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I Introduction

It has been almost ten years since the Federal Cir-
cuit handed down its decision in the famous Grain
Processing case.” 'That decision significantly changed
the way that patent infringers can defend against lost
profits damages claims in patent cases. In particular,
it changed both the criteria and the rationale that are
used when determining whether or not an infringer’s
sales can be counted as lost sales for lost profits dam-
ages analysis.?

Before Grain Processing, the presence of acceptable
noninfringing substitutes would only prevent lost
profits damages if the defendant could show that such
substitutes were actually available and on the market
at the appropriate time. After Grain Processing, it
became possible for a patent defendant to avoid lost
profits damages by successfully arguing that a new
noninfringing product, although not actually sold in
the marketplace at the relevant time, could have been
developed and made commercially available in a timely
fashion and, therefore, should be treated as available
for the purposes of the lost profits calculation.* When
such substitutes are available, lost profits damages are
not available to the patentee. Since the patent damages
theories that lead to the very highest damages awards
are lost profits theories, the decision is significant.

That being said, the significance of Grain Processing
should not be overstated. In actual litigation, the
decision has not had been so influential, as evidenced
by the fact that it has been cited more often in law
review articles than in court decisions. The discus-
sion below sets forth, from a litigator’s viewpoint, the
reasons for which Grain Processing has not had a large
impact either on trial practice or on litigant’s behavior
in response to claims of patent infringement.

Il.  The Facts And History Of The
Grain Processing Litigation

In order to place the discussion of this article into
context, the relevant facts and rulings of the case are
summarized here. The plaintiff was Grain Processing,.
The defendant was American Maize Products. The
dispute involved a kind of food additive called malto-
dextrins.> Maltodextrins are a desirable food additive
because, although they have little taste or color, they
improve the structure of food.®

The dispute between Grain Processing and American
Maize Products was in litigation for an amazingly long
eighteen-year period. During that period, American
Maize Products adopted several different manufactur-
ing processes — each of which allegedly infringed the
patent in suit. When the lawsuit was originally filed
in 1981, they were using Process I.” About a year lat-
er, they adopted a design-around process, Process II,
that was intended to avoid infringement.* When the
case was tried for the first time, the plaintiff asserted
that both Process I and Process II infringed. The trial
court ruled that Process II did not infringe. On ap-
peal, the Federal Circuit reversed, ruling that Process
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IT did infringe the patent.” An injunction issued,
and, as a result, defendant American Maize Products
developed and adopted Process 111, which was a good
faith attempt to avoid infringement."® Grain Process-
ing filed suit to enforce its injunction, and at first, the
district court ruled that Process III also infringed and,
in addition, found American Maize Products in con-
tempt. Then, the district court reversed itself, deter-
mining that Process III did not infringe. On appeal,
the Federal Circuit reversed again, ruling that Process
III actually did infringe. As a result, American Maize
Products had to design around the patent again. They
did so, and adopted the resultant Process IV. Process
IV was ultimately adjudicated not to infringe."!

After the above rulings, the court had to calculate
damages under a lost profits theory of recovery.
American Maize Products was able to demonstrate
that it only took two weeks for it to develop Process
IV, and that adopting Process IV did not require it
to make any significant change of equipment. They
argued that they adopted Process 111 in good faith as
a non-infringing process, and had they but known
that Process 11 infringed, they would have adopted
Process IV instead within a few weeks at insignificant
extra cost, and, therefore, the plaintiff, Grain Process-
ing, was not entitled to lost profits based on the sales
of any maltodextrins that were made by Process II1."*
Rather, because Process IV, an acceptable noninfring-
ing substitute, was immediately available at no cost,
the damages should be limited to a reasonable royalty
even though the process was not on the market at the
relevant time."

The Federal Circuit accepted this argument, and
ruled that Grain Processing was not entitled to lost
profit damages for sales based on Process III. Grain
Processing’s damages were limited to a reasonable
royalty. The Federal Circuit reached this conclusion
because it accepted the argument that Process IV was
“available” as an acceptable noninfringing substitute
that the defendant could have adopted at any time.'*
Thus, the Federal Circuit’s Grain Processing opinion
stands for the proposition that a product that was not
sold on the market during the time that is relevant to
a lost profits analysis can nevertheless be an “available
acceptable non-infringing substitute” that prevents
the patentee from receiving a lost profits award. For
the rest of this article, this proposition will be referred
to as a “Grain Processing argument.”

lll.  Grain Processing Arguments Are Not
Common In Patent Litigation

In most patent litigations, Grain Processing arguments
either do not arise or play only a minor role in resolv-
ing the dispute. In fact, as mentioned briefly above,
the Grain Processing decision is cited more often in
articles and commentary than it is in reported judicial
decisions. For example, a Westlaw “KeyCite” search
in March of 2008 identified over one hundred and
fifty articles and treatises that cited to Grain Pro-
cessing. 'The same search identified only fifty-seven
judicial decisions that cited to Grain Processing over
the same time period. This relatively small number
of decisions citing to Grain Processing suggests that,
for some reason, patent defendants are not presenting
their Grain Processing arguments either in dispositive
motions or at trial. This suggests that these arguments
are not strong enough to be presented to the courts.

