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1. SIUMMARY: Both parties in a patent infrinagement suit
begun in hallenge aspects of the final judgment as to the
scope of the patent and the award of damages.

2. FACTS: The patent involved is a process of working
metal using phosphate, soap, and borax. This process improves
the lubricity of the metal during the shaping process and the
cleanability of the metal after its formation. The issues of the
validity and infringement themselves have a lengthy procedural
history, which includes two denials of cert from this Court.
Only issues involving accounting are before the Court at this
time.

The.DC assigned the accounting to a cvp<cial Master. After a
53-Adav-hearing, he issued his report. The Special Master held
that accused practices which involved the use of borax-based
lubricants in cold-forming bumpers and non-bumpers infringed the
patent, if the use of those lubricants led to cleanability in
conjunction with lubricity and where GM used those advantages.
He also ruled that the patent was infringed when certain
chemcials were substituted for borax. He held that practices
which do not involve cleaning did not infringe the patent.
Similarly, he held processed in which borax was used solely to
neutralize acid and not to lubricate or aid in cleaning did not
infringe the patent. He refused to award damages for non-bumper
infringements, because alternatives were availalbe to GM that
would not have been infringing.

Noting that plaintiffs were not themselves the

manufacturers, he held that damages would take the form of a



-3-

reasonable royalty ascertained by reference to hypothetical
negotiations. He accepted a figure of .75% as an opening offer,
but ultimately reduced the figure to .50%. He awarded interest
as a matter of fact, as part of the hypothetical bargain.

The DC adopted most of these findings. However, rather than
ruling that none of the accused rinse practices infringed the
patent, it ruled that rinse practices which involve cleaning do
infringe the patent. It rejected the reduction in the reasonable
royalty rate and restored the .75% figure.

3. PROCEEDINGS BELCW: The CA affirmed, basing its

affirmance on many of the findings based on its earlier opinions
in the case. It agreed with the DC that rinses in which
cleanability and its effects are put to use in the actual process
did infringe the patent. It agreed that the patent was useful
but not essential in the cold forming of bumpers. Thus
plaintiffs' contention that its damages should be based on the
cost of producing bumpers by hot forging or contour polishing is
not reasonable because it assumes that GM could not efficiently
cold form bur ers without use of the patent.

There was evidence in the record to support the figure of
.75%. The facts establish that the patent was relatively
unimportant in non-bumper cold forming. Thus, the court below
was correct not to award damages for those processes.

Under the facts of this case, th- -~ -~ ° -7 " * " st was not
error. Although 35 U.S.C. §284 does not make clear when
interest, if awarded, shall be calculated, both the language of

the statute and Aro Manufacturing Co. v. Convertible Top Co., 377
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U.S. 476 (1976), support the award of interest from the date of

infringement here. As amended in 1946,

the statute ermits a

court to award "such costs, and interest, as may be fixed by the

court." Bro quoted a House Report that

stated that the object of

that statutory language was to give "not less than a reasonable

royalty, together with interest from the time infringement

occurred. . . ." Not to award interest
defendant a windfall in the form of the
it should have paid to plaintiffs. The

that in most other cases, although Wahl

here would be to give the
use of the royalty money
result is consistent with

v. Carri=r Manufacturing

Co., 511 F.2d4 209 (CA 7 1975), did rule
from the date damages are liquidated."

court has discretion regarding the date

that "interest should run
Other cases state the

from which interest

begins to run. See Georgia-Pacific Corp. v. U.S. Plywn~nA

Champion Papers, Inc., 446 F.24 295 (CA

U.S. 879 (1971); Milgo Electronic Corp.

2), cert. denied, 404

v. United Business

Communications, Inc., 623 F.2d 645 (CA 10), cert. A=anjed, 447

U.S. 982 (1980).

4. CONTENT JNS: In No. 81-1661, wum vhallenges the award of

interest when there has been no finding

of bad faith, the DC's

rejection of the royalty the Special Master determined to be

reasonable, and the alleged expansion of the claim to included

process that do not use the vitalizing ingredient, not shown to

have the same coalition, and not producing "' : same result.

Prior to the revision of the statute, prejudgment interest

had been awarded on unliquidated reasonable royalty damages only

where there was a finding that the infringer had acted in bad
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faith. Duplate Corp. Vv. Triplex Safety Glass 7~ , 298 U.S. 448

(1936). There is a now a split in the circuits as to whether the
revision changed the law on prejuagment interest. Unlike the

court here and possibly CA 4, see Marvel Specialty Co. v. Bell

Hosiery Mills, Inc., 386 F.2d 287 (1967), cert. denied, 390 U.S.

1030, other circuits require findings of "special circumstances"
based on reckless or bad faith conduct of the infringer before
the court is permitted to exercise its discretion and award
prejudgment interest on unliquidated reasonable royalty damages.

See Ellipse Corp. v. Ford Motor Co., 614 F.2d 775 (CA 7 1979);

Russell Box Co. v. Grant Paper Box Co., 203 F.2d 177 (CA 1 1953),

cert. denied, 346 U.S. 821, rehearing denied, 346 U.S. 905; Wm.

