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FEDERAL CIRCUIT LIMITS ABILITY TO ASSERT THEORIES
OF
INEQUITABLE CONDUCT IN NEW EXERGEN OPINION
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In a new opinion, Exergen, Corp. v. Wal-Mart Stores, Inc., No. 06-1491 (Fed. Cir.
Aug. 4, 2009), the Court of Appeals for the Federal Circuit substantially limited
the ability of a defendant in a patent infringement case to assert an affirmative
defense of inequitable conduct. This opinion could have far-reaching
consequences that curtail the ability of defendants to assert inequitable conduct
in patent cases.
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In federal litigation, the parties are typically allowed to assert claims and
defenses in their initial pleadings on “information and belief.” This allows the
parties to assert claims or defenses initially using broad strokes, without
requiring detailed factual support, and then refine those theories as the case
progresses through discovery. Under Rule 9(b) of the Federal Rules of Civil
Procedure, however, parties are held to a higher standard when asserting



theories of fraud. This rule requires a party to “state with particularity” the facts
that form the basis for alleging fraud.
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Inequitable conduct is an affirmative defense to patent infringement. It requires
evidence that the patentee made a material misrepresentation or omission to the
Patent Office during prosecution of the underlying patent with the intent to
deceive the patent examiner. This is often asserted where the patentee failed to
disclose specific prior art to the Patent Office during prosecution of the patent.
Courts have often frowned on theories of inequitable conduct because they are
easy to assert but difficult to prove. See, e.g. Dickson Industries, Inc. v. Patent
Enforcement Team, LLC, 2009 U.S. App. LEXIS 10779, *13 (Fed. Cir. 2009) (“This
court long recognized that ‘the habit of charging inequitable conduct in almost
every major patent case has become an absolute plague’).
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The Federal Circuit previously held “inequitable conduct, while a broader concept
than fraud, must be pled with particularity” under Rule 9(b). Ferguson
Beauregard/Logic Controls, Div. of Dover Resources, Inc. v. Mega Sys., LLC, 350
F.3d 1327, 1344 (Fed. Cir. 2003). This requires a defendant to identify the
specific factual basis for any theories of inequitable conduct. For example,
where a defendant merely alleged a conclusory theory that the patentee had
committed inequitable conduct because it “failed to disclose all the relevant prior
art known to it,” the Federal Circuit held that such allegations were deficient
because the defendant did not identify the specific prior art that was allegedly
known to the applicant and not disclosed. See Cent. Admixture Pharmacy Servs.,
Inc. v. Advanced Cardiac Solutions, P.C., 482 F.3d 1347, 1356-57 (Fed. Cir. 2007).
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In the new Exergen opinion, the Federal Circuit gave new additional teeth to
these requirements. In that case, the defendant asked the district court for
permission to amend its answer to assert a theory of inequitable conduct. The
defendant generally alleged that the plaintiff had been aware of two particular
prior art references, but had failed to disclose those references to the Patent
Office during prosecution of the underlying patents. The defendant also alleged
that the plaintiff had made specific statements on its website that contradicted
the arguments that it had made to the Patent Office during prosecution of the
patents. The district court refused to allow the defendant to assert such a theory

of inequitable conduct because the defendant had failed to allege inequitable
conduct with the requisite particularity.
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On appeal, the Federal Circuit affirmed, holding that the district court had
properly excluded this theory of inequitable conduct. The Court of Appeals noted
numerous deficiencies with the defendant’'s putative theory of inequitable
conduct.
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First, the Court of Appeals noted that the defendant had merely alleged that
“Exergen, its agents and/or attorneys” were guilty of inequitable conduct. The
Federal Circuit emphasized that this “fails to identify the ‘who’ of the material
omissions and misrepresentation.” Exergen, No. 06-1491, slip op. at 25.
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Second, the Court of Appeals held that the allegations were insufficient to
explain how the asserted misrepresentations and omissions were specifically
relevant to the individual claims of the patents. “[T]he pleading fails to identify
which claims, and which limitations in those claims, the withheld references are
relevant to, and where in those references the material information is found—i.e.,
the ‘what’ and ‘where’ of the material omissions.” /d. at 26.

Rz, EHHDIVIEESHI-EShHRHRA. FFOE L DIL—LOFFECREENICESEARTHDHMN
TRITBHBASh TR E, CAFC I2&hE, ChTRIREON-IEBNEDIL—L, ELTEDIL—LH
DEDREZERICEFRT 200, ELTEDHRBAFREOETEMIXMODEITRBSNTLSOHNHEAS
MZESH TGN, DFY. RELN RO (what) 1&£TE T (where) IBNBESH TLVEL,



Third, the Court of Appeals emphasized that the defendant had not explained why
the withheld references were purportedly more material to specific claims than
the other references that the patentee had disclosed. “Such allegations are
necessary to explain both ‘why’ the withheld information is material and not
cumulative, and ‘how’ an examiner would have used this information in assessing
the patentability of the claims.” /d. at 26.
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Fourth, the Court of Appeals emphasized that there was no particular reason to
infer that the patentee had specifically withheld this information with the intent
to deceive. The defendant alleged generally that Exergen had been aware of
these references, but failed to allege that the patentees knew of specific
information contained in that reference that was alleged to be material to the
underlying patent applications. “Thus, one cannot assume that an individual, who
generally knew that a reference existed, also knew of the specific material
information contained in that reference.” /d. at 27-28. The Court of Appeals
therefore affirmed the district court’s rejection of this theory of inequitable
conduct.
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Going forward, the Exergen opinion may create a formidable barrier for a
defendant who wishes to assert a theory of inequitable conduct. A defendant will
not be permitted to merely allege these theories in broad strokes, but will be
required to provide specific factual details before asserting such a theory. This
will require detailed factual allegations about how a particular prior art reference
that was not disclosed is material to patentability and why the plaintiff
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purportedly withheld that reference with the specific intent to deceive. This will
likely have the desirable outcome of limiting theories of inequitable conduct that
are not supported by the evidence, while allowing those theories to proceed that
have specific factual support.
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