus on 
proportionality as license to deny or 
narrow discovery requests that oth-
erwise would have been permissible 
under the old rule. 

Regardless of whether the change 
signals a substantive shift, some 
think the change will shift the bur-
den of proving proportionality to 
the requesting party, at least in part. 
Under the old rule, many courts 
placed the burden of proving undue 
burden on the receiving party. The 
Advisory Committee anticipated the 
question about burden shifting, and 
it suggested that the burden is on the 
parties and the court to collectively 
resolve proportionality issues: 

Restoring the proportionality 
calculation to Rule 26(b)(1) 
does not change the existing 
responsibilities of the court and 
the parties to consider propor-
tionality, and the change does 
not place on the party seek-
ing discovery the burden of 
addressing all proportionality 
considerations. 

Nor is the change intended 
to permit the opposing party 
to refuse discovery simply by 
making a boilerplate objection 

that it is not proportional. The 
parties and the court have a 
collective responsibility to con-
sider the proportionality of 
all discovery and consider it 
in resolving discovery disputes. 
[Attachment to Memorandum 
from Hon. John D. Bates to 
Hon. John G. Roberts at 19 
(Sept. 26, 2014).]

Although the Advisory Committee 
frames its discussion as not chang-
ing any pre-existing burdens, some 
may see the collective burden they 
propose (as opposed to placing the 
burden on the receiving party) as 
being a change in the law. It remains 
to be seen how courts will treat the 
issue. 

The recent attention given to the 
amendments is likely to make par-
ties more cognizant of the proper 
scope of discovery when serving and 
responding to discovery requests. In 
the coming months, as courts begin 
to address discovery disputes under 
the amended Rules, we will find out 
just how great an effect the amend-
ments will have on litigation.
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Federal Circuit Report
Daniel P. Muino, Lynn Levine, 
and Fahd H. Patel

Sino Legend v. 
ITC: Federal 
Circuit Affirms 
ITC’s Trade Secret 
Misappropriation 
Determination 

On December 11, 2015, two days 
after hearing oral arguments in an 
appeal from an International Trade 
Commission (ITC) determination 
finding trade secret misappropria-
tion, the Federal Circuit summarily 
affirmed the ITC’s decision. [Sino 
Legend Chemical Co., v. International 
Trade Commission, No. 2014-1478 
(Fed. Cir. December 11, 2015).] The 
primary issues raised on appeal were: 
(1) whether the ITC can block the 
importation of products resulting 
from trade secret misappropriation 
occurring entirely outside the United 
States; and (2) whether the ITC should 
have deferred to the judgments of the 
Chinese courts that were reviewing 
the same trade secret allegations.

Background of the Case
The ITC instituted the investiga-

tion of Certain Rubber Resins and 
Processes for Manufacturing Same, 
Inv. No. 337-TA-849 (Rubber 
Resins), based on complainant SI 
Group’s allegations that respondents 
Sino Legend misappropriated trade 
secrets for tackifiers—chemical com-
pounds used to bind rubber mixtures 
in tires. 

SI Group hired two employees at its 
Chinese facilities, both of whom had 
access to SI Group’s trade secrets 
concerning tackifiers. The employ-
ees left SI Group and joined Sino 

Legend in China, bringing with them 
SI Group’s formulas for producing 
tackifiers. Shortly thereafter, Sino 
Legend began producing its own 
tackifiers and importing them from 
China into the United States.

SI Group brought multiple actions 
against Sino Legend for trade secret 
misappropriation in China. These 
included criminal and civil investiga-
tions. The civil investigation resulted 
in a ruling that Sino Legend had not 
misappropriated protectable trade 
secrets. The ruling was affirmed on 
appeal.

SI Group also filed an ITC 
Complaint under Paragraph (a)(1)
(A) of Section 337, which renders 
unlawful the importation of goods 
stemming from “[u]nfair methods 
of competition and unfair acts in 
the importation of  articles … into 
the United States.” As the Federal 
Circuit held in TianRui Group Co. 
Ltd. v. ITC [661 F.3d 1322, 1327 
(Fed. Cir. 2011)], trade secret mis-
appropriation is a form of unfair 
competition encompassed by the 
statute. Moreover, TianRui specifi-
cally held that Section 337 encom-
passes trade secret misappropriation 
that occurs abroad. [Id. at 1335 (“To 
bar the Commission from consider-
ing such acts because they occur 
outside the United States would thus 
be inconsistent with the congressio-
nal purpose of protecting domestic 
commerce from unfair methods of 
competition in importation such as 
trade secret misappropriation”).]

In Rubber Resins, the Administrative 
Law Judge issued a final initial deter-
mination finding a violation of 
Section 337 for trade secret misappro-
priation and recommending a 10-year 
general exclusion order (GEO), or 

alternatively, a limited exclusion order 
(LEO) directed to a number of named 
individuals and companies that man-
ufacture, distribute, and import the 
accused product. The Judge did not 
afford comity or give deference to the 
Chinese litigations, one of which was 
co-pending at the time.

The ITC adopted the Judge’s find-
ings and issued a 10-year LEO. The 
ITC declined to dismiss the case for 
comity to the Chinese court, stating 
in a footnote that “abstention and 
international comity do not relieve 
the ITC of its statutory responsibil-
ity to determine whether there is 
a violation of Section 337.” Sino 
Legend appealed the ITC’s decision 
to the Federal Circuit.

