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The Pros and Cons of Asserting U.S.
Patents against Foreign Companies

Steve McBride and John Presper

Stephen McBride is a Senior Attorney practicing
at Oblon, McClelland, Maier & Neustadt,
LLP in Alexandria, Virginia. Mr. McBride

has litigated numerous patents, from pre-trial
investigations through trial and appeal, in a
number of forums, including U.S. District
Courts, the PTAB, and the International Trade
Commission. Mr. McBride’s practice focuses
on patents in the high-tech, software, Internet,
and telecommunications fields. See https:/Iwww.
oblon.comlstephen-mcbride.

John F. Presper is a partner at Oblon, McClelland,
Maier & Neustadt, LLP in Alexandria, Virginia
He represents and advises clients involved in patent
and other intellectual property disputes in federal
court, the International Trade Commission, and the
U.S. Patent and Trademark Office. See https:/[www.
oblon.comljohn-f-presper.

In today’s global economy, U.S. patent holders are
increasingly faced with infringing activities performed
by foreign entities with few, if any, direct contacts in the
United States. This leaves U.S. patent holders with a deci-
sion of whether to sue the foreign entity or another entity
(such as a downstream customer or U.S. affiliate) that has
more U.S. contacts than the foreign entity.

Suing the entity with more U.S. contacts is much more
straightforward with respect to extraterritorial issues, but
there are a number of other considerations that might
make this impractical. For example, if the U.S. patent
holder is a competitor of the foreign infringer, they may
both be competing for the same U.S. customers, and the
patent holder may want to avoid suing its own potential
customers. Similarly, suing the foreign company’s down-
stream customers may not completely stop the foreign
company’s infringement.

The U.S. patent holder can also sue the foreign infringer
directly. While suing a purely foreign entity for patent
infringement raises a number of extraterritorial issues,
there are a number of available avenues for the U.S.
patent holder to assert its patent rights. This article dis-
cusses some of the practical considerations for pursuing
infringement against a foreign entity.

Personal Jurisdiction

Personal jurisdiction is a threshold question for any
lawsuit, especially those involving foreign entities. Before
addressing substantive patent law issues, parties should
always consider whether a U.S. court can exercise per-
sonal jurisdiction over the defendant. In most patent
litigations involving multinational corporations or global
supply chains, defendants will have some contacts with
the United States, but this is not always the case.!

Fed. R. Civ. P. 4(k)(2) is the federal long-arm statute
for the United States. It often applies where a foreign
entity lacks minimum contacts with individual states,
but has sufficient contacts with the United States as a
whole to support personal jurisdiction.? The test for per-
sonal jurisdiction under Rule 4(k)(2) considers whether:
(1) the defendant purposefully directed its activities at
residents of the forum; (2) the claim arises out of or
relates to the defendant’s activities with the forum; and
(3) assertion of personal jurisdiction is reasonable and
fair.?

For patent cases, the personal jurisdiction analysis
often focuses on purposeful availment.* If the foreign
defendant has no actual contacts with the United States
(e.g, has no offices or employees in the United States, has
not visited the United States, and does not advertise or
directly sell into the United States), courts often analyze
purposeful availment under the “stream of commerce”
theory. Under this theory, a foreign defendant may be
subject to personal jurisdiction in the United States
simply by placing a product in the stream of commerce
anywhere in the world so long as the defendant takes an
action that is purposefully directed toward the United
States.’

A full discussion of personal jurisdiction is beyond the
scope of this article, except to emphasize that the analysis
should be performed at the outset in every case involv-
ing foreign defendants. If potential personal jurisdiction
issues exist, patent owners should consider suing alterna-
tive entities, such as customers or U.S. affiliates of the
foreign entity or bringing suit in an alternative venue
such as the International Trade Commission (ITC) as
discussed below.
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Infringement

Assuming personal jurisdiction exists over a proposed
defendant, the next step is to determine whether viable
theories of infringement allow for recovery against
that defendant. Historically, U.S. patent law has had a
strong presumption against extraterritorial application.®
However, this presumption is tempered by the patent
infringement statute, 35 U.S.C. § 271, which has a number
of subsections that apply to activities occurring in whole
or in part outside the United States, as well as case law
that allows for relatively broad application of U.S. patent
law to foreign entities.

