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THE SeEAGATE CONUNDRUM: Risks AND REWARDS OF RAISING THE DEFENSE OF
“ADVICE OF COUNSEL” TO A CHARGE OF WILLFUL PATENT INFRINGEMENT

By David L. Applegate & Paul J. Ripp*

magine that your company manufactures or sells a product
in the United States, in competition with other companies
that have patents on some or all of their products. Aware
that your competitors have patent portfolios, your company
retains outside counsel to investigate and advise whether the
new product is likely to infringe any of the competitors’ patents
in the relevant field of art. Assume your counsel investigates
diligently, then gives you a competent written legal opinion,
stating that your company’s product does not infringe upon
the competitors’ patents; or, alternatively, that those patents
are invalid. Your counsel opines that at least one of the patents
is unenforceable, based on the competitor having intentionally
concealed known prior art from the patent office. Your company
then introduces its product in the United States—and, of
course, is promptly sued. In addition to asserting infringement,
the competitor alleges that your company’s infringement is
willful and consequently asks for treble damages. Should your
company produce in discovery and disclose to the jury at trial
the opinions of its counsel to show that it reasonably believed
either that the product did not infringe or that the patent was
invalid or unenforceable? The answer may well depend on the
Federal Circuit’s resolution of what the authors have come to
think of as “the Seagate Conundrum.”
Seagate Technology, Inc. is a defendant in Convolve,
Inc. v. Compagq Computer Corp., a patent infringement suit
currently pending in the United States District Court for
the Southern District of New York.> In Convolve, Seagate is
accused of willfully infringing two of three patents related to
computer disk drive technology owned by Convolve, Inc. and
the Massachusetts Institute of Technology.?

SEAGATE’s OuTsIDE OPINION COUNSEL

Two months before being sued, Seagate had retained an
outside lawyer as “opinion counsel” to advise it concerning the
first two patents and, eleven days after being sued, received a
preliminary written opinion dated July 24, 2000, that Seagate
did not infringe those patents or that the patents were invalid.
Opinion counsel also offered preliminary observations on
a then-pending application for a third patent. Five months
later, Seagate received a final written opinion confirming the
preliminary conclusions concerning the first two patents and
opining that the second patent (since dropped from the suit)
may be unenforceable for inequitable conduct. In March 2002,
Seagate requested a formal opinion on the third patent, which
by then had issued and been added to the suit, and on February
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21, 2003 Seagate received a formal, written opinion of the third
patent’s non-infringement and invalidity as well.

SeAGATE’s OUTSIDE TRIAL COUNSEL

Once sued, Seagate retained separate outside counsel
to represent it in the Conwvolve litigation. Seagate’s trial and
opinion counsel purportedly operated independently and did
not communicate with each other concerning their respective
advice to Seagate. Seagate also reportedly sought and received
opinions regarding infringement, validity, or enforceability of
the patents in suit solely from its opinion counsel, and did
not ask its trial counsel to opine on the merits of its opinion
counsel’s advice.*

Seagate’s trial counsel then informed Convolve and
MIT that Seagate intended to rely, in defense of the willful
infringement claims, on its opinion counsel’s three written
opinions. Seagate therefore disclosed those opinions in
discovery, made its outside opinion counsel available for
deposition, produced all related correspondence and work
product from its outside opinion counsel’s files, and produced
from its own files copies of communications with its outside
opinion counsel.

Discovery SouGHT FroM TriaL COUNSEL AND
SUBSEQUENT PROCEEDINGS

In addition, plaintiffs sought discovery of all internal
Seagate communications with attorneys, and attorney work
product, on the same subjects as those formal opinions,
together with all documents forming the basis of those
opinions and documents reflecting when Seagate and its
counsel communicated orally on those subjects. Claiming
attorney-client privilege and work product protection, Seagate
refused to produce the requested information, and plaintiffs
moved to compel its production.