Oral Argument
The Federal Circuit panel consisted 

of Judges Reyna, Mayer, and Chen. 
The panel focused on two primary 
questions:

1. Extraterritoriality—Can the ITC 
block imported articles arising 
from trade secret misappropri-
ation that occurred entirely in 
China? 

2. Comity—Did the ITC err by 
not considering judgments from 
Chinese courts that litigated SI 
Group’s trade secret allegations?

Extraterritoriality
Sino Legend. TianRui held that the 

ITC has the power to block the 
importation of goods derived from 
trade secret misappropriation occur-
ring outside the United States. In 
its briefing and during oral argu-
ment, respondent Sino Legend urged 
the Federal Circuit to reconsider 
TianRui in view of the intervening 
Supreme Court decision in Kiobel v. 
Royal Dutch Petroleum Co. [133 S. 
Ct. 1659, 1664 (2013)]. According 
to Sino Legend, Kiobel states that 
a statute can only apply extrater-
ritorially when it includes a clear 
indication of extraterritoriality. Sino 
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Legend argued that Section 337 does 
not clearly indicate that it should 
reach conduct occurring wholly out-
side of the United States.

During Sino Legend’s oral argu-
ment, Judge Chen observed that in 
Kiobel, the conduct being regulated 
or policed occurred entirely over-
seas, whereas in Section 337 pro-
ceedings at the ITC (as addressed in 
TianRui), the focus is on domestic 
matters, that is, a domestic injury trig-
gered by the domestic act of  impor-
tation, with a domestic remedy. 
In response, Sino Legend pointed 
to the dissent in TianRui, which 
stated that in addition to impor-
tation, Section 337 investigations 
involve an unfair method or act in 
connection with the importation. 
Sino Legend argued that to count 
unfair acts occurring anywhere in 
the world as triggering violations 
under Section 337 would constitute 
an improper extraterritorial applica-
tion of  the statute that cannot be 
upheld in the absence of  explicit 
statutory language confirming its 
extraterritorial application.

Judge Reyna asked why Kiobel did 
not explicitly overrule TianRui. Sino 
Legend responded that Section 337 
was not before the Supreme Court in 
Kiobel. Judge Reyna then asked why 
the Federal Circuit should presume 
that Kiobel reaches TianRui. Sino 
Legend responded that the Federal 
Circuit should revisit TianRui because 
its rationale is undercut by Kiobel.

The ITC. During its arguments, 
the ITC relied on the holding in 
TianRui, which stated that Section 
337 does not regulate foreign con-
duct and does not apply extrater-
ritorially; the statute instead applies 
to importation and economic injury 
in the United States. Thus, Kiobel’s 
holding regarding extraterritorial-
ity is not relevant to TianRui and 
Section 337. 

SI Group. Complainant and inter-
venor SI Group separately argued 
that Sino Legend’s briefs to the ITC 
did not address extraterritoriality, 

and that Sino Legend raised this 
issue for the first time on appeal. 

Comity
Sino Legend. Sino Legend argued 

that the ITC committed error by fail-
ing to consider whether to accord 
comity to the decisions of Chinese 
courts regarding the trade secret alle-
gations. According to Sino Legend, 
the ITC concluded that comity has 
no role to play in an ITC proceed-
ing. Sino Legend argued that the case 
should be remanded to allow the ITC 
to consider the various factors to 
determine whether to grant comity to 
the Chinese proceedings.

Judge Reyna noted that comity 
is discretionary and that the ITC 
is not obligated to accord comity. 
Sino Legend responded that there 
is no mandate that the ITC defer 
to foreign decisions, but the ITC 
must apply the applicable test to 
determine whether or not to accord 
comity. Judge Reyna observed that 
whether to defer to a foreign judg-
ment requires a due process analysis 
regarding the foreign proceedings, 
and asked whether there had been a 
factual finding that the Chinese pro-
ceedings were unfair. Sino Legend 
responded that the ITC did not make 
any such factual findings. 

On rebuttal, Judge Reyna asked 
Sino Legend why it did not submit 
additional arguments on fairness 
and due process of  the Chinese 
proceedings, including the factors 
that courts examine when decid-
ing whether to defer to a foreign 
judgment. Sino Legend stated that 
its submission of  the Chinese judg-
ments met its prima facie burden, 
and that although Sino Legend 
raised comity generally in its 
Petition to the ITC, the ITC did not 
request briefing on the comity issue.

The ITC. Judge Reyna asked if  
there were arguments made at the 
ITC that the Chinese proceedings 
were unfair. The ITC responded that 
Sino Legend never submitted evi-
dence supporting the according of 

comity to the Chinese judgments 
and did not preserve those argu-
ments. When the ITC reviewed the 
case, there was no evidence regarding 
comity in the record and no evidence 
about the fairness or unfairness of 
the Chinese judicial system.

Judge Chen asked about the ITC’s 
position on comity and whether 
it flatly rejects comity. The ITC 
responded that Sino Legend raised 
comity late in the proceedings and 
did not include substantial argu-
ments or evidence. In future cases 
involving comity, there might be “a 
little bit of wiggle room” for a party 
who makes substantial arguments in 
a timely manner.

SI Group. SI Group said they did 
not interpret the ITC’s decision as 
precluding comity in all cases. In this 
case, Sino Legend did not raise the 
issue of comity in its briefs to the ITC.

Judge Reyna asked if  there was 
any discussion or argument in the 
proceeding as to due process in 
China. SI Group said that its brief  
included a discussion on procedural 
issues in the Chinese case, and refer-
enced an ITC report regarding the 
effects of  intellectual property rights 
infringement in China and China’s 
indigenous innovation policies. By 
contrast, Sino Legend relied on a law 
review article that SI Group charac-
terized as a “marketing fluff  piece.” 