Bros. Boiler & Mfg. Co. v. Gibson-Stewart Co., 312 F.2d 385 (CA 6

1953); Radi=t+or Specialty Co. v. Micek, 395 F.2d 763 (CA 9 1968).

The circuits are also split on the meaning of the language from
the House Report quoted in Aro. CA 2, CA 6, CA 7 and CA 10 have
concluded that the quotation was inadvertently taken from
language in an earlier version of the bill, language which was
objected to and deleted from the statute and is not a controlling

holding by this Court. See Georgia-Pacific Corp. v. U.S.

Plywood-Champion Papers, Inc., 446 F.2d 295 (CA 2 1971), cert.

denied, 404 U.S. 870); Wm. Bros. Boiler & Mfg. ©°~ , supra, Wahl

v. Carrier Mfg. Co., Inc., 511 F.2d 209 (CA 7 1975); Maloney-

Crawford Tank Corp. v. Sauder Tank Co., Inc., 511 F.2d 10 (cA 10

1975).
The Special Master here followed the approach of CA 2 in

Foster v. American Machine and Foundry Co., 492 F.2d 1321 (1974),
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in reducing what would be an exhorbitant initial license offer to
what would be reasonably expected at the end of bargaining. The
refusal of CA 3 here to follow that approach and instead to
accept the initial figure produces a conflict between the
circuits.

CA 3's treatment of equivalents goes so far as to undermine
the statutory requirement that patent claims point out and
particularly claim the invention. In upholding the validity of
the claim, CA 7 stressed the borax coaction, but CA 3 here
permitted recovery for other processes. This Court must rule
that judicial interpretation and application of patent claims
comply with the statutory language.

Devex answers that this is the third time GM has asked the
Court to review its question pertaining to the 35 U.S.C. §112
requirement that a patent "particularly point out and distinctly
claim" the inventions. GM misstates the findings of the courts
below to support its argument. The record fully supports the
.75% figure. 1Indeed, when the patent holder in 1964 offered to
license the industry at this rate, the offer was one depressed by
GM and open industry infringement. The Special Master's one-
third reduction, in contrast, was based on nothing more than pure
speculation. The process saved GM $1.53 per bumper.

GM has not shown a clear abuse of discretion under all the
facts of the case in the award of pre-judgment interest. The
statutory history, as explained in Aro, supports the timing of
the award. It is necessary to give adequate compensation.

District courts in all the circuits that have spoken since Aro
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have ruled that pre-judgment interest on a reasonable royalty
award is appropriate to compensate the patent holder adequately
(citing district court cases). Only CA 7 in Wahl requires that
the DC find special circumstances to make such an award. Even CA
7 has recently permitted pre-judgment interest in a different
act, a Death Act, calling for "fair and just compensation," in
order to compensate adquately. As the CA in this case pointed
out,

"Where, as here, the interest is as much or more

than the royalties, a failure to award interest

form the date of the infringement would mean that

the losing defendant actually gains from the

infringement and the lengthy litigation."
Defendant here had the benefit of the reasonable royalties
wrongfully withheld since 1952, some thirty years ago. It is
likely that CA 7's requirement of special circumstances could be
met here. There is not a sharp conflict on the exercise of such
discretion.

In No. 81-1865 (cross-petition), Devex asserts that the

award should have taken account of "savings and gains" in
establishing the royalty. It also asserts the one accused

process was erroneously found not to be infringing. The courts

below departed from the established rule of Tilghman v. Proctor,

125 U.S. 136 (1888); Gordon Form Lathe ©~ v, Ford Mo+~ Co., 133

F.2d 487 (CA 6 1943), in refusing to consider savings.

GM replies that these assertions depend on facts which have
no support in the record.

In No., 81-1718, Devex challenges the failure to award

compensation for infringement of non-bumper parts. GM gained an
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Jus

comments on

one point 1label its holding as "inconsistent" with the CA7
case that BRW mentions. And the holding below is in indi-
rect conflict with a number of other aecisions, as pxkw 4ai1sO
Oboecrveo.

I nevertheless continue to believe that cert is not
warranted in this case . The Court's increasingly crowded
docket means that some cases that would have been heard pre-
viously must now be passed over -- unless the lag in this
Court's docket 1is simply to continue to grow. Given that
some cases must lose out, this one exemplifies the type that
should. The issue of the availabhilitv of preiudament inter-
est under 35 U.S.C. §284 is a very narrow question. The
COLILLIUL 1D 1IUL HUPTLICTOOLY 1ricuvuiiciisumivy wwewwwo€ the CA3
did award prejudgment interest "under the facts of this
case" rather than on an utterly automatic basis -- as the
petr claims. And this suit has been going for more than 25

years. That's ridiculous!






language in Aro Manufacturing ~o. v. Conver+ible Top. Co., 377

U.S. 476 (1976), 1is inconsistent with that of other circuits.