Following oral argument, the assigned magistrate judge
found that, by producing its outside opinion counsels’ three
written opinions, Seagate had waived the otherwise applicable
attorney-client privilege with respect to all communications
between Seagate and its trial counsel concerning the general
subject matter of opinions Seagate had obtained from its
opinion counsel.’ The court further found that Seagate’s
privilege waiver “continues to such time as Seagate’s alleged
infringement ends;” in other words, until the case is resolved.®
Recognizing that trial counsel might address trial strategy “in
ways that do not implicate the advice-of-counsel defense,”
the magistrate judge provided for in camera submission of
documents relating to trial strategy or planning advice regarding
validity, infringement, and enforceability.” Nonetheless, the
magistrate judge ordered that trial counsel’s advice on these
three subjects be disclosed even if communicated in the
context of trial preparation.®
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Seagate objected to the magistrate judge’s orders under
Fed. R. Civ. 2. 72(a), requested a stay of both orders pending
possible mandamus review by the Federal Circuit, and applied
to the district judge for an emergency stay of the magistrate
judge’s orders—all without success. Seagate then asked the
district court, also unsuccessfully, to certify the rulings for
interlocutory appeal under 28 U.S.C. § 1292(b). When the
magistrate judge subsequently ordered Seagate to comply with
the court’s orders within five business days, Seagate petitioned
for a writ of mandamus.

Tue SEaGATE CONUNDRUM

Seagate currently finds itself between the proverbial rock
and hard place. On the one hand, Seagate has a duty under
long-standing Federal Circuit law to exercise due care to avoid
infringement by, for example, obtaining competent opinion of
counsel that the patents involved are invalid, unenforceable,
or not infringed. But under a recent Federal Circuit en banc
decision, the trier of fact could not make an adverse inference
if Seagate had failed to obtain or disclose an opinion of counsel
concerning infringement, validity or enforceability. Because
Seagate has obtained and disclosed opinions of counsel that
the patents in suit are invalid, unenforceable or not infringed,
however, under another recent Federal Circuit case Seagate may
have lost its ability to communicate confidentially with its trial
counsel on these issues.

BACKGROUND OF WILLFUL PATENT INFRINGEMENT

Section 284 of the patent statute provides in part that,
“[w]hen the damages are not found by a jury, the court shall
assess them,” and that “[i]n either event the court may increase
the damages up to three times the amount found or assessed.™ In
addition, in “exceptional cases,” the court may award reasonable
attorney fees to the prevailing party.'” Many patent plaintiffs
therefore allege willful infringement in hope of receiving up
to treble damages at trial."! In practice, however, willfulness is
found in barely half the cases in which it is pleaded,'? and the
court’s decision to award enhanced damages—even if willfulness
is found—is discretionary, subject to reversal only for abuse of
that discretion."”” Among all cases considered in a recent study
in which willfulness was ultimately resolved (including cases
in which no willfulness was found), enhanced damages were
ultimately awarded only about a third of the time.'* In addition,
unless willfulness is bifurcated from liability, defendants have
an opportunity to present evidence of due care before the
jury decides liability for infringement.”> A persuasive opinion
of counsel, coupled with the testimony of a credible and
persuasive attorney, may help a defendant avoid both a finding
of willfulness and a finding of liability altogether. By asserting
a willfulness claim, therefore, a plaintiff may actually weaken
its liability case. On the other hand, the Seagate conundrum
demonstrates that pleading willful infringement presents great
difficulties for defendants as well.

Underwater Devices Inc. v. Morrison-Knudsen Co.
In Underwater Devices Inc. v. Morrison-Knudsen Co., 717
F2d 1380 (Fed. Cir. 1983), the Federal Circuit announced

that potential infringers with actual notice of another’s patent
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have an affirmative obligation to obtain a competent opinion
of counsel:

[Wlhere, as here, a potential infringer has actual notice of
another’s patent rights, he has an affirmative duty to exercise
due care to determine whether or not he is infringing. Such an
affirmative duty includes, inter alia, the duty to seek and obtain
competent legal advice from counsel before the initiation of any
possible infringing activity.'®

Underwater Devices then upheld a finding of willfulness—
and an award of treble damages—based on defendant’s failure
to obtain competent legal advice, finding that the opinions
offered as a defense in that case “clearly demonstrated. .. willful
disregard for the patents [in suit].”"