The Federal Circuit summarily 
affirmed the ITC’s decision, without 
opinion.

Daniel Muino is a partner at 
Morrison & Foerster in Washington, 
DC. He is an intellectual property 
litigator with more than a decade 
of experience litigating patent, 
copyright, trademark, and trade 
secret matters in federal courts 
around the country and at the ITC.

Lynn Levine is a senior of counsel in 
the Intellectual Property Group at 
Morrison & Foerster in Washington, 
DC. Her practice focuses on 
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matters relating to Section 337 
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of Unfair Import Investigations 
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Section 337 litigation.
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Morrison & Foerster in Washington, 
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Covered Business 
Method Review of 
the ’854 Patent

In a recent patent infringement 
action before the Patent Trial and 
Appeal Board (PTAB), Hulu, LLC; 
Netflix, Inc.; Spotify USA Inc.; and 
Vimeo, LLC petitioned for Covered 
Business Method review of US Patent 
No. 7,269,854 (the ’854 patent) titled 
“Transaction System for Transporting 
Media Files from Content Provider 
Sources to Home Entertainment 
Devices.” [Hulu, LLC v. iMTX 
Strategic, LLC, CBM2015-00147, at 
*2 (November 30, 2015).] The PTAB 
held the ’854 patent’s claims are not 
directed to a non-patent-eligible judi-
cial exception, and denied review 
regarding the patent subject-matter 
eligibility of the ’854 patent’s claims.

Summary of the Claims 
at Issue

Claim 1 of the ’854 patent, is illus-
trative of the claims at issue:

1. A system for executing user 
transaction requests for delivering 
digital media files via the Internet 
for driving a user site television set 
and/or audio equipment, said system 
comprising:

• a plurality of user sites, each 
user site including a player/
receiver, a television set and/or 

audio equipment, and a connec-
tivity device for connecting said 
player/receiver to the Internet;

• a plurality of provider sites, each 
provider site including a media 
server comprising a media file 
storage device and a media file 
encryptor, and a connectivity 
device for connecting said provider 
site media server to the Internet;

• a transaction server and a con-
nectivity device for connecting 
said transaction server to the 
Internet;

• each said player/receiver includ-
ing a user interface for sending a 
media file request via the Inter-
net to said transaction server 
requesting delivery of an identi-
fied media file;

• said transaction server being 
responsive to a received media 
file request for sending an 
authorization to the provider 
site storing the requested media 
file authorizing delivery of the 
requested media file from said 
provider site to the requesting 
player/receiver directly via the 
Internet;

• said authorized provider site 
being responsive to said trans-
action server authorization for 
uniquely encrypting the identi-
fied media file and for down-
loading the encrypted media file 
directly via the Internet to said 
requesting player/receiver;

• each said player/receiver includ-
ing a media file decryptor; and 
wherein

• only said requesting player/
receiver decryptor is capable 
of  decrypting said encrypted 
media file downloaded thereto 
for playback on the television set 
and/or audio equipment at the 
same user site. [Id. at *4-5.]

Media Content 
Transportation 
Patent Survives Alice 
Challenge

The PTAB determined the 
claims are markedly different from 
the claims at issue in Alice and 
Ultramercial, and held the claims are 
not directed to a patent-ineligible 
judicial exception. [Id. at *13 (stat-
ing “the claims do not involve math-
ematical algorithms, fundamental 
economic or conventional business 
practices” and that “[t]he claims do 
more than simply instruct the practi-
tioner to implement an abstract idea 
on the Internet”).] In support of its 
conclusion, the PTAB referred to 
DDR Holdings, LLC v. Hotels.com, 
L.P. [773 F.3d 1245 (Fed. Cir. 2014)] 
and stated the claims at issue, like the 
claims in DDR, are rooted in specific 
computer technology. [Id. at *13-14 
(“[L]ike the claims in DDR, [the 
claims of the ’854 patent] are ‘rooted’ 
in non-abstract computer network 
technology. … [T]he ’854 patent 
describes a media server … and a 
transaction server … that are not 
‘generic computers.’ ”).]

Based on the above, the PTAB also 
concluded the risk of pre-emption 
due to the claims of the ’854 pat-
ent is minimized by the technical 

US Patent and Trademark 
Office Practice
Christopher A. Baxter



JANUARY/FEBRUARY 2016 I P  L i t i g a t o r   21

limitations of the claims. [Id. at *14.] 
Moreover, based on the technicality 
of the claims, the PTAB also con-
cluded the ’854 patent’s claims satisfy 
the second prong of the Alice frame-
work, regardless of how the abstract 
idea is characterized. [Id.]

Takeaways
Tribunals are finding claims to be 

patent-subject matter eligible when 
the claims have significant technical 
and structural limitations. Claims 

focused on subject matter that did not 
exist pre-Internet/computer are likely 
to be held subject-matter eligible. 
Conversely, computer-implemented 
claims (regardless of their length or 
detail) that merely implement busi-
ness processes and incorporate pre-
Internet/computer practices within 
the computer context will undoubt-
edly be held subject-matter ineligible.
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at Seyfarth Shaw in Boston, MA, 
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attorney whose practice includes 
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to the chemical and mechanical 
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technology licensing.
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McRO v. Namco 
Bandai

In the wake of the Supreme Court’s 
2014 decision in Alice Corp. v. CLS 
Bank, courts have been struggling to 
define the line between abstract idea 
and patent-eligible invention. The 
Federal Circuit on December 11, 
2015 heard oral arguments in McRO 
Inc. v. Bandai Namco Games America 
Inc. et al., a case that has the poten-
tial to make that line a bit clearer. 