See Wahl, supra, Wm. Bros. Boiler & Mfg. Co., supra, Georgia-

Pacific Corp. v. Plywood-Champion Papers, Inc., 446 F.24d 295 (CAZ2

1975), cert. der~ied, 404 U.S. 870; Maloney-Crawford Tank Cor~ v.

Sauder Tank Co., T»~ . 511 F.2d4 10 (CAl0 1975). Because it is

this Court's duty to resolve conflicts among the circuits, I

respectfully dissent from denial of certiorari.
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BENCH MEMORANDUM

To: Mr. Justice Powell
From: Jim

Re: GMC v. Devex Corp., No. 81-1661

Question Presented
Does 35 U.S.C. §284 require the award of prejudgment interest
on unliquidated, reasonable royalty patent infringement damages
where there has been no finding of bad faith or other exceptional
circumstances against the infringer but rather a finding (approved

by the court below) that the infringer "acted in good faith and not

recklessly"?
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specifically in the case of an agreed patent royalty interest runs
from the date of nonpayment.

Even though he included delay compensation as an integral part
of the reasonable royalty, the Mactar 3lso stated that he:

would rule both as a matter of law and of discretion that

interest should run from the date of infringement without

regard to whether defendant's behavior warranted multiple

damages or attorneys' fees. Any other result would

frustrate the compensatory purpose of §284 and would be

inconsistent with the result in other legal settings which

are virtually indistinguishable.
The Master set forth foanr conasiderations in support of his
conclusion: ‘hat patentees receiving actual or establishea
royalties ge. p.ovjudgment interest and that to deny plaintiffs such
interest we1AdA mubk +tham in a wnrea nncitjon "for no discernable
reason," concluding that "[s]Juch apparent arbitrariness of treatment
is unfair and makes no sense”; ‘hat 35 U.S.C. 284 should vield
a result consistent with that .. _ '8 U.5.C. §1498 which, even in
the absence of any express provision for interest, has long been

judicially interpreted to call for pre-judgment interest so as to

make the compen-~*i~~ "~ntire," see ...te v. United States, 282 U.S.

508, 509 (1931) hat prejudgment interest "is more consistent
with the contra :ionale of a 'reasonable royalty' than would
be a rule disallowing such interest"; an 1at the compensatory

purpose of §284 is not well-served by a rule that would deny
prejudgment interest, except where the deft has acted wilfully or in
bad faith, from the mid-1950's to now.

The DC affirmed the Master's award of prejudgment interest on
the royalty award, stating that petr must be charged a premium for

the additional benefit it has enjoyed from retaining the use of the
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royalty money over the many years since its first infringement. The
DC found that, to do otherwise would systematically undercompensate
patentees and encourage their intfringers to continue fighting
lawsuits long after the disappearance of any justification for doing
so for the sole purpose of gathering in generous interest money that
rightful?v halongs to someone else.

The affirmed, holding "that under the facts of this case
the award of interest as the yearly royalty payments became due was
not an abuse of discretion."™ The CA affirmed that interest here was
a necessary element in the reasonable royalty for the patent holder.

The CA cited Aro Manufacturing Co. v. Convertible Top Replacement

Co., 377 U.S.476, 505-506 (1964), which held that "[t]lhe object of
the [1946 Amendment of 35 U.S.C. §284 was to award] general damages,
that is, any damages the complainant can prove, not less than a
reasonable royalty, together with interest from the time
infringement occurred, rather than profits and damages." (quoting
H. R. Rep. No. 1587, 79th Cong., 24 Sess. (1246)). The CA then
stated that "in a case such as this one, 35 U.S.C. 284 itself
suppor s the award of interest from the date of infringement,"
because it requires that the damages be "adequate to compensate for
the infringement." The CA noted that the complaint was filed in
1956 and that interest was awarded "for infringement which took
place in that year": failure to award such interest would be to
"give defendant a windfall in the form of the use of the royalty
money it should have paid to plaintiffs, and would deprive
plaintiffs of money they should have had." Moreover, the CA

continued, "a failure to award interest as of the date of
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infringement would encourage defendants to draw out litigation for
as long a period as possible. The only sufferer from such a result

would be the prevailing plaintiff--the innocent party." (emphasis in

original).

The CA stated that "[plolicy likewise dictates this result:
failure in a case like this one to award interest as of the date of
infringement rewards infringers where those infringers refused to
accept or negotiate a royalty and discourages the amicable licensing
of patents." Moreover, the CA cited the parallel §1498 under which
pre-judgment interest is awarded for patent use by the Government to
"taccomplish complete justice as between plaintiff and the United
States.'" The CA concluded that "[t]he failure to award interest to
plaintiffs here would penalize the prevailing party and reward the
infringer for its wrongdoing, and we decline to reach such an
inequitable result....”

Summary of the Parties' Contentions

I. tr

Petr arqgues that, before 1946, courts disallowed interest on
infringer's profits or reasonable royalties damages until judgment
was liquidated, so lona as the defence was in aond faith and not
i T . The controlling decision on reasonable royalty judgments

Yew ~-o.ate Corp. v. Triplex Safety Glass Co., 298 U.S. 448 (1936).