Direct Infringement

For example, 35 U.S.C. § 271(a) (the direct infringement
statute) applies to entities that “offer[] to sell” or “sell”
goods within the United States, or “import” goods into
the United States. Courts have held that each of these
activities may occur primarily outside the United States.

SEB S.A. v Montgomery Ward & Co.” illustrates the
scope of direct infringement under § 271(a). In SEB, the
defendant Pentalpha was a Hong Kong company that
manufactured the allegedly infringing deep fryer prod-
ucts in Hong Kong. Pentalpha sold these products to its
customers free on board (f.o.b.) Hong Kong or China
(meaning the customers were responsible for shipping
the products from Hong Kong or China to the United
States). These customers later imported and sold the deep
fryers in the United States. The Federal Circuit affirmed
a jury verdict of direct infringement as to Pentalpha
based on § 271(a) sales or offers to sell. The court, citing
existing Federal Circuit precedent, “rejected the notion
that simply because goods were shipped f.o.b., the loca-
tion of the sale for the purposes of § 271 must be the loca-
tion from which the goods were shipped.”® The Federal
Circuit acknowledged factors like Pentalpha affixing the
American trademarks of its customers to the infring-
ing deep fryer products, manufacturing the deep fryers
with North American electrical fittings, and Pentalpha
invoices identifying delivery to U.S. destinations as sup-
porting the jury’s verdict of direct infringement. Thus,
Pentalpha’s manufacture of products in Asia in accor-
dance with its customers’ requests (which its customers
then imported into the United States) was enough to find
liability based on “sale” of the products in the United
States.

In Transocean Offshore Deepwater Drilling, Inc. v.
Maersk Construction USA, Inc.,’ defendant Maersk
made an offer to sell an allegedly infringing product to
another company that took place in Norway. The product
was to be sold, delivered, and used in the United States.
The court considered whether, under § 271(a), “offer to

sell . . . in the United States” means the location of the
offer to sell, or the location that the actual sale would
take place. The Federal Circuit held that the latter was the
case, explaining that:

The statute precludes “offers to sell . . . within the
United States.” To adopt Maersk USA’s position
would have us read the statute as “offers made within
the United States to sell” or “offers made within
the United States to sell within the United States.”
First, this is not the statutory language. Second, this
interpretation would exalt form over substance by
allowing a U.S. company to travel abroad to make
offers to sell back into the U.S. without any liability
for infringement. [] This company would generate
interest in its product in the U.S. to the detriment of
the U.S. Patent Owner, the type of harm that offer
to sell within the U.S. liability is meant to remedy.
Id. These acts create a real harm in the U.S. to a U.S.
patentee.'”

Under Transocean, any offer for sale of a product that
infringes a U.S. patent and contemplates the infringing
product eventually being sold in the United States may
be an act of direct infringement. Thus, foreign compa-
nies that are negotiating for potential sales of infring-
ing articles in the United States may be liable for direct
infringement under § 271(a) even if the actual sale never
materializes.

Finally, 35 U.S.C. § 271(g) is another subsection to
consider if infringing activities are occurring outside of
the United States. Under §271(g), importing, selling, or
offering to sell a product in the United States where that
product is manufactured outside of the United States
using an infringing process may constitute infringement
even if the product itself does not infringe. So, if a for-
eign company manufactures a product using a process
covered by a U.S. patent, then sells that product to a
customer who then imports the product into the United
States, the customer may be liable for infringement under
§271(g) even if the product itself does not infringe a U.S.
patent.

Indirect Infringement

Indirect Infringement—and specifically inducement
under 35 U.S.C. § 271(b)—can lead to even greater geo-
graphic scope for U.S. patent infringement. Inducement
can be shown where (1) the conduct being induced by the
defendant constitutes direct infringement by another, and
(2) the alleged inducer knowingly induced infringement
and possessed the specific intent to encourage another’s
infringement.!" Notably, there is no requirement that the
inducement occur within the United States.
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Thus, so long as there is direct infringement and the
intent to induce on behalf of the indirect infringer,
inducement can occur anywhere in the world. As dis-
cussed previously, the direct infringement itself need
not be located in the United States, so the inducement
may relate to activities performed wholly outside of the
United States.