Case History
McRO, Inc. (d/b/a PlanetBlue), was 

founded in 1988 by inventor Maury 
Rosenfeld, a special effects designer 
whose credits include “Star Trek: 
The Next Generation” and “Pee 
Wee’s Playhouse.” Rosenfeld has two 
patents on technology for automati-
cally animating lip synchronization 
and facial expressions of animated 
characters, a technique commonly 
used in video game development. 
Many video game developers previ-
ously hired PlanetBlue to do the 
animation and lip synchronization. 
However, McRO filed suit against 
various developers in December 
2012, after they allegedly started 
using the technology on their own 
without paying a license fee. 

The patents in suit are 6,307,576 
and 6,611,278. A representative 
claim from the ’278 patent reads:

1. A method for automatically 
animating lip synchronization 

and facial expression of 
three-dimensional characters 
comprising:

obtaining a first set of rules 
that defines a morph weight set 
stream as a function of phoneme 
sequence and times associated 
with said phoneme sequence;

obtaining a plurality of sub-
sequences of timed phonemes 
corresponding to a desired 
audio sequence for said three-
dimensional characters;

generating an output morph 
weight set stream by applying 
said first set of rules to each 
sub-sequence of said plurality 
of sub-sequences of timed pho-
nemes; and

applying said output morph 
weight set stream to an input 
sequence of  animated char-
acters to generate an output 
sequence of animated charac-
ters with lip and facial expres-
sion synchronized to said audio 
sequence.

McRO’s 16 cases were consolidated 
before US District Judge George 
H. Wu of the Central District of 
California. On September 22, 2014, 
Judge Wu held that in view of the 
Supreme Court’s recent decision in 
Alice barring patents on computer-
implemented abstract ideas, McRO 
Inc.’s animation patents merely 

Practice Areas

Computer Software 
Litigation
Ross A. Dannenberg

describe an automated process to 
the manual animation methods stu-
dios previously used. Judge Wu held 
that the novelty in McRO’s idea was 
using rules to automate the selec-
tion and morphing of single anima-
tion frames tied to a specific sound, 
changing a character’s lips from 
closed to open to show the sound 
“moo,” for example. However, the 
patents only discussed the automated 
rules “at the highest level of general-
ity,” according to Judge Wu. The 
users must come up with their own 
rules, according to Judge Wu, while 
the provided rules were mere exam-
ples and only partially complete. 
Judge Wu stated “this case illustrates 
the danger that exists when the novel 
portions of an invention are claimed 
too broadly.” McRO appealed to the 
Federal Circuit.

Federal Circuit Oral 
Arguments

Circuit Judges Reyna, Taranto, and 
Stoll heard oral arguments in this 
matter, with Judge Taranto being the 
most vocal of the three. The most 
telling portions of the oral argu-
ment are the questions posed by the 
judges, which are addressed below.

Judge Taranto’s questions concen-
trated on the differences between the 
technology at issue in this case and 
the technology at issue in previous 
cases such as Flook, as well as various 
comparisons to other technologies 
that use rules-based decisionmaking, 
such as autopilot software and facial 
recognition software. Judge Taranto 
also was concerned with how to 
determine when the production of a 
physical item (which the court con-
siders lip-synched animation to be) 
can be an abstract idea as a whole, 
versus when the production of the 
physical item merely uses an abstract 
idea. The supposition is that it’s hard 
to prove that something is merely 
an abstract idea when it results in a 
physical item being produced. Judge 
Taranto also questioned whether the 
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genus of a species always is abstract, 
or whether the genus itself also can be 
patent-eligible.

Judge Reyna asked multiple ques-
tions regarding whether the district 
court erred procedurally. First, Judge 
Reyna posed a question regarding 
whether Judge Wu erred by stripping 
out portions of the claims found in 
the prior art, or whether claims must 
be considered as a whole when deter-
mining eligibility under 35 U.S.C. 
§ 101. Judge Reyna also seemed con-
cerned that Judge Wu added a third 
step to the Supreme Court’s two-step 
process articulated in Alice.

Judge Stoll was the only judge who 
appeared to be interested in how to 
improve patent-eligibility determina-
tions under Section 101. Judge Stoll 
asked both parties what test could be 
used to perform subject-matter eligi-
bility determinations that comports 
with the Alice case, while also asking 
the appellant (McRO) what test the 
district court should have used based 
on the McRO’s argument that the 
district court erred in the first place. 
Judge Stoll was interested to hear 
what the appellee (Namco Bandai) 
thought would need to be added 
to the claims—short of  claiming 
every actual rule needed to perform 
automated lip synchronization and 
animation—before the claims would 
be considered subject matter eligible 
under Section 101.

Will Patent-Eligibility 
of Computer Software 
Survive?

This case is important because of 
the level of detail with which the 
computer software is claimed in 
the patent. The software is claimed 
using descriptive language to recite 
a specific method (or algorithm) the 
software performs to automate the 
animation and lip synchronization. 
Most patent practitioners agree that 
the level of detail used in the claims 
in the McRO patents is commen-
surate with the level of detail used 
in hundreds of thousands of issued 
software patents. Indeed, even the 
appellee admitted during oral argu-
ments that the claims at issue in this 
case are more “dense” than claims 
typically challenged under 35 U.S.C. 
§ 101. If  the Federal Circuit affirms 
the district court based on the level 
of detail with which the invention is 
claimed in this case, then the valid-
ity of some of those other patents 
is more easily called into question. 
However, those patents remain valid 
until shown otherwise in court or 
through a US Patent and Trademark 
Office inter partes review proceeding. 