This Court there held that, in the absence of "exceptional
circumstances," interest on such a judgment does not start until the
date damages are liquidated. From the Duplate facts, and other

decisions of this Court, it was clear that "exceptional



circumstances" could not exist in the absence of a finding he
defendant acted in bad faith or was reckless.

Interest was first referred to in the patent statutes in 1946.
As passed by the House, the bill leading to the 1946 Patent Act
required interest "from the time the infringement occurred.”" 92
Cong. Rec. 1857 (1946). The Senate deleted this mandatory interest
provision and substituted "such costs, and interest, as may be fixed
by the court." 92 Cong. Rec. 9187-9188. The House then accepted

the Senate version of the bill. See 92 Cong. Rec. 9881.
Petr'a arammentae turn on the .. -itical assumption that the 1946

Pataent+ DA+ matsnnraical ly redactrean mMAnaATorv pDre1naament interest anc

adopted in its place language consistent with Duplate.
Considerations unique to patent cases gave Congress special reason
to adhere to Duplate. The Patent Office cannot avoid issuing
invalid patents. Court surveillance is essential before a patent
becomes an established monopoly--especially where there is a good
faith nonreckless defense. But court review cannot materialize
unless the accused infringer defends. There are strong incentives
on the accused infringer to license or otherwise avoid the
litigation. The presumption of validity favors the patentee,
litigation expense is unavoidable, key personnel are tied up in
litigation. Advance notice that interest will not be assessed,
provided the defense is in good faith and not reckless, tends to
offset these obstacles, particularly since interest is normally
substantial. Mindful of this consideration, Congress declined to

tilt the scales still further in favor of the patentee.
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Congress again addressed the interest provision when 35 U.S.C.
§284 was enacted as a part of the 1952 Patent Code. The Code is the
carefuly crafted result of an in-depth review. of the patent
statutes. Where Congress thought guidelines to the courts were

desirable, they were expressed. See Graham v. John Deere Co., 383

U.s. 1, 17 (1966) (stating that §103 was a codification of judicial
precedents). Where the Congress intended to change the law, as in

§271, it did so. See Dawson Chemical Co. v. Rohm & Haas, 448 U.S.

176, 213-216 (1980) (w/POWELL, J.); id., at 238 (WHITE, J.,
dissenting). As enacted, §284 left the law where it stood by
repeating almost exactly the language of the 1946 Patent Act. This
language excludes mandatory interest. But, consistently with
Duplate, it permits discretionary award of interest after there has
been a finding of bad faith or reckless conduct by the infringer.

Petr contends that the courts have continued to follow Duplate.
A few decisions, however, notably the CA2's decision in Georgia-

Pacific Corp. v. U.S. Plywood-Champion Papers Inc., 446 F.2d4 295,

302 (1971), have indicated by dictum that §284 permits a somewhat
broader exercise of discretion "although the question is not free
from doubt." ®Rn»+ ywhere interest has been allowed in these cases,
xceptional circumstaunces uave ween precocuc anu the exercise of

discretion has been within the framework of the Duplate rule.

Petr argues that, if §284 should be broadened in accordance

with the dictum in Georgia-Pacific "to grant the trial court its

traditional discretinary power in equity," prejudgment interest

would still be improper in this case. The trial court's

"traditional discretionary power in equity" requires a balancing of



the equities for and against each party. As shown by the found
facts and indisputable record facts, these equities are
overwhelmingly in petr's favor.

Petr urges that the CA3's judgment be reversed and interest

allowed only from the date the damages were liquidated by the

master's report.

ITI. Resps

Resps st=2r+ with tha etatnte: under §284, the court "shall"
award "damages adequate to compensate for the infringement."
Damages must not be not less than "a reasonable rovalty" with
"interest and costs as fixed by the court." The plain meaning of
the statute, therefore, supports the award of interest from the date
of infringement, both for "adequate compensation" and as "interest."

Resps argue that this Court approved this interpretation of
§284, as amended in 1946 and reenactea in 1952, in Aro. The Court
quoted approvingly from the congressional reports that the basis of
recovery was to be "not less than a reasonable royalty, together
with intereat+ from the time infrinaement occurred, rather than
profits and damages.” Both Honse ana senare Committess reporting
the bill enacted in 1946 stated that its object was to provide
adequate compensation, not less than a reasonable royalty, to
include "interest from the date of infringement." See H.R. Rep.
1587, 79th Cong., 24 Sess. (1946). No spokesman for the bill in
either body ever indicated a change in this legislative intent.

Resps argue that petr "makes up out of whole cloth" its
contention that Congress had special reasons for not changing the

interest rule in 1946. Congress struck the balance when it



eliminated profits, but awarded interest. It thereby removed the
penalty against the good-faith infringer by letting him keep his
profits but also abolished the penalty against the patent holder by
giving him prejudgment interest to make him whole.