Three years later, in Kloster Speedsteel AB v. Crucible Inc.,
the Federal Circuit cautioned that “not every failure to seek an
opinion of competent counsel will mandate an ultimate finding
of willfulness.”'® But Kloster found that the lower court’s failure
to find willful infringement was clearly erroneous, in part
by drawing an adverse inference because the defendant had
remained silent regarding advice of counsel based upon “alleged
reliance on the attorney client privilege.”" And because the
Federal Circuit remanded Kloster to the lower court to address
enhanced damages, as of 1986, accused defendants aware of
plaintiff’s patents who did not seek competent advice of counsel
remained clearly at risk. Ten years later, in Stryker Corp. v.
Intermedics Orthopedics, Inc., the Federal Circuit reiterated that
in considering willfulness, a court should consider “whether
the infringer, when it knew of the other’s patent protection,
investigated the scope of the patent and formed a good-faith
belief that it was invalid or that it was not infringed.”

In light of Underwater Devices and its progeny, therefore,
the most obvious way for an accused infringer to demonstrate
that it investigated the scope of the patent and formed the
required good faith belief is to obtain and to disclose a
competent opinion of counsel. But what happens if the accused
infringer does not obtain such an opinion, or obtains such an
opinion but chooses not to disclose it? Until 2004, the Federal
Circuit continued to permit an adverse inference based on the
failure to produce an opinion.

Knorr-Bremse Systeme Fuer
Nutzfahrzeuge GmbH v. Dana Corp.

In Knorr-Bremse Systeme Fuer Nutzfahrzeuge GmbH v.
Dana Corp., however, the Federal Circuit affirmed a patent
defendant’s right to rely on opinions of counsel as a defense to
willfulness, but overruled “precedent authorizing an adverse
inference” where an infringer:*!

(1) asserts attorney-client or work produce privilege to justify
a failure to produce an exculpatory opinion; or

(2) never obtained legal advice regarding infringement.

In part, Knorr-Bremse stated that it was attempting
to remove “inappropriate burdens on the attorney-client
relationship” and thereby allow more flexibility in a patent
defendant’s ability to rely on its legal advice.”2 At the same time,
Knorr-Bremse reaffirmed that defendants have “‘an affirmative
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duty of due care to avoid the infringement of the known
patent rights of others”? and that determining willfulness may
include several factors to be “weighed by the trier of fact.”* In
keeping with its broad-based “totality of the circumstances”
test, Knorr-Bremse also held that even having a “substantial”
defense to infringement will not necessarily avoid a finding of
willful infringement.” But, independent of an adverse inference
instruction, Knorr-Bremse expressly declined to consider
whether a jury can or should be told whether a defendant has
consulted with counsel.?

By removing an adverse inference of willfulness, Knorr-
Bremse eliminated a powerful incentive to obtain opinion letters.
But how can one square Knorr-Bremse with Underwater Devices,
or even with itself? If an accused infringer has an affirmative duty
to seck a “competent” opinion of counsel, then why should a
jury not be instructed whether a defendant has complied with
that duty?

Cases after Knorr-Bremse suggest the analytical difficulty
in ignoring an infringer’s failure to seek competent advice,
and offering an incompetent opinion may leave defendants
more vulnerable than having no opinion at all.?” Indeed, on
remand in Knorr-Bremse itself the district court found that the
defendants had willfully infringed.”® Another district court
emphasized that Knorr-Bremse “did not say that it was improper
for a jury to infer from an infringer’s failure to consult counsel
that the infringer. .. had notacted properly in other respects.””
And, in an unpublished decision, the Federal Circuit recently
permitted instructing a jury to consider whether counsel had
been consulted; the jury then found willfulness.*®

Because Knorr-Bremse recognized the relevance of
attorney-client communications and noted that “[a] defendant
may of course choose to waive the privilege,” it may be that the
Federal Circuit simply thought that a freer choice, not burdened
by an adverse inference, would limit defendants’ use to bona fide
opinions.®! In its recent Echostar decision, the Federal Circuit
may have eliminated the use of “window dressing” opinions by
reducing the incentive to use opinion letters at all.

In Re Echostar Commc'n Corp.