Despite this prospect, in view of 
the overall tone of  the questions, the 
panel seems more likely than not to 
reverse the district court’s holding 
of invalidity under Section 101, and 

remand this case for further pro-
ceedings to reassess 101 eligibility 
using the correct standard, and/or 
also to determine infringement and 
validity under 35 U.S.C. §§ 102-103 
(novelty and obviousness). There 
were several unanswered questions 
regarding issues such as the incor-
rect application of  Supreme Court 
precedent in Alice, stripping claims 
of  “prior art” subject matter before 
performing the analysis, and add-
ing an improper third step to the 
Supreme Court’s two-step analysis 
to lead one to believe that the court 
is likely to do otherwise.

Ross Dannenberg handles a wide 
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issues, with experience in Internet, 
video game, telecommunications, 
and computer software-related 
issues. With a background in 
computer science, he has prepared 
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numerous patent, copyright, and 
trademark enforcement lawsuits. 
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experience with intellectual property 
protection of video games, including 
patent, trademark and copyright 
protection, copyright clearance, 
licensing, and enforcement of 
intellectual property rights.
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Keeping It Secret: 
Start Preparing 
for the EU Trade 
Secrets Directive

Trade secrets are an important asset 
for all businesses as they are at the 
core of their competiveness. A trade 
secret can be any information that 
is of value to the business whether 
technical, such as a certain process, 
or commercial, such as client lists 
and business strategies. The pro-
posed EU Trade Secrets Directive is 
now quickly winding its way through 
the legislative process. Protection 
only will be afforded to undisclosed 
information where reasonable steps 
have been taken to keep this informa-
tion secret. Therefore, it is imperative 
for any business to make sure that 
appropriate measures are taken to 
safeguard trade secrets. If  these mea-
sures have not yet been taken, this 
should become a priority. Moreover, 
companies should be aware that the 
arsenal of remedies available under 
the Trade Secrets Directive is simi-
lar to that for IP rights under the 
Enforcement Directive.

Current Situation in 
the European Union 

Trade secrets currently are afforded 
a minimum level of protection under 
Article 39 (2) of the Agreement of 
Trade Related Aspects of Intellectual 
Property rights (TRIPS). TRIPS 
provides protection for information 
that in brief:

• Is secret; that is, not generally 
known or readily accessible;

• Has a commercial value because 
of the fact that it is secret; and

• Has been subject to reasonable 
steps to keep it secret.

However, the protection of trade 
secrets is not yet regulated on a 
European level. This has led to 
a patchwork of  different regimes 
across Europe. The actions and rem-
edies available in the case of a trade 
secrets violation vary widely. This 
makes it difficult for companies to 
protect their trade secrets in an effec-
tive way.

Imminent European 
Legislation

The Latest Step in the 
Legislative Process: 
Proposed Amendments 
of the EU Parliament 

The European Commission pro-
posed a directive for the protection 
of trade secrets in November 2013. 
The European Council followed with 
its own draft in May 2014, while the 
EU Parliament voted on the Trade 
Secrets Directive in June 2015.

The Importance of the 
Proposed EU Trade 
Secrets Directive: A Wide 
and Robust Range of 
Remedies 

The directive will provide a range 
of  new and robust remedies to 
enforce trade secret rights, provided 
that there is unlawful acquisition, 
use, or disclosure of a trade secret. 
These remedies include obtaining an 
injunction against further use or dis-
closure and the award of damages. 

In addition, the trade secret holder 
can take action against “infringing 
goods.” These are goods where the 
design, characteristics, functioning, 
manufacturing process, or marketing 
significantly benefits from the use 
of a trade secret. Remedies include 
seizure of the infringing goods and a 
court order prohibiting these goods 
from being produced, marketed, 
sold, stored, imported, or exported. 
The infringing goods also may be 
recalled and all documents, objects, 
or data embodying the trade secret 
may be destroyed. In other words: 
trade secrets in the sense of the direc-
tive gain, for practical purposes, the 
status of a quasi IP right. 

Definition of a 
Trade Secret

The directive will be setting uniform 
minimum rules on what constitutes 
a trade secret. It defines a “trade 
secret” as undisclosed know-how and 
business information. There are three 
elements that need to be taken into 
account for information to qualify as 
a trade secret (similar to article 39(2) 
TRIPS). The information must:

1. Be secret, meaning it generally is 
not known or readily accessible 
to people in the wider commu-
nity than normally deal with 
that kind of information;

2. Have an actual or potential com-
mercial value because it is secret; 
and

3. Have been subject to reasonable 
steps under the circumstances to 
keep it secret.

The definition does not specify what 
information can qualify as a trade 
secret and can therefore be anything 
that meets the three elements, both 
technical and commercial.

Infringement of Trade 
Secrets

The directive provides an objective 
test for the infringement of a trade 
secret. Any acquisition of a trade 
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secret carried out by unauthorized 
access, copying or appropriation, or 
any other conduct considered con-
trary to honest commercial practices 
will constitute infringement of a trade 
secret. Use or disclosure of a trade 
secret by a person who unlawfully 
acquired that trade secret also will 
constitute infringement, as will the 
use or disclosure of a trade secret in 
breach of a contractual obligation.