Resps argue that the authorities since Aro further support the

CA3's judgment. In Georgia-Pacific, the CA2 sustained an interest

award from date of last infringement as within the DC's discretion,

under the 1946 amendment, even ence of a finding of
exceptional circumstances. 1In cialty Co. v. Bell Hosiery
Mills, Inc., 386 F.2d 287, 290 967), the court stated that
"[tlhe legislative history of _... .. .. ...endment, as recited in th

Aro case, [] shows that the sponsors of the bill contemplated the

allowance of interest from the time of infringement." (emphasis i

original).

Resps defend the award here as necessary to give adequate
compensation in view of the long delay in their receiving any
payment at all, to avoid penalizing the innocent patent holder, and
to avoid giving the infringer-wrongdoer a windfall. Accordingly,
the Master, the DC, and the CA3 overruled the defense of good faith,
as the prejudgment interest award was not imposed as a penalty, but
awarded as delay compensation. Petr adamantly refused to take a
license on any basis although the patent owner gave it notice it was
infringing in 1955 and commenced suit in 1956. Petr could have
negotiated a license at any time before 1956, from which the
interest award dates, since, as the Master held, licenses were the

only potential source of income from the patent.
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Policy reasons also support petr's interpretation of §284. As
the CA3 noted, the denial of interest "discourages the amicable
licensing of patents" which is against the "policy" of the patent
system. Such denial is also unsound administration of justice,
because it encourages the infringer to delay merely to enjoy the use
of the money before the day of reckoning.

Resps argue that, under these circumstances, there is no reason
for this Court to disturb the findings, conclusions, and careful

exercise of discretion by tl ’ DC, and the CA3.

I

A, Statute. Petr correctly describes the law before 1946. 1In
its pre-1946 version of §284, then known as §70, Congress provided
merely for "a reasonable sum as profits or general damages for the
infringement." See Deller's Walker on Patents 24, at 551. Thus,
the statute provided for a multiple of damages "in its [the court's]
discretion." Omitted was any reference to "interest" or to
"adequate compensation not less than a reasonable royalty." See

Tiligham v. Proctor, 125 U.S. 136, 160 (1888).

B. Case Law. In Duplate, the Court held that, "if...an award
of damages upon the basis of a reasonable royalty becomes
appropriate again, we think that interest should run from the date
when the damages are liquidated, and not, as by the present decree,
from the date of last infringement," because there "are no
exceptional circumstances justifying a departure from what is at

least the general rule." 298 U.S., at 459. "Exceptional
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circumstances" meant lack of "earnest controversy and of uncertain

issue." See Tilgham v. Proctor, 125 U.S. 136, 161 (1888).

C. Policy Basis for Duplate Rule. There is some justification

for such a rule in that reasonable royalty damages for patent
infringement are unpredictable. They cannot be known and are not
liquidated until each royalty-bearing product or process is
identified and the reasonable royalty rate is ascertained. Duplate
was a recognition of the unliquidated character of a reasonable
royalty.

Patent litigation is not just a matter of private rights. Good
faith, nonreckless defenses to patent charges are an essential
element of the patent system. The Patent Office is compelled to
accept every patent application. Proceedings are ex parte. It must
examine as best it can, strained by its limited resources, the prior
art. Pertinent information, such as prior invention and prior
public uses, is usually unknown to the Patent Office. Inevitably,
there is a "notorious difference between the standards applied by
the Patent Office and by the Courts" in determining patentability.

Graham v. John Deere Co., 383 U.S. 1, 18 (1966). Patents issue for

a "shadow of a shade of an idea." Atlantic Works v. Brady, 107 U.S.

192, 200 (1882).

This Court observed in Pope Mfg. v. Gormully, 144 U.S. 224, 234

(1892) , that it is "as important to the public that competition
should not be repressed by worthless patents, as that the patentee

of a really valuable invention should be protected in his monopoly."

This court surveillance of patents cannot materialize unless accused

infringers challenge dubious patents ind questionable infringement
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charges. Such challenge is not automatic: business enterprise acts
in its own self-interest. The expenses--and difficulty--of a patent
defense are never lightly assumed. See 35 U.S.C. 282 (presumption

of patent validity); Blonder-Tongue Labs v. University of Illinois

Resources Foundation, 402 U.S. 313, 335 (1971) ("[Platentees are

heavily favored as a class of litigants by the patent statute.").
Further, the prospective deft must undertake an expensive prior art
search and its scarce technical and management personnel are tied up
in unproductive court activities. These obstacles generate a strong
stimulus to take a license or just not to compete.

It is clear that there is a Adisincentive to challenae, hn+ it
is not clear that providing prejudgment interest wiii errect the
decision to challenge. The use of "royalty" money is a cost from
the moment of the infringement notice, regardless whether the
alleged infringer pays that interest then by foregoing the use of
that money and paying some set royalty, or whether he pays it later
in a damage award to the patent owner. It is clear, however, that
not providing for prejudgment interest provides an incentive to
challenge, thus encouraging court action rather than negotiations.
Selective allowance of interest (for bad faith challenges) merely
reduces that incentive to litigate where the defense is totally
without merit.