In In Re Echostar Communications Corp., the Federal
Circuit decided that relying on the defense of advice of counsel
to a charge of willful infringement waives the attorney-client
privilege regarding all attorney-client communications
concerning the same “subject matter.”* District courts have
been wrestling with the precise implications of the ruling ever
since, with sometimes inconsistent and unsatisfying results.
What constitutes the “same subject matter”? Need an attorney
explicitly address validity or unenforceability in order for the
waiver to encompass those topics? (After all, an invalid or
unenforceable patent cannot be successfully asserted against
an alleged infringer.) Does the waiver extend to trial counsel
as well? If so, then does it encompass litigation work product
as well?

1. “Same Subject Matter”
As to what constitutes the same “subject matter,” Echostar
stated broadly that an accused infringer’s assertion of advice of
counsel as a defense to a charge of willful infringement waives
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the attorney-client privilege for all communications with the
accused infringer’s counsel that discuss the infringement,
validity, and/or enforceability of the patent in suit:

[Wlhen an alleged infringer asserts its advice-of-counsel defense
regarding willful infringement of a particular patent, it waives
its immunity for any document or opinion that embodies or
discusses a communication to or from it concerning whether that
patent is valid, enforceable, and infringed by the accused.*

Because issues of infringement, validity, and
unenforceability are fundamentally intertwined with both a
court’s claim construction (a question of law subject to change
on appeal) and the understanding of one of ordinary skill
in the art (a question of fact subject to change as discovery
proceeds), the reasonableness of a continuing infringer’s
reliance on an opinion of counsel is also subject to change. In
addition, any differences between a “reliance opinion” and a
claim construction, the scope of prior art considered, or the
understanding of one of ordinary skill in the art can implicate
the defenses of validity and unenforceability, even if the “reliance
opinion” is limited to the issue of infringement. In keeping
with Echostar’s principles, many courts have found that all
three issues—infringement, validity, and enforceability—are
necessarily of a piece when it comes to examining the infringer’s
state of mind, and all are encompassed by the waiver.*

2. Waiver of Trial Counsel Communications

As Echostar explains, the focus in deciding willful
infringement is the accused infringer’s state of mind.*> Where
the alleged infringement continues after suit is filed, one can
reasonably expect the infringer’s state of mind to be based
on both oral and written communications with trial counsel
throughout the litigation.® As a matter of fairness, then, an
accused infringer should not be permitted to defend itself with
a favorable opinion obtained from opinion counsel, but then
hide from view less favorable or inconsistent opinions or advice
it receives from its trial counsel as the litigation proceeds.

Suppose, for example, that opinion counsel in good faith
provides a competent pre-litigation opinion that the accused
device does not infringe any claims of the patent. That opinion,
however, assumes a favorable Markman claims construction,
and the trial court subsequently construes disputed claims
unfavorably. Already in litigation, the accused infringer does
not seek supplemental advice from outside opinion counsel but
relies instead upon its trial counsel. Assume further that trial
counsel reports that the unfavorable claims construction makes
a finding of infringement likely but strengthens the invalidity
defense, and the accused infringer therefore decides to press on.
Why is the advice on which the defendant decides to continue
not relevant to whether infringement, if found, is willful, at
least from the court’s claim construction forward?

Echostar generally supports this view: “once a party
asserts the defense of advice of counsel, this opens to
inspection the advice received during the entire course of
alleged infringement.”?” Thus, where the “course of the alleged
infringement” is ongoing, as claimed in Convolve, many district
courts have applied the waiver to communications with trial
counsel as well.?®
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Disclosure of trial counsel’s advice presents a significant
and related practical problem: calling trial counsel as a witness
at trial. Such testimony is disfavored because it can prejudice
opposing parties and create conflicts with clients.”” Thus,
disclosing trial counsel’s advice may raise additional difficult
questions regarding its use at trial, depending on what it reveals
and which party seeks to use it. Plaintiffs can reasonably argue
that even if not appropriate at trial, such evidence is likely
to lead to the discovery of admissible evidence, particularly
testimony, from defendants. Defendants might well respond
that if trial counsel advice is referenced in any manner at trial,
then trial counsel should be permitted to testify notwithstanding
the traditional concerns regarding the propriety of such
testimony.