One may speculate that the facts that will support a
Grain Processing arguments do not arise that often.
After all, the defendant in Grain Processing had rather
special facts to support their position."” In Grain Pro-
cessing, the accused processes were first held to be non-
infringing processes but were later found to infringe.
This happened more than once. These reversals made
it possible for American Maize Products to credibly
argue that it would have adopted noninfringing Pro-
cess IV earlier if it had only known that its Process I1I
was an infringing process. In addition, because the
infringement analysis was so difficult, there was no is-
sue of willful infringement.'® As a result, there was no
possibility that the defendant would pay an enhanced
damages award. Moreover, the final, non-infringing
Process IV was already on the market and successful
at the time that lost profits damages were adjudicated.
In other words, the defendant had concrete evidence
that the product was a genuine acceptable noninfring-
ing substitute. Further, the defendant had successfully
switched from infringing Process III to noninfringing
Process 1V, and there was solid evidence showing
how long it took for them to make that switch. In
summary, because infringement was so difficult to
evaluate in the Grain Processing case, American Maize
Products had solid evidence to demonstrate that it
was reasonable to treat the acceptable non-infringing
substitute as available at the relevant times due to the
minimal time and cost associated with changing to
an acceptable noninfringing process. Few defendants
will have such an ambiguous patent claim to respond
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to, or such clear evidence that a product that was not
on the market at the relevant time was nevertheless an
acceptable non-infringing substitute.

Another possible explanation is that Grain Processing
arguments are being dropped for tactical or strategic
reasons. The Patent Act provides that the remedy for
patent infringement shall be “in no event less than
a reasonable royalty.”'” Thus, a reasonable royalty is
available in every patent case. In contrast, the lost
profits theory of damages is only available when the
patentee can make a strong evidentiary showing of
causation.'® Specifically, in order to win lost profits
damages, a patentee has to establish a reasonable
probability of “but for” causation, i.e., that its prof-
its were lost due to the infringement."” After the
patentee makes such a showing, the burden shifts to
the accused infringer to show that the claim for lost
profits is unreasonable.?’ In other words, the patentee
has the burden to prove lost profits and is the party
that decides whether or not to put lost profits at is-
sue in the case — if the patentee does not want to
try to make the requisite evidentiary showing, they
will not assert a claim for lost profits damages. If the
patentee chooses to pursue a reasonable royalty theory
rather than pursuing lost profits, the defendant will
not have the opportunity to raise a Grain Processing
argument.”’

The patentee may decide to present only a reasonable
royalty case for tactical reasons that have nothing to
do with the merits of any potential Grain Processing
defense. For example, the patentee may decide not
to argue lost profits in order to reduce discovery. In
order to support an argument for lost profits, the
patentee will have to prove facts under the four-factor
test that was originally set forth in the Federal Cir-
cuit’s Panduit decision, i.e.: (1) that there is demand
for the patented product, (2) that there are no accept-
able noninfringing substitutes, (3) that the plaintiff
had the manufacturing and marketing capacity to
make all of the infringer’s sales, and (4) the amount of
profit that the plaintiff would have made but for the
infringement.*” Proving these Panduit factors is likely
to increase the cost of discovery the patentee and may
require the patentee to produce its own confidential
and sensitive financial, marketing, and technical in-
formation in order to meet its burden of proof. Less
of this sort of confidential information is needed in
order to prove reasonable royalties, which means that

choosing a reasonably royalty theory of damages may
diminish the patentee’s costs as well as its discovery
burden. Further, even when the patentee produces
the requisite discovery, the burden of proof is difficult
to meet.”® Indeed, patentees often lose lost profits
arguments due to inadequate expert analysis or lack of
sufficient proof — i.e., for reasons that have nothing
to do with the merits of any possible Grain Processing
argument.”* Moreover, a plaintiff can win a lot of
money arguing a theory of damages that asks for an
amount “not less than a reasonable royalty.”® In that
regard, patent plaintiffs who have strong cases for in-
junctive relief and/or for willful infringement are even
more likely to feel that these remedies will give them
the leverage they need to negotiate a license without
the extra effort that would be required to prove lost
profits damages. As such, plaintiff’s litigation tactics
can relegate the Grain Processing arguments to a minor
role in the dispute.