In Funkhouser v. J.B. Preston Co., 290 U.S5. 163, 168 (1933),

the Court stated:

It has been recognized that a distinction, in this

respect, simply as between cases of liquidated and
unliquidated damages, is not a sound one. Whether the

case is of the one class or the other, the injured party
has suffered a loss which may be regarded as not fully
compensated if he is confined to the amount found to be
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recoverable as of the time of breach and nothing is added
for the delay in obtaining the award of damages. Because
of this fact, the rule with respect to unliquidated claims
has been in evolution.... "The disinclination to allow
interest on claim of uncertain amount seems based on
practice rather than theoretical grounds."” Williston on

Contracts, vol. III, §1413.

D. Conclusion. Although prejudgment interest was clearly not

allowed before 1946, there seems no particular reason to continue
such a rule unless it is clear **-~* Congress intended such a result.

II. The ..46 Statute

A, "Adegquate to Compensate." Because §284 mandates damages

adequate to compensate for an infringement and not less than a
reasonahle rovaltv, it elearlv arauable that the provision
encompasses delay compensation where the courts find that such
compensation is in tact a proper part of "adequate compensation" and
an integral part of the "reasonable royalty."™ Both the .. and the
e AiA Hnet that An award of interest in this case was not a
punitive aevice: interest represents damages for delay in payment
and compensation for use of resps' money that should have been
included in withheld annual royalty statements if such had been
rendered by the infringer. Adequacy of compensation and the amount
of the reasonable royalty are questions of fact, and thus not
subject to review by this Court where they have been affirmed by the
CA3 as not "clearly erroneous." (It also should be noted that Judge
Caleb Wright--known as one of the best patent judges in the country-
-was the DC Judge).

Such view has been taken by the Court in applying 28 U.S.C.
§1498, under which the U.S. Government pays compensation for patent

use., In Waite v, United States, 282 U.S. 508, 509 (1931): "The
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statute grants 'recovery of his reasonable and entire compensation

for such use.' We are of opinion that interest should be allowed in
order to make the compensation 'entire.' [W]e cannot doubt that it
was intended to accomplish complete justice as between the plaintiff

and the United States." See Catalano, Inc. v. Target Sales, Inc.,

446 U.S. 643, 648 (1980) ("It is virtually self-evident that
extending interest-free credit for a period of time is equivalent to
giving a discount [from the purchase price] equal to the value of
the use of the purchase price for that period of time."); Jacobs v.

United States, 290 U.S. 13 (1933) (holding that interest from time

of the taking is necessary to constitute "just compensation" under
the 5th A). See also ALI, Restatement of Restitution §157, at 627
("In actions for restitution brought because of a conversion of
chattels, the measure of restitution is the value of the chattels,
together with, ordinarily, interest from the time of the
conversion."); ALI, Restatement of Torts 24 §913, at 488 (calling
for interest to be awarded for "harms to pecuniary interest from the
time of the accrual of the cause of action to the time of judgment,
if the payment of interest is required to avoid an injustice").
Despite the logic of such an approach, it is probably true that
Congress would not have placed the clause on "interest" also in §284
if it intended to include interest in "adequate to compensate." An
interpretation to the contrary should be avoided, else the clause on
"interest" is redundant. Thus, the Court should not embrace this

view of CA3.

B. _nterest." The face of the 1946 statute also permits

"interest and costs as fixed by the court." A plain reading of the



15.

statute would indicate that the award of "interest" is not left to
the discretion of the court, but tne amount is.

C. Aro. In Aro, the Court yuuieu cue nuuse Report also
adopted by the Senate. It is clear that the sole purpose of the Aro
quotation was to confirm that the 1946 Act eliminated recovery of
the infringer's profits, and the Court was not concerned with
prejudgment interest and did not discuss it. Thus, Aro does not
compel the result in this case.

D. Conclusion. Congress clearly did not draw any distinction

between liquidated and unliquidated claims on the face of the
statute. Unless there is something in the legislative history that
indicates otherwise, it is difficult to conclude but that Congress
in 1946 meant to change the existing law as to interest on
unliquidated infringement damages. The fairest reading of the

statute is that interest is mandatory, but separate from the award

of royalties "adequate to compensate." The amount of interest is
left to the discretion of ar t.
I11. slative History

A. Patent Act of 1946. The major change in the 1946 Patent

Act was the elimination of the infringer's profits as a basis for a
money award, thus limiting the patentee to his damages. See Aro,
377 U.S., at 504-507. The statute codified this Court's earlier

decision in Dowagiac Mfg. Co. v. Minnesota Moline, 235 U.S. 641, 648

(1915). Senator Pepper explained this change on the floor of the
Senate, after which Senator Revercomb asked: "Mr. President, do I
correctly understand that the explanation the Senator has made

covers all the changes which the bill proposes to make?" Senator
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Pepper answered: "That is correct, except for the changing of the
word 'decree' to the word 'judgment.'"™ 92 Cong. Rec. 9187-9188
(1946) .