The acquisition, use, or disclosure 
of a trade secret also is unlawful 
whenever a person knew or should 
have known that the trade secret 
was directly or indirectly obtained 
from someone else that unlawfully 
obtained it. The same applies to 
the production, marketing, import, 
export, or storage of  infringing 
goods. This means that the scope 
of  protection under the directive 
also covers secondary infringement. 
It explicitly encompasses protec-
tion against abuse by third parties, 
including passive receivers of trade 
secrets, even if  they initially acted in 
good faith.

Limited Exceptions for 
Infringement of Trade 
Secrets

The directive provides limited 
exceptions to infringement of a trade 
secret, notably:

• independent discovery
• reverse engineering
• legitimate use of  freedom of 

expression or information
• legitimate whistle blowing
• obligation to disclose

The Legislative 
Process—Next Steps

The EU Trade Secrets Directive 
is close to becoming a reality. The 
Directive has recently been accepted 
by the European Parliament and 
the European Council. This agreed-
upon version is expected to be final-
ized soon. Once adopted, Member 
States will need to implement the 

provisions of the Directive within 
two years.

An interesting point is whether 
the directive will provide minimum 
or maximum harmonization. The 
Council draft reflected the compro-
mise that member states may pro-
vide, under certain circumstances, a 
higher level of protection, but nei-
ther the Commission’s proposal nor 
the draft from the Parliament con-
tains this provision.

Another point for discussion is 
worker mobility. One of the key ele-
ments for the European Parliament 
is guaranteeing workers’ professional 
mobility, which has led to several 
amendments. In these amendments, 
the European Parliament expressed 
that trade secrets should not pro-
vide any grounds for limiting the 
use of experience and skills hon-
estly acquired by employees in the 
normal course of  their employ-
ment when switching to a competi-
tor to occupy a new position. Of 
course, this affects the directive itself  
but does not limit the possibility 
of  concluding confidentiality and 
noncompete clauses with employees. 
Regardless of whether these amend-
ments will make their way into the 
directive, it always will be difficult 
to strike a balance between deciding 
what constitutes a trade secret, and 
what should be considered as knowl-
edge and experience gained by the 
employee during the normal course 
of employment. This provides all the 
more reason to reconsider the way 
in which your company deals with 
new arrivals and departing employ-
ees in trade secret sensitive positions. 
Preferably, dealing with these mat-
ters would be a combined effort by 
Human Resources, Legal, and IP.

Protecting Your Trade 
Secrets

As mentioned above, protection of 
trade secrets is only afforded to undis-
closed information that has been 
subject to the taking of reasonable 

steps to keep it secret. The secrecy 
measures should be reasonable under 
the circumstances. What “reason-
able” entails in a specific situation 
probably will have to be determined 
on a case-by-case basis.

Each company should, in prepara-
tion for the new legal framework, at 
a minimum:

• Identify, document, and classify 
any trade secrets of their business

• Verify (the paper trail of) owner-
ship of those trade secrets

• Regulate, control, monitor, and 
log any physical and logical 
access to the trade secrets and 
the areas where they are stored

• Review applicable technical and 
security arrangements and the 
company’s ability to evidence 
them

• Audit, update, and refine the 
company’s know-how manage-
ment system and trade secret pro-
tocol where these are inadequate

• Make sure that appropriate legal 
arrangements are made for all 
persons and parties that infor-
mation is or might be shared 
with, from staff, contractors, 
freelancers, and affiliates to sup-
pliers, business partners, and 
licensees.

Taking these protective measures 
is not only important in view of 
the imminent directive, but also in 
connection with existing and new 
US legislation. On July 29, 2015, 
a bill regarding the Defend Trade 
Secrets Act 2015 was introduced in 
the United States. This bill aims to 
create a more transparent and clear 
regime for the protection of trade 
secrets. Currently, misappropriation 
of trade secrets in the United States 
is regulated on a State level, but the 
bill aims to create a federal civil 
remedy for the misappropriation of 
trade secrets. Much like the directive, 
the bill provides for a wide range of 
remedies, including the possibility 
to obtain injunctions and ex parte 
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seizures. In the case of willful mis-
appropriation, the bill provides for 
treble damages (similar to the willful 
infringement doctrine in relation to 
patent infringement).

In conclusion, companies are 
advised to devise a trade secret pro-
tection strategy and incorporate this 
into their IP strategy.
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secrets. He has extensive experience 
in both national and international 
litigation, including high-end multi-
jurisdictional patent disputes. Besides 
litigation, Mr. Douma also advises 
on licensing, IP strategy and IP 
structuring.

Review by Federal 
Circuit Falls 
Short of Purpose 
of Providing 
Optimum 
Determination of 
Patent Validity

In Merck & CIE v. Gnosis S.P.A., 
Gnosis Bioresearch S.A., Gnosis 
U.S.A. Inc. [Case No. 2014-1779 
(Fed. Cir. Dec. 17, 2015)], the Federal 
Circuit affirmed the Patent Trial and 
Appeal Board’s (PTAB) decision that 
the contested claims were invalid for 
obviousness, determining that the 
PTAB’s factual findings were sup-
ported by substantial evidence, and 
agreeing with the PTAB’s conclu-
sion of  obviousness. However, in 
dissent, Judge Newman asserted that 

the Federal Circuit’s substantial evi-
dence standard of review for the 
PTAB’s factual findings in America 
Invents Act (AIA) trial decisions is 
not appropriate under the AIA, and 
that based on a review without defer-
ence, the PTAB’s decision in this case 
should be reversed. 