02 Micro Int’'l Ltd. v. Beyond Innovation Tech. Co."?
illustrates this scope. In O2 Micro, a foreign defendant
with no apparent ties to the United States was held
liable for inducement even though there were several
degrees of separation between the defendant and direct
U.S. infringer. The defendant BiTEK was an Asian
company that manufactured “current inverter control-
lers” in Taiwan. These controllers were sold to BITEK
customers in Asia and those customers combined them
with other circuit components to create “inverter control
modules.”!® These modules were then sold by BiTEK’s
customers to companies like Samsung and LG, who
incorporated them into LCD displays, like televisions,
that were manufactured in Asia and then imported into
the United States. At a bench trial, the judge found that
BiTEK induced infringement of its downstream custom-
ers like Samsung and LG. The Federal Circuit upheld the
infringement finding.

Similarly, in Power Integrations, Inc. v. Fairchild
Semiconductor Int’l, Inc.,'* the foreign defendant’s
knowledge that the infringing product might be
imported into the United States by downstream custom-
ers was enough for the Federal Circuit to affirm a jury
verdict of inducement. The defendant Fairchild argued
that it sold the accused products to customers overseas
into a worldwide distribution system without any actual
knowledge of where the accused products ultimately end
up. However, the Federal Circuit found that circumstan-
tial evidence was sufficient for the jury to find induce-
ment: designing chips to meet U.S. energy standards,
providing demonstration boards containing the infring-
ing chips to potential U.S. customers, and maintaining a
technical support center in the United States. The court
stated that “hard proof that any individual third-party
direct infringer was actually persuaded to infringe” is
not required.””> A foreign business that runs a facially
geographically-neutral operation may therefore be lia-
ble for induced infringement if circumstantial evidence
indicates its activities are directed at least in part to the
United States.

These cases and others indicate that, given the right set
of facts, entities that are several steps removed in the sup-
ply chain from any U.S. contacts may be liable for patent
infringement in the United States. Patent holders should
be aware that there may still be avenues of recovery
against such foreign entities.

Damages

Patent damages is one area where extraterritorial scope
has grown over the last few years. Traditionally, patent
damages were only available for activities that occurred
within the geographic boundaries of the United States.
However, the Supreme Court’s opinion in WesternGeco
LLC v. ION Geophysical Corp.'® expanded that scope.

In WesternGeco, the Supreme Court expanded plain-
tiff’s lost profit damages to include the defendant’s for-
eign profits. WesternGeco had sued competitor ION
under § 271(f) for manufacturing the components of
WesternGeco’s patented system and shipping those com-
ponents abroad for foreign customers to assemble and use.
At trial, WesternGeco proved infringement and that it lost
ten contracts that were negotiated and performed outside
the U.S. to ION due to the infringement. The jury awarded
WesternGeco lost profit damages for the ten lost contracts,
and the district court denied ION’s post-trial motion to set
aside the verdict. The Federal Circuit, relying on existing
precedent that foreign lost profit damages were not recov-
erable under § 271(a), reversed the district court.

The Supreme Court reversed the Federal Circuit, hold-
ing that, at least for damages under § 271(f), foreign
lost profits are recoverable. In doing so, the Supreme
Court looked to the second step of the Supreme Court’s
two-step framework for deciding questions of extrater-
ritoriality: whether the case involves “a domestic appli-
cation of the statute.” The Supreme Court analyzed 35
U.S.C. § 284 (the patent damages statute) in light of
§ 271(f) and concluded that the case did in fact involve a
domestic application of the statute. The Supreme Court
explained:

[T]he focus of § 284, in a case involving infringement
under § 271(f)(2), is on the act of exporting compo-
nents from the United States. In other words, the
domestic infringement is “the objec[t] of the stat-
ute’s solicitude” in this context. The conduct in this
case that is relevant to that focus clearly occurred
in the United States, as it was ION’s domestic
act of supplying the components that infringed
WesternGeco’s patents. Thus, the lost-profits dam-
ages that were awarded to WesternGeco were a
domestic application of § 284.17

Even though the contracts that formed the basis of the
lost-profits damages were negotiated and performed
entirely outside the United States, the fact that the
infringement under § 271(f) was domestic meant that
the lost profit damages resulting from that infringement
were a result of a permissible domestic application of the
damages statute.
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The WesternGeco decision raises important decisions
regarding whether foreign lost profits (or even reason-
able royalties) are generally available for other subsec-
tions of § 271. This issue was appealed to the Federal
Circuit in the Power Integrations case, where the plaintiff
argued that the analysis of WesternGeco would also per-
mit recovery of damages for direct infringement under
§ 271(a) as to both reasonable royalties and lost profits.'®
Unfortunately Power Integrations settled before reaching
a decision.