This statement is poor support for petr's argument that
Congress did not intend to change the Duplate rule, because clearly
Senator Pepper did not recall all the wording changes made in the
Act. The truth is that it is r-* -"--- -+~ +k~ €~=~t~ ~hanged the
language of the House bill or whether the substituted language
r - ng from that deleted. 1It should be
emphasized, however, that the Senate Committee expressly adopted the
House Committee Report, even though the Senate Committee did not
agree to make an attorney's fee award mandatory nor to the limiting
of that award to the patent holder. See S. Rep. No. 1503, 79th
Cong., 2d Sess. (1946). The Sen. Rep. made clear that the purpose
of the change was to render the award of attorney's fees
discretionary. There is no indication that the Senate intended to
change the interest provision of the House bill other than that the
language of the bill itself was changed. 1Indeed, when the bill came
back to the House, Congressman Lanham, who managed the bill,
explained: "The Senate amendments do not interfere with the purport
of the bill. There is a provision with reference to attorneys' fees
and how they shall be paid.” Cong. Rec. 9881.

It seems ~leaar that+ Conarecs meant tn chanae the Duplate rule.
The real issue 1s whether congress 1lntenaea to make interest awards
maj nary. Given the wording change in the bill,
the fairest interpretation of the legislative history is that

Congress meant to make the amount of the interest award (from when
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it would run) discretionary with the Court, but the award itself

discretionary.

B. Patent Act of 1952. 1In 1952, Congress rewrote §284 to

provide its present language, with very little change in the

pertinent provision. Although it is clear that Congress changed

many parts of the patent laws in 1952, see, e. g., 35 U.S.C. §271

(overruling Mercoid v. Mid-Continent Inv. Co., 320 U.S. 661 (1944)),

the relevant congressional intent behind §284 should be considered
that of the 1946 Congress. It is intérésting to note, however, that
Congress in 1952 specifically provided for an award of attorney's
fees only in "exceptional cases," 35 ULS.C. §285, thus seriously
undermining petr's argument that §284 was meant to codify the

Duplate rule.

C. Conclusion. The legislative history, if anything, supports

resps' contention that the award of prejudgment interest is
m~=A~+~~y, There is no basis for the conclusion that Congress had
"special reasons" for not changing the interest rule when it amended
the patent statute in 1946. If anything is discretionary, it is
when interest will be considered to start running.

The pu.nt of Aro's quotation from the legislative history, if
it is at all relevant, is that Congress struck the balance in 1946
when it eliminated profits but awarded interest. It thereby removed
the penalty against the good-faith infringer by letting him keep his
profits, but also abolished the penalty against the patent holder by
giving him interest to make him whole. Award of an infringer's
profits was a windfall to the patent holder, but a failure to award

interest was a windfall to the infringer. Thus, the 0ld system



18.

violated the statute's new principle of indemni.ication in both

respects. It is not surprising, then, that Duplate was not

~ A s~

continued by the Congress.

Ve licy Rationale for Interest Awards

The policies clearly support me-“-*-=-- f=*~-~~% qyards.
"Special circumstances" is a concept yciumwne vo w poalty award, not
to adequate compensation for appropriation of plaintiffs' property.
Interest is an essential ingredient of adequate compensation. As
the Master correctly noted, the present situation is not different
from the situations where a license provides for royalties that
become defaulted; where there is an established royalty; where the
Government is the user; where a contract is bre_ched; where a deft
receives a benefit, but tortiously withholds th_. price from pltf.

In all these cases, interest is proper from the date of the breach,
use, Or wrong.

It is a safe assumption that petr put the money withheld for
royalties to some use. The issue is simply who should get the
earnings of that money. It makes little sense *o give resps the
money but not its earnings. Moreover, the faili~e to award interest
not only discourages amicable licensing of pate :s, it encourages
infringers to continue fighting lawsuits, perhaj 3 brought in good
faith, long after the justification for doing su is obviously gone,
Finally, inflation must be considered to make a 1ltf whole, and
prejudgment interest is an appropriate way to t:¢ e inflation into

account.

Petr could have taken a license with provision for interest on

late payments and still challenged the validity of the patent, so
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there is no more connection between allowing challenges to patents
and interest than there is between such challenges and any other
element of indemnification of the patent holder for infringement of
his patent. The system should certainly protect challenges to
dubious patents, but by the same token, it should encourage
invention by protecting valid patents and by treating infringement
of a valid patent as a property tort, with the patent holder

entitled to full indemnification. See Carbice Corp. of America v.

American Patents Development Corp., 283 U.S. 27, 33 (1931).

V. Discretion

The mrimarw aquity in petr'e fayor is that resps represented in
the CA7, in which circuit this suit began, that, if petr wanted to
avoid infringement, all it need do is leave out the borax. Resps
apparently, however, changed their mind and continued the suit.
Presumably, petr would have switched to a non-damages-creating
bumper process if it had not relied on resps' statement. There is
not, however, much in the way of factual findings to support petr's
assertions of overreaching by resps.