The patent at issue relates to meth-
ods of using folates to reduce exces-
sive levels of homocysteine in the 
human body, which are known to 
cause cardiovascular, ocular, neuro-
logical, and skeletal disorders. The 
reviewed patent is owned by Merck, 
and licensed to Pamlab, which sells 
several pharmaceutical products cov-
ered by the patent. The PTAB deter-
mined that all of the contested claims 
were obvious in light of three prior 
art references. The PTAB found that 
all of the limitations of the claims 
were disclosed in these references, 

and that there was a motivation to 
combine references to arrive at the 
claimed invention. 

In making its determination, the 
PTAB also considered objective indi-
cia of non-obviousness; however, the 
PTAB concluded that Merck failed 
to demonstrate an adequate nexus 
between the novel features of the pat-
ent and the evidence of commercial 
success, licensing, copying, and indus-
try praise. The PTAB further deter-
mined that the evidence of a long-felt, 
unmet need was unpersuasive, and 
therefore afforded the evidence of 
objective considerations little weight. 

As for the standard of review, the 
court reviewed the PTAB’s factual 
findings for substantial evidence, and 
reviewed the PTAB’s conclusion of 
obviousness de novo. [Slip Op. at 
7.] The court determined that the 
PTAB’s findings were supported by 
substantial evidence and, that on bal-
ance, they provide strong evidence of 
obviousness. [Slip Op. at 17.] 

In dissent, Judge Newman elabo-
rated on an argument she had raised 
in an earlier inter partes review (IPR) 
appeal that the substantial evidence 
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standard should not be applied in 
appeals of  PTAB trial decisions, 
stating that “it is incorrect for this 
court … to review the PTAB decision 
under the highly deferential ‘sub-
stantial evidence’ standard” and that 
it is “our assignment to determine 
whether the PTAB ruling is correct 
in law and supported by a prepon-
derance of the evidence.” [Dissent at 
4.] Judge Newman’s dissent does not, 
however, address why she previously 
joined other Federal Circuit judges 
in applying the substantial evidence 
standard in other IPR appeals. [See 
Belden Inc. v. Berk-Tek LLC, Case 
No. 2014-1575, -1576 (Fed. Cir. Nov. 
5, 2015).]

“Correctness, 
Uniformity, Finality, 
and Expedition”

Judge Newman reasoned that the 
AIA’s new post grant procedures (1) 
were created to respond to the belief  
that the Patent Office was making mis-
takes and (2) were directed towards 
the goals of “correctness, uniformity, 
finality, and expedition” with respect 
to the patent system. [Dissent at 4, 

5.] Judge Newman asserts that, on 
appeal, the way to ensure the AIA’s 
goals are met is to have the Federal 
Circuit look at the entirety of the 
evidence and review PTAB decisions 
for correct applications of the stan-
dard of proof required by the AIA. 
[Dissent at 3, 5.] Deferential review, 
according to Judge Newman, “falls 
short of the legislative purpose of 
providing optimum determination of 
patent validity.” [Dissent at 5.] In this 
case, had the Federal Circuit assured 
that the PTAB’s factual findings were 
supported by a preponderance of the 
evidence, Judge Newman believes 
the court would not have affirmed 
the PTAB’s decision. [Dissent at 13.] 
This appears to be an argument in 
support applying a de novo standard 
of review to the PTAB’s findings, but 
Judge Newman does not specifically 
call it that.

Absent en banc review (an unlikely 
event), the Federal Circuit will con-
tinue to review the PTAB’s factual 
findings for substantial evidence in 
AIA trial appeals, however Judge 
Newman presents some interesting 
arguments as to whether the court 
should continue to do so, or whether 

the goals of the AIA would be bet-
ter served by evaluating on appeal 
whether the preponderance of the evi-
dence supports the PTAB’s findings. 

In a companion case before the 
same Federal Circuit panel, address-
ing three related patents, South 
Alabama Medical Science Foundation 
v. Gnosis S.P.A., Gnosis Bioresearch 
S.A., Gnosis U.S.A. Inc. [Case Nos. 
2014-1778, 2014-1780, 2014-1781, p. 
8 (Fed. Cir. Dec. 17, 2015)], the court 
likewise affirmed the PTAB’s ruling 
that the contested claims were obvi-
ous, and Judge Newman dissented, 
stating, “[f]or the reasons discussed 
in my dissenting opinion in Gnosis I, 
obviousness was not established by a 
preponderance of the evidence.”

Tiffany D. Gehrke is an associate with 
Marshall, Gerstein & Borun LLP in 
Chicago, IL. Her primary practice 
is intellectual property litigation, 
often focusing in technologies related 
to e-commerce, software, and the 
electrical and mechanical arts. In 
Ms. Gehrke’s spare time, she volunteers 
in her community and serves as a 
mentor for youth in foster care.

At Risk: Bringing 
Bad Faith Trade 
Secrets Claims 
May Have Negative 
Consequences

Companies get anxious when key 
employees leave to start new ven-
tures. A company may try to shield 
itself from the risk of losing con-
fidential information by seeking 

an injunction preventing its former 
employees and their new compa-
nies from using or disclosing trade 
secrets. However, without sufficient 
evidence of actual misappropriation 
or threat of imminent harm, a com-
pany may face sanctions for bring-
ing a misappropriation claim in bad 
faith, such as in the recent case of All 
American Semiconductor LLC v. APX 
Technology Corp., where a California 
appellate court affirmed a trial court’s 

award of $200,000 in attorney fees 
against a plaintiff for prosecuting a 
trade secret case in bad faith. Though 
the case is not published, it is a good 
reminder that aggressively pursuing 
and maintaining trade secret claims 
based on speculation and suspicions, 
without strong evidence, can have 
serious consequences.