3. Work Product Inclusion

Finally, by including documents or opinions that
“embod[y] or discuss a communication” between attorney
and client, Echostar extended the waiver to work product as
well. Specifically, Echostar found that a party that waives the
attorney-client privilege by relying on the defense of advice
of counsel to a charge of willful infringement must produce
all applicable work product documents (1) that embody a
communication between the attorney and client concerning
the subject matter of the case, such as a traditional opinion
letter and (3) documents that discuss a communication between
attorney and client concerning the subject matter of the case
but are not themselves communications to or from the client,
but not (2) documents analyzing the law, facts, trial strategy,
and so forth that reflect the attorney’s mental impressions but
were not given to the client.*

Convolve, Inc. v. Compag Computer Corp.

In light of Underwater Devices, Knorr-Bremse and
Echostar, the Federal Circuit on January 26, 2007, invited
the parties to Convolve to address three questions on Seagate’s
petition for writ of mandamus:

(1) Should a party’s assertion of the advice of counsel defense
to willful infringement extend waiver of the attorney-
client privilege to communications with that party’s trial
counsel?*!

(2) What is the effect of any such waiver on work-product
immunity?

(3) Given the impact of the statutory duty of care standard
announced in Underwater Devices, Inc. v. Morrison-Knudsen
Co.," on the issue of waiver of attorney-client privilege,
should this court reconsider the decision in Underwater
Devices and the duty of care standard itself?

Seagate Question (1):
Should Waiver Extend to Trial Counsel?

In response to the Federal Circuit’s first question,
Seagate of course insists that the answer is no. In its March 12,
2007, en banc brief, Seagate argues that some district courts

g g
have “mistead” Echostar as establishing a new “general” rule
in patent cases that extends the scope of the attorney-client
privilege waiver to all communications on the same subject as

Engage VolumeS8, Issue 3

the opinion of counsel, including trial counsel. Seagate further
asks that the Federal Circuit “affirmatively hold” that the
scope of waiver does not extend to communications with trial
counsel “where opinion counsel and trial counsel are separate
and independent.”

After observing that the attorney-client privilege is at
the “very heart” of the American adversarial system of justice
and that the scope of privilege waiver is generally limited by
fairness concerns, Seagate first argues that the “general rule”
is that waiver covers only communications with the same
attorney(s) concerning the same subject matter discussed in the
waived communications. Seagate argues next that extending
the Echostar waiver to independent trial counsel contravenes
the Federal Circuit’s attempt in Knorr-Bremse to remove
“inappropriate burdens on the attorney-client relationship.”*
Third, Seagate in effect says that drawing a bright line at
communications with trial counsel would provide a simple
and clear standard.

Seagate’s first argument is one of fairness. Privilege
waiver is driven by its purpose, Seagate argues: the prevention
of abuse resulting from selectively disclosing favorable advice
while refusing to disclose unfavorable advice. If a defendant has
kept its opinion and trial counsel separate and has asked for
opinions on only certain subjects, in fairness to the defendant
the waiver should not extend beyond those communications
with that counsel on those subjects. Seagate’s proposed
distinction, however, does not guard against the defendant
whose opinion counsel gives it a clean bill of health but whose
trial counsel, especially post-Markman or post-design around,
does not. Fairness to both parties does not argue for protecting
attorney-client communications with trial counsel in all cases
on its face, and Echostar makes no reference to the status of
counsel giving the advice: “Under the analysis in Echostar it is
immaterial whether [a defendant’s] opinion counsel and trial
counsel are from the same firm, different firms or are even the
same person.”#

Seagate’s second argument is harder to refute. In refusing
to draw an adverse inference from failure to obtain or produce
an opinion of counsel, Knorr-Bremse did express concern
with “special rules” for patent litigants that unduly burden
the attorney-client privilege and distort the attorney-client
relationship.” Requiring a patent defendant to share with
opposing counsel throughout the litigation its communications
with its own counsel concerning infringement, validity, and
enforceability surely is a “special rule” that “unduly burden[s]
the attorney-client privilege” and “distort[s] the attorney-client
relationship.” Yet Knorr-Bremse addressed waiver simply by
stating that “[a] defendant may of course choose to waive the
privilege...,” suggesting that removing the adverse inference
solved defendants’ problem.* Taken together with Echostar,
Knorr-Bremse discourages patent defendants from seeking
advice, because either it is not needed to avoid an adverse
influence or it proves too perilous to use.””