This "equity" goes more to Duplate's "special circumstances”
requirement than it does to the discretion of the court to award
interest from the date of infringement. More relevant to that
inquiry is the fact that the interest here is as much as or more
than the royalties. Clearly, petr came out a big winner for
litigating rather than paying periodic royalty if it does not hav
to pay prejudgment interest. 2an in

195R: netr tnok a chance on litigatina. He "l10ses™ notning DY

paying over the earnings on ' ~~- ~-* %f- f--— k= J-te of that
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infringement. It cannot be said that the lower courts' abused their
discretion in beginning the computation of interest from the date of
infringement. The Court "cannot say that the [award] was either so
unfair or son inequitable as to require [the Court] to upset it."

Blau v. Lehman, 368 U.S. 403, 411 (1962).

Summary
1. I think the evidence and policies support making
prejudgment interest mandatorv under §284. It is not as clear that
such interest must run from the date of infringement. That
consideration should be left to *%~ @i~~wv~sinn ~Ff +he court. Here,
it cannot be said that the court abused its discretion in awarding
prejudgment interest from the date of infringement.

2. Affirm.
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Supreme Qonrt of the HUnited States
Washington, B. . 20543

CHAMBERS OF
JUSTICE WILLIAM H. REHNQUIST

April 29, 1983

Re: No. 81-1661 General Motors Corp. v. Devex Corp.

Dear Thurgood:

I agree with almost all of your opinion, and will be
joining if you could make changes along two lines. First,
the opinion relies on authorities from a few non-patent
contexts in arriving at its interpretation of §284. See,
e.g., p. 7 n.10, citing A.L.I. Restatement of Restitution,
D. Dobbs; Law of Remedies, and so forth. The evidence that
you have set out regarding Congress' intent in enacting §284
seems more than adequate to support the result in this case,
without discussion of the way the law has evolved in other
areas unrelated to the federal patent laws. I would be much
more comfortable if you could eliminate the references in
note 10 to nonpatent cases.

I would also hope that the opinion will not be read as
an invitation to litigate interest awards in patent cases.
While you go a long way toward this result by making it
quite clear that an award of prejudgment interest will be
reviewed on an abuse of discretion basis, see, e.g., p. 10,
you do not make quite as clear the fact that a refusal to
award interest will be judged by a similar standard. A
sentence at the end of footnote 11 would satisfy my
concerns.

Since you have a court in the present draft, I would

understand if you were reluctant to make any changes. 1If
you decide not to, I might write a brief concurrence along

those lines.
Sincerely, vq//

v

Justice Marshall

cc: The Conference
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To: Mr. Justice Powell
From: Jim

Re: GMC v. ™~vex Corp., No. 81-1661

It is my understanding that, before 1946, courts disallowed
interest on infringer's profits or reasonable royalties damages
until judgment was liquidated, so long as the defense was in good

faith and not reckless. See Duplate Corp. v. Triplex Safety Glass

Co., 298 U.S. 448 (1936). The Court there held that, in the absence
of "exceptional circumstances," interest on such a judgment does not
start until the date damages are liquidated. From the Duplate
facts, it was clear that "exceptional circumstances" could not exist
in the absence of a finding the deft acted in bad faith or was reck-
less. JUSTICE STEVENS is trying to move back in part to Duplate.
Section 284, at issue here, states that the court "shall" award
"damages adequate to compensate for the infringement." Damages must
not be less that "a reasonable royalty" with "interest and costs as
fixed by the court." It thus seems clear from the face of the stat-
ute that Congress in 1946 meant to change the existing law as to
interest on unliquidated infringement damages. The fairest reading
of the statute is that interest should be treated like costs: they
are by rule awarded with the amount fixed by the court. The legis-
lative history, if anything, supports the contention that the award

of prejudgent interest is mandatory. 1In any case, discretion was
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greatly limited. The policy arguments are strongly in favor of pre-
judgment interest in this area of the law.

JUSTICE STEVENS would reduce the effect of the 1946 amendments
by making it merely a presumption that the court will award prejudg-
ment interest in the ordinary case. I do not think, however, that
"the nature of the patent and the strength of the defendant's chal-
lenge” are at all relevant to the limited exercise of discretion
that the court has not to award prejudgment interest. While patent
litigation may serve the public interest (and I agree with him on
this point), prejudgment interest does not "repress" it beyond the
point that the litigation should be discouraged. Special circum-
stances, such as those identified by JUSTICE STEVENS, are germane to
a penalty award, but not to "adequate compensation" for appropria-
tion of pltf's property. Interest from the date of breach is an
essential ingredient of adequate compensation.

It is a safe assumption that corporate infringers put the money
that they otherwise would pay in royalties to some use. The issue
in this case, then, is simply who should get the earnings of that
money. It makes little sense to give the patent owner the money,
but not the earnings. More important, the failure to award interest
not only discourages amicable licensing of patents, but it encour-
ages infringers, even those operating in good faith, to continue
fighting lawsuits, long after the justification for doing so is ob-
viously gone. I do not think public policy demands that patent own-
ers subsidize their challegers' lawsuits.

I would not join JUSTICE STEVENS's concurring opinion.
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