INTELLECTUAL PROPERTY

Case NotEe: THE Hormes GRoup, INC. v. VORNADO AIR CIRCULATION SYSTEMS, INC.

By ARUN CHANDRA*

A significant portion of the patent bar was caught
off-guard when the Supreme Court recently ruled that the
Court of Appeals for the Federal Circuit (hereinafter “Federal
Circuit”) cannot assert jurisdiction over a case in which the
plaintiff does not assert a patent claim.! Consequently, a
defendant’s original counterclaim for patent infringement is
insufficient to bring the case within the appellate jurisdiction
of the Federal Circuit and all appeals must be taken to the
regional Court of Appeals that reviews decisions from the
district court where the case is tried.?

Prior to the Supreme Court’s Holmes Group ruling,
the Federal Circuit took the view that it had jurisdiction over
all cases that included a patent law issue.> Consequently, if,
for example, ABC Corporation brought a trade dress infringe-
ment suit against XYZ Corporation and then XYZ Corpora-
tion counterclaimed alleging that ABC Corporation infringed
its patent, all resulting appeals would be heard by the Federal
Circuit. However, as noted above, after Holmes Group, this
is no longer the case.

History of Holmes Group Case

In May of 1990, Vornado Air Circulation Systems,
Inc. (hereinafter “Vornado) obtained a utility patent for a
ducted fan.* In addition to the patent, Vornado believed that
its patented fans also had a unique trade dress. As a result,
in late 1992 it sued its competitor, Duracraft Corporation (here-
inafter “Duracraft”), claiming that Duracraft’s use of a “spiral
grill design” in fans infringed Vornado’s trade dress.® Unfor-
tunately for Vornado, the Court of Appeals for the Tenth
Circuit ruled that Vornado did not have any valid trade dress
rights in its grill design, as a result of which Durasoft did not
infringe any trade dress.®

A few years later, despite the earlier ruling against
it, Vornado filed a complaint with the United States Interna-
tional Trade Commission (hereinafter “ITC”) against The
Holmes Group, Inc. (hereinafter “Holmes Group™).” The com-
plaint alleged that Holmes Group’s sale of fans and heaters
with a spiral grill design infringed Vornado’s patent as well as
the same trade dress that was held unprotectible in Vornado 1.}

Immediately after Vornado filed its ITC complaint,
Holmes Group filed suit against Vornado in the United States
District Court for the District of Kansas. Holmes Group
sought a declaratory judgment that its products did not in-
fringe Vornado’s trade dress and an injunction restraining
Vornado from accusing it of trade dress infringement in pro-
motional materials.® Vornado’s answer asserted a compul-
sory counterclaim alleging patent infringement by Holmes
Group.'” The district court granted the declaratory judgment
and injunction that Holmes Group sought.!" Tt also held that
Vornado was collaterally estopped from relitigating its claim

of trade-dress rights in the spiral grill design because of
Vornado 1.

Vornado appealed the district court’s ruling to the
Federal Circuit. Holmes Group responded by arguing, inter
alia, that the Federal Circuit lacked appellate jurisdiction since
its original complaint had not included any patent-law is-
sues. Ignoring Holmes Group’s challenge to its jurisdiction,
the Federal Circuit went ahead and vacated the district court’s
judgment in an unpublished per curiam opinion.”® The case
was remanded for consideration of whether the “change in
the law” exception to collateral estoppel applied in light of
Supreme Court’s decision in TrafFix Devices, Inc. v. Market-
ing Displays, Inc."*

Upon losing in the Federal Circuit, Holmes Group
appealed to the Supreme Court, which granted certiorari.'®

Supreme Court’s Ruling

Justice Scalia delivered the opinion of the Court
that was joined by Justices Rehnquist, Kennedy, Souter,
Thomas and Breyer. Justice Stevens filed an opinion concur-
ring in part and concurring in judgment. Justice Ginsburg
issued a separate opinion concurring only in the judgement,
which was joined by Justice O’Connor.

The Court began its analysis by noting that Con-
gress vested the Federal Circuit with exclusive jurisdiction
over appeals from final decisions of district courts of the
United States if the district court’s jurisdiction was based, in
whole or in part, on 28 U.S.C. § 1338." In turn, Section
1338(a) states that “district courts shall have original juris-
diction of any civil action arising under any Act of Congress
relating to patents.”!’