Finally, as a practical matter, Seagate’s third argument
has merit. In this area, as in others, both plaintiffs and
defendants need clarity, although the bright line test that Seagate
suggests—that waiver not extend to counsel who are separate
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and independent from opinion counsel—is less simple to
enforce than to state. Litigation counsel would, of course, need
to see the opinions of counsel to produce them in discovery,
and would need to read and understand them in order to
represent litigation clients properly. Although litigation counsel
could obtain the opinions from the client directly, would
litigation counsel then need to refrain from talking to opinion
counsel—or the client—regarding these opinions in order to
remain “separate and independent”? If so, then who would
represent opinion counsel at their depositions—yet another set
of counsel? How would the additional counsel communicate
with the client or with litigation counsel? And if litigation
counsel agree with opinion counsel, then does that make them
less “separate and independent”? If the Federal Circuit goes this
route, then it has much clarification to do.

Seagate’s position would finesse these problems by
effectively redefining the standard from a subjective to an
objective one: rather than asking whether defendants acted
reasonably in light of #// advice actually received, the question
would become whether defendants received any advice on
which a reasonable defendant could rely.*® Thus, Seagate’s
proposed separation of trial and opinion counsel would not
eliminate all “sword and shield” concerns, but would merely
ignore some.”

Seagate Question (2):
What is the Effect of Waiver on Work Product?

Seagate gives the second question short shrift, simply
asserting that, “[a]s there should be no waiver of the attorney-
client privilege to communications with separate and
independent trial counsel, there likewise should be no waiver
of the work-product immunity for trial counsel.” But indeed
work product protection should rise or fall with attorney-client
communications, and if the Federal Circuit in Seagate “clarifies”
that the waiver extends to communications with trial counsel,
then Echostar has it right: the waiver should also extend to
work product that embodies or reflects the communication;
i.e., Echostar categories (1) and (3).

Once again, however, Seagate’s solution begs the question:
what constitutes “separate and independent” trial counsel?
Suppose that trial counsel communicates to the client as part
of a litigation risk analysis a work-product memorandum
concluding that opinion counsel’s pre-litigation advice is flawed?
Or, suppose litigation counsel uses opinion counsel’s opinion
as the basis for its litigation strategy? Is the work product
memorandum now producible on the grounds that it is not
“separate and independent”? The practicalities of litigation
again present practical difficulties.

Seagate Question (3):
Should the Federal Circuit Reconsider the Duty of Care?

The answer to this question is self-evidently yes. What
is less clear is what the resulting standard should be. Seagate
argues that Underwater Devices turns upside-down both the
patentec’s burden to prove willful infringement by clear and
convincing evidence,’® and the Supreme Court’s admonition
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in other areas that punitive damages be awarded only for
reprehensible conduct.’! If, as Seagate asserts, Judge Dyk is
correct in Knorr-Bremse that “mere failure to engage in due
care is not itself reprehensible conduct,” then enhanced patent
litigation damages—if they are considered punitive—should
never be awarded for “mere failure to engage in due care.”

On the other hand, what can “willful” infringement
mean but a deliberate disregard of the patentee’s rights after
learning of the patent? Perhaps Underwater Devices, by creating
an affirmative duty, tips the scales too much. But if patents are
to mean anything, should we really encourage defendants to
stick their heads in the sand and not investigate the possibility
of their infringement? Perhaps. The situation is akin to that of
the patent applicant’s obligation to disclose to the Patent Office
known prior art, but not to undertake a search for possibly
applicable prior art about which it does not know. Failure to
disclose the former can constitute inequitable conduct, but
failure to do the latter does not. Even so, many applicants search
for prior art before applying for patents, in order to minimize
the risk of later invalidity. Even in the absence of the prospect
of willful infringement, potential infringers have an incentive
to learn of others’ patents and to design around them, both
to improve their products and to avoid potential liability for
infringement.

CONCLUSION
At bottom, Seagate’s petition presents policy questions,
pethaps better left to Congress than the courts. The Federal
Circuit certainly has its work cut out for it, but the recent history
of Knorr-Bremse and Echostar suggests that the Court is not likely
to resolve many of the issues leading to current criticism.
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