If the Federal Circuit were to agree with similar argu-
ments in the future, many damages claims could be sig-
nificantly larger. As a result, patentees should consider
a broader geographic scope of damages going forward.

Discovery

One practical consideration for filing a lawsuit against
a foreign entity is the availability and practicality of
obtaining discovery over the foreign defendant. One of
the biggest drawbacks to suing a foreign defendant is that
discovery can be time consuming and expensive, if it is
even available. Many (but not all) countries make some
forms of discovery available for U.S. litigants, either
through the Hague Convention or through standalone
treaties with the United States. However, this discovery is
often limited in comparison to U.S. discovery (for exam-
ple, some countries may only allow a deposition and no
document discovery) and it can take six months or more
for authorization from the target country. These factors
also tend to increase the cost of foreign discovery.

Because of these issues in obtaining discovery, U.S. pat-
ent owners should carefully consider whether they need to
sue a foreign entity and whether other U.S.—based entities
should be included as defendants. For example, the pat-
ent owner may decide to forego suing the foreign entity in
favor of suing that entities’ downstream customers that
do business in the United States. Alternately, the patent
owner may decide to include U.S. affiliates or subsidiar-
ies of the foreign entity as defendants, either alone or in
addition to the foreign entity. These and similar strate-
gies may allow the patent owner to minimize or avoid the
delay and expense of seeking foreign discovery.

Alternative Venues

The United States has several alternate venues that may
make be worth considering when proceeding against for-
eign entities, depending on the ultimate goals and budget
for the matter. One forum is the U.S. International Trade
Commission (ITC.). Patent owners can file complaints

at the ITC alleging that certain products being imported
into the United States infringe their patent(s). If the pat-
ent owner is successful in proving infringement, the ITC
may issue an exclusion order prohibiting any infringing
articles from being imported into the United States. An
exclusion order can have the practical effect of enjoining
the defendants (referred to as “respondents” in the ITC)
from importing their products into the United States.
This can be an effective remedy regardless of where the
respondent is located or what ties the respondent has
with the United States.

The ITC investigation resembles district court litiga-
tion, with discovery, dispositive motion practice, and a
trial-like hearing. One advantage for patent owners is
that the ITC tends to move very quickly and will not
stay proceedings for inter partes reviews (IPRs) at the
U.S. Patent and Trademark Office. However, the process
can be expensive, the patent owner must have a “domes-
tic industry” related to the patent (meaning the patent
owner must sell—or license the patent to an entity that
sells—products practicing the patent), and the patent
owner cannot obtain traditional damages from the ITC.
Instead, the patent owner must leverage the threat of an
exclusion order for purposes of settlement.

Another program that may be useful in certain situa-
tions is Amazon’s Utility Patent Neutral Evaluation
Program. Under this program, patent owners can request
that Amazon evaluate whether products being sold on
its Web site infringe the patent owner’s patent. Amazon
appoints a neutral patent evaluator (typically a third-
party patent attorney) who takes submissions from
both the patent owner and product manufacturer. If the
neutral patent evaluator determines that the product
infringes, Amazon will remove the product. The main
advantages of this process are its relatively low cost (a
potentially refundable $4000 fee, plus attorney fees) and
quick speed (around 3 months on average). The downside
is, inter alia, that the program only applies to goods sold
on Amazon (meaning manufacturers can still sell through
other channels), there are no damages available, and the
patent owner waives its right to recover against Amazon.
In addition, the patent owner can only address infringe-
ment of just one claim of a utility patent. The seller can
then respond regarding non-infringement and/or the
only other defense available—prior sale of the infringing
product more than one year before the earliest effective
filing date of the eligible patent. This had led some sellers
to attempt to fabricate prior-sales evidence by exploiting
evidentiary loopholes in the program, which Amazon
has recently implemented certain rule change to rectify.
Still, if the primary infringement is occurring through
Amazon, this program gives patent owners the ability to
cheaply and quickly enforce their patent.
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Conclusion

Suing foreign entities for patent infringement can pres-
ent a host of issues for U.S. patent owners. Fortunately,

U.S. patent laws have a fairly broad international reach.
With the proper strategy, patent owners can often obtain
desired results against many foreign entities with almost
no contacts in the United States.
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