Filing or maintaining a premature 
misappropriation action carries other 
risks. Currently before the California 
Supreme Court is a malicious pros-
ecution claim against a law firm for 
pursuing a meritless misappropriation 
suit.  [Parrish v. Latham & Watkins, 
LLP, No. S228277 (Cal. petition for 
review granted Oct. 14, 2015).]

In 2004, FLIR Systems, a manu-
facturer of  infrared cameras and 
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thermal imaging systems, acquired 
Indigo Systems, a manufacturer of 
microbolomoters, which are com-
ponents for FLIR’s products. Two 
Indigo officers continued working at 
Indigo after the acquisition. The two 
officers left Indigo in 2006 to start a 
new company that also would manu-
facture microbolomoters.

Despite the former officers’ offer 
to FLIR of a noncontrolling interest 
in their new project—which FLIR 
rejected—and the former officers’ 
assurance that they would not misap-
propriate Indigo trade secrets, FLIR 
sued them for injunctive relief  and 
damages in California state court.

FLIR initially defeated the former 
officers’ motion for summary judg-
ment because the judge determined 
there were triable issues of fact as 
to whether the former officers’ new 
business plan contained Indigo’s 
trade secrets. The judge relied in part 
on FLIR’s expert declarations that 
the former officers could not succeed 
at their new venture without using 
Indigo’s trade secrets.

Ultimately, following trial, the 
California court rejected FLIR’s 
claims. The court found that FLIR 
had no evidence of  misappropria-
tion, threatened misappropriation, 
imminent harm, or ongoing wrong-
doing. The court determined that 
FLIR’s claim impermissibly rested 
on the inevitable disclosure doctrine, 
which posits that an employee’s new 
job responsibilities at a competitor’s 
will inevitably require the employee 
to disclose his previous employer’s 
trade secrets. Yet California does 
not recognize the inevitable disclo-
sure doctrine because its application 
results in restricted employee mobil-
ity. Moreover, the court sanctioned 
FLIR for bringing the action in 
bad faith and awarded $1.6 million 
in attorney fees and costs to the 
former officers under California’s 
Uniform Trade Secrets Act, Section 

3426.4. The court noted that FLIR’s 
experts had conceded at trial that 
their declarations referenced unac-
cepted scientific methodologies and 
included false assumptions. The 
Court of  Appeals affirmed the bad 
faith award against FLIR.

Sanctions against FLIR may have 
been the correct result, but it is not clear 
that California’s pro-competition policy 
underlying the sanctions was vindi-
cated given that the former officers 
had to disband their new company 
only months after FLIR filed suit. 
The former officers sought additional 
redress by filing in 2012 a malicious 
prosecution suit against FLIR’s 
attorneys—law firm Latham & 
Watkins and individual Latham 
attorneys. The former officers alleged 
that Latham unlawfully brought the 
misappropriation action on FLIR’s 
behalf  because Latham knew that the 
inevitable disclosure theory on which 
FLIR based its claims was untenable 
in California and Latham knew that 
FLIR’s purpose in suing the former 
officers was anti-competitive.

Latham successfully struck the mali-
cious prosecution complaint on the 
ground that the statute of limita-
tions had expired. On appeal, the 
court found that the malicious pros-
ecution claim was timely but that 
the “interim adverse judgment rule” 
protected Latham from the claim. 
This rule holds that a plaintiff’s suc-
cess in the underlying action at trial or 
on a dispositive motion, even though 
the defendant ultimately prevailed, 
establishes sufficient probable cause 
for the plaintiff to have brought the 
underlying action and thereby defeats 
the defendant’s malicious prosecution 
claim. That is, even though the for-
mer officers prevailed against FLIR’s 
misappropriation claim and even 
obtained an award against FLIR for 
bringing the claim in bad faith, the 
former officers’ failure to sustain their 
summary judgment motion against 

FLIR insulated Latham from the 
malicious prosecution claim.

The California Supreme Court 
has accepted the former officers’ 
appeal. The former officers argue 
that Latham cannot benefit from 
the interim adverse judgment rule 
because Latham knowingly submit-
ted false evidence—FLIR’s expert 
declarations—to obtain FLIR’s victory 
at summary judgment, which they 
argued creates an exception to the 
interim adverse judgment rule. The 
former officers also contend that 
the lower court’s interpretation 
of the interim adverse judgment rule 
will discourage trade secrets defen-
dants from moving for summary 
judgment. A ruling for Latham, they 
argue, could encourage companies, 
and their lawyers, to bring specula-
tive claims against former employees 
to minimize the risk that former 
employees will use or disclose sensi-
tive information. Conversely, a ruling 
against Latham in this matter, they 
argue, will advance public policies 
of free competition and employee 
mobility.

William Molinski heads the global 
Commercial Litigation practice at 
Orrick, Herrington & Sutcliffe LLP 
in Los Angeles, CA. He represents 
corporations and individuals in all 
aspects of complex commercial 
litigation with a particular emphasis 
in the areas of trade secrets, 
trademarks and other intellectual 
property, consumer class actions, 
and life settlements.

Harry Moren is a managing associate 
in the Litigation practice at Orrick, 
Herrington & Sutcliffe LLP in 
San Francisco, CA. He focuses 
his practice on high-risk civil and 
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