Because Section 1338(a) does not provide any black-
and-white test to determine whether a case arises “under any
Act of Congress relating to patents,” the Court sought guid-
ance from its earlier rulings interpreting other similar stat-
utes.!® In particular, the Court looked to its interpretation of
the phrase “arising under” in Section 1331,'* which empow-
ers district courts with jurisdiction over civil actions “arising
under the Constitution, laws, or treaties of the United
States.”® Since the well-pleaded-complaint rule governs
whether a case arises under federal law for purposes of Sec-
tion 1331, a similar adaptation of the rule to Section 1338(a)
required that a consideration of “whether a case ‘arises un-
der’ patent law ‘must be determined from what necessarily
appears in the plaintiff’s statement of his own claim in the bill
or declaration ...””*' In other words, the “plaintiff’s well
pleaded complaint ‘must establish either that federal patent
law creates the cause of action or that the plaintiff’s right to
relief necessarily depends on resolution of a substantial ques-
tion of federal patent law ....”"%
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Reviewing the law on the issue of whether a federal
law counterclaim can serve as a basis for establishing federal
jurisdiction in cases originating in state courts, the Court
noted that because the plaintiff is the master of the com-
plaint, the well-pleaded-complaint rule enables him to have
his cause heard in state court by eschewing claims based on
federal law.>* If, however, a counterclaim could form the ba-
sis of federal jurisdiction, then “a defendant [would be able]
to remove a case brought in state court under state law,
thereby defeating a plaintiff’s choice of forum, simply by
raising a federal counterclaim,”” and the plaintiff would no
longer remain the master of his complaint. The Court worried
that conferring such a power to remove cases upon the de-
fendant would radically expand the class of removable cases,
which would be contrary to the due regard for the indepen-
dence of state governments.?® In addition, “allowing respon-
sive pleadings by the defendant to establish ‘arising under’
jurisdiction would undermine the clarity and ease of adminis-
tration of the well-pleaded-complaint doctrine, which serves
as a ‘quick rule of thumb’ for resolving jurisdictional con-
flicts.”?” Clearly, these reasons recommended against
“transform[ing] the longstanding well-pleaded-complaint rule
into the well-pleaded-complaint-or-counterclaim rule,”*® as
applied to Section 1338.

Living up to his reputation of a textualist, Justice
Scalia dismissed the argument that the Court must effectuate
Congress’ goal of promoting uniformity in patent law by in-
terpreting Sections 1295(a)(1) and 1338(a) as conferring ex-
clusive appellate jurisdiction on the Federal Circuit when-
ever a patent-law counterclaim is raised.”” He refused to
speculate what would further Congress’ goal of ensuring
patent-law uniformity, but instead noted that it was the words
of the statute that governed.*® Continuing on, Justice Scalia
argued that “[i]t would be an unprecedented feat of interpre-
tive necromancy to say that § 1338(a)’s ‘arising under’ lan-
guage means one thing (the well-pleaded-complaint rule) in
its own right, but something quite different (respondent’s
complaint-or-counterclaim rule) when referred to by
§ 1295(a)(1).”*!

Justice Stevens agreed that “the exclusive jurisdic-
tion of the Court of Appeals for the Federal Circuit in patent
cases is fixed with reference to that of the district court.”*
Further, because “the jurisdiction of the court of appeals is
not ‘fixed’ until the notice of appeal is filed,”* Justice Stevens
was of the view that an amendment by plaintiff that added a
patent law claim to the original complaint would also bring
the case within Federal Circuit’s jurisdiction.**

As a result:

... if a case began as an antitrust case, but an amend-
ment to the complaint added a patent claim that was
pending or was decided when the appeal is taken,
the jurisdiction of the district court would have been
based “in part” on 28 U.S.C. § 1338(a), and therefore
§ 1295(a)(1) would grant the Federal Circuit jurisdic-
tion over the appeal. Conversely, if the only patent
count in a multi-count complaint was voluntarily
dismissed in advance of trial, it would seem equally

clear that the appeal should be taken to the appro-
priate regional court of appeals rather than to the
Federal Circuit.*

Justice Ginsburg, on the other hand, argued that
the Congress’ purpose in enacting the underlying statute
should control. As such, she would “give effect to Con-
gress’ endeavor to grant the Federal Circuit exclusive appel-
late jurisdiction at least over district court adjudications of
patent claims.”® She was of the view that “when the claim
stated in a compulsory counterclaim arises under federal
patent law and is adjudicated on the merits by a federal dis-
trict court, the Federal Circuit has exclusive appellate juris-
diction over that adjudication and other determinations made
in the same case.”’ Justice Ginsburg concurred in the judg-
ment, however, solely because no patent claim was adjudi-
cated at the district court level.®®

Conclusion

As an initial matter, Holmes Group illustrates that
the Supreme Court does remain aware of happenings at the
Federal Circuit, and will not hesitate to review cases even
where a Federal Circuit opinion appears uncontroversial. This
should definitely surprise those who believe that the Su-
preme Court gives high deference to the Federal Circuit on
patent law issues.*

After Holmes Group, it is clear that a plaintiff can
avoid review of his case by the Federal Circuit by omitting
patent claims from his complaint.** For example, where a
plaintiff fears that the Federal Circuit may be less receptive,
he can ensure that an appeal from his case goes to his re-
gional Court of Appeals by asserting only non-patent claims
in the original complaint. However, the question of whether
an amendment adding a patent law claim to the original com-
plaint brings the case within Federal Circuit’s jurisdiction
remains a mystery to be solved at a later date.

Of course, a necessary corollary of the decision is
that regional Courts of Appeals will also get to decide patent
issues raised in response to antitrust, trademark, copyright,
trade secret, contract, unfair trade practices, or other non-
patent claims filed by a plaintiff. That is, “other circuits will
[now] have some role to play in the development of ... [patent]
law.”*! ‘While the prospect of all Courts of Appeals ruling on
patent issues may trouble some, others will agree with Jus-
tice Stevens that “[a]n occasional conflict in [patent law]
decisions may be useful in identifying questions that merit
... [the] Court’s attention. Moreover, occasional decisions
by courts with broader jurisdiction will provide an antidote
to the risk that the specialized court may develop an institu-
tional bias.”*
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