Moreover, even if the patentee puts lost profits at is-
sue, the accused infringer may choose not to present
a Grain Processing defense — there may be material
factual issues that prevent them from presenting the
argument on summary judgment, and there may be
logistical problems that prevent them from presenting
the argument at trial. For example, accused infring-
ers are often successful at avoiding damages issues by
bifurcating the litigation so that damages are not con-
sidered until after the court has ruled on validity and
infringement.”® If they win on the issues of validity
or infringement, the court will never have to consider
any Grain Processing argument. Moreover, even when
the accused infringer is not able to bifurcate the trial,
the time available for the patent defendant to present
its case at trial may be so limited that it chooses to
spend its valuable in-court time presenting evidence
of invalidity, noninfringement, or inequitable con-
duct, with the idea that presenting a minimal case on
damages and hoping for the best would be better than
spending a lot of time before the fact finder’s arguing
about the details of the facts relating to patent dam-
ages. The concern is that, if too much time is spent on
damages issue, the fact finder might get the impres-
sion that liability was a foregone conclusion. In the
defense is given only a short time to present its case,
and the issue of damages is not bifurcated, the Grain
Processing argument will likely either be dropped (or
unsuccessful) because it is difficult to present such
arguments effectively in a short period of time.
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Given all of these considerations, it is hardly surpris-
ing that Grain Processing arguments arise rarely either
on dispositive motion or at trial. Fundamentally, the
availability of a Grain Processing argument is not going
to drive the litigation, the settlement negotiations, or
even the patent defendant’s decision of whether or not
to continue selling a product that is alleged to infringe
without attempting a design around.

IV. Grain Processing Arguments Are
Apparently Difficult To Win

It appears that defendants are not having an easy
time prevailing on Grain Processing arguments either
on summary judgment or at trial.” In a few cases,
defendants have raised Grain Processing arguments in
pre-trial or discovery papers, some courts have found
that the argument had sufficient merit that it should
not be dismissed and, therefore, could be presented
at trial.?® That being said, there are few decisions
handed down after trial where such an argument
was actually presented. In fact, the few defendants
that have tried the issue appear to have encountered
great difficulty demonstrating that non-infringing
substitute was actually acceptable and available at the
appropriate time.” Moreover, defendants who have
tried a Grain Processing argument to a jury and lost
have found it difficult to overcome the lost profits
award in post-trial proceedings.”® Thus, even in the
few cases in Grain Processing arguments have been
raised and fully contested on the merits, it appears
that the Grain Processing argument has often been an
ineffective defense.

V. Any Academic Argument That Grain
Processing Creates An Incentive To
Infringe Is Not Supported In Practice

Some academics have argued that the Grain Process-

ing decision creates an incentive to infringe. For

example, the Berkeley Technology Law Journal re-
cently published an article by Hausman, Leonard and

Sidak arguing that the Grain Processing decision, by

creating an incentive for people to infringe patents,

reduces incentives to innovate.®’ Their position is that
the Grain Processing doctrine creates an incentive to
infringe because it allows a defendant to retroactively
adopt a non-infringing technology and thereby avoid
lost profit damages.** They assert that parties accused
of patent infringement will adopt a wait-and-see at-
titude — if the accused product is held to infringe
a valid patent, the defendant can simply take the

benefit of moving to non-infringing technology later
without worrying about lost profits damages.** The
article presents calculus showing that defendants are
more likely to continue to infringe a patent because
of the Grain Processing decision than they would if
Grain Processing arguments were not available under
the patent laws.** These arguments do not accurately
represent the reality of patent litigation.

While Hausman Leonard and Sidak’s mathematical
analysis is probably accurate (because any decision
that potentially lowers damages to patent defendants
will increase the likelihood of increased infringe-
ment), their underlying assumptions do not accu-
rately model the behavior of defendants in patent
cases. For example, if a patent defendant continues
the allegedly infringing activity without modifying
their conduct, they run the risk of enhanced damages
and attorney fees, which are available as remedies in
patent cases when the defendant’s infringement is
found to be willful.”> Awards for willful infringement
can be as much as triple the reasonable royalty (or lost
profits) amount.’*® The remedies for willful infringe-
ment are a strong incentive for rational patent defen-
dants to modify their behavior, whether by adopting
non-infringing technology, settling litigation, taking
a license, or exiting the market. In many cases, the
danger of enhanced damages and attorney fees will
outweigh the potential benefits of any Grain Process-
ing defense.

In addition, the Patent Act provides for injunctive
relief,”” which can be as damaging to a defendant as a
lost profits award, if not more so. Again, the danger
of injunctive relief will often outweigh the potential
benefits of any Grain Processing defense. Further,
even if lost profits damages are not available, the
damage awards under a reasonable royalty theory
can be quite high because, as mentioned above, the
statute provides that damages shall be “in no event
less than a reasonable royalty.”* Therefore, damages
calculated on a “reasonable royalty” theory might
not be overturned even when the trial court enters a
high damages award.”” Indeed, under some theories
of damages, the “reasonable royalty” award alone can
be high enough to deter a rational defendant from
risking infringement damages at all or even from
risking trial on the merits when an acceptable sub-
stitute is available.*” 'Thus, the danger of excessive
damages under a reasonable royalty theory will often
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outweigh the potential benefits of any Grain Pro-
cessing defense. 'Therefore, Grain Processing should
not be viewed as creating a meaningful incentive to
infringe. Rather, it should be viewed as an interest-
ing defense that can sometimes be used effectively
in patent cases but, more often, will be a peripheral
argument.

VI. Conclusion

Although the Grain Processing decision represents a
significant development in patent law, and presents
a theory that can sometimes be used effectively by
patent defendants to reduce their potential liability
in patent dispute, the decision has not been a major
force in the courtroom to date. Rather, although
these arguments can often be made, they are not liti-
gated that often and, when they are litigated, they are
rarely central to the dispute.
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