IN THE UNI TED STATES DI STRI CT COURT
FOR THE EASTERN DI STRI CT OF PENNSYLVAN A

RONALD A. KATZ TECHNOLOGY

LI CENSI NG, L.P., ; ClVIL ACTI ON
Pl ai ntiff, :
V.

VERI ZON COVMUNI CATI ONS, | NC.,
and CELLCO PARTNERSH P d/ b/ a
VERI ZON W RELESS, :
Def endant s. : NO. 01-5627

Newcorner, S.J. Decenmber _, 2002
CPI NI ON
Currently before the Court is Defendant Verizon
Comruni cation Incorporated’ s Mdtion for Summary Judgenent of Non-
Infringenent. For the follow ng reasons the notion will be

gr ant ed.

| . Factual Backaground

This is a patent infringenent case. The Plaintiff
Ronal d A. Katz Technol ogy, Licensing (“RAKTL”) hol ds several
patents relating to automated tel ephone services. |n Novenber of
2001, RAKTL filed suit against Verizon Comruni cations
| ncorporated (“VCI”) and Verizon Wreless.? RAKTL cl ai ned that

t he Defendants infringed on fourteen of its patents.? RAKTL

RAKTL later anended its conplaint to reflect that Verizon Wreless is a
brand name of Defendant Cellco Partnershinp.

2RAKTL recently amended its conplaint to include two additional patents
bringing the total nunmber of patents involved in this litigation to sixteen.
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clainms that the Defendants utilize the technol ogy covered by
t hese patents in providing automated custonmer service and prepaid
t el ephone servi ces.

On January 4, 2002, VCI noved for summary judgnent. In
its notion, VCl clains that it can not be |iable for infringing
on RAKTL' s patents because it does not provide any goods or
services. VCI clains that it is nmerely a holding conpany. RAKTL
has not offered any evidence to refute the basic proposition that
VCI does not provide any of the allegedly infringing services.

VCI does, however, own literally hundreds of subsidiaries,

several of which provide these infringing services. RAKTL clains
that VCl is liable for the infringenent of these subsidiaries
because of the level of control it exercises over them

From the exhi bits produced by the parties it appears
that VCl does indeed exercise sone control over its |egion of
subsidiaries. It is a reasonable inference that VCl selects the
majority of the board of directors of these conpanies, by virtue
of its majority or total ownership of them Specifically, it is
known that VCI chooses a majority of the board of representatives
of Defendant Cellco. It is also clear that VCl executives make
strategic policy and pricing decisions for VCl's subsidiaries.

VCl al so maintains control over acquisitions and di spositions.

I n advertising and other public statenents, Verizon does not



del i neate between its subsidiaries and the parent conpany.?
Further, VCI includes information about its subsidiaries in forns
it submts to the Securities and Exchange Conm ssi on.

The exhibits presented to this Court al so show that VC
does not manage the day-to-day activities of its subsidiaries.
Specifically, VCI does not manage the day-to-day provision of
custoner service or prepaid phone services. Moreover, VCl's
officers are not aware of the types of technol ogy that are used
in providing the allegedly infringing services, nor does it
deci de what technology is to be used in providing these services.
VCI has only twelve enployees: a CEQ a CFO, a President, five
executive assistants, and four enployees in charge of
adm ni stering the charitable contributions of the Verizon

Foundati on.

1. DI SCUSSI ON

A Summary Judgnent St andard

Summary judgnent is appropriate "if the pleadings,
depositions, answers to interrogatories, and adm ssions on file,
together with the affidavits, if any, show that there is no

genui ne issue as to any material fact and that the noving party

3common experience as well as the exhibits produced exenplify this
point. Verizon conmmercials shown in narkets that cover several states do not
poi nt out that those people who live in Pennsylvania will actually be
pur chasi ng services through Verizon Pennsylvania Inc., while those living in
New Jersey will be purchasing their services from Verizon New Jersey, Inc.
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is entitled to a judgnent as a matter of law" FeED.R CQV.P
56(c)(2002). The party noving for summary judgnent has the

initial burden of showing the basis for its notion. See Cel otex

Corp. v. Catrett, 477 U.S. 317, 323 (1986). Once the novant

adequately supports its notion pursuant to Rule 56(c), the burden
shifts to the nonnoving party to go beyond the nere pl eadi ngs and
present evidence through affidavits, depositions, or adm ssions
on file to show that there is a genuine issue for trial. See id.
at 324.

A genuine issue is one in which the evidence is such
that a reasonable jury could return a verdict for the nonnoving

party. See Anderson v. Liberty Lobby, Inc., 477 U S. 242, 248

(1986). Wien deciding a notion for summary judgnent, a court
must draw all reasonable inferences in the |ight nost favorable

to the non-novant. See Big Apple BMN Inc. v. BMWof N Am,

Inc., 974 F.2d 1358, 1363 (3rd G r. 1992).

RAKTL argues that there are geniuine issues of fact
that would allow a reasonable jury to find for the Plaintiff.
Specifically it clains that two | egal theories support hol ding

VCl liable for the infringenent of its subsidiaries.* First, it

Thits conpl aint RAKTL al so alleges that VCl is liable for contributory
i nfringenent under 35 U.S.C. § 271(c). Liability under 8 271(c), however, can
only be inposed if a defendant offers to sell, sells, or inports a conponent
of a patented invention. 35 U S. C. § 271(c)(Wst 2002). As stated above, it
i s undi sputed that VCI does not sell any products or provide any goods and
services. Myreover, RAKTL did not even discuss its contributory infringenent
claimin its opposition to VCl's notion. Accordingly, no further discussion
of this claimis necessary, and sunmary judgnent on the contributory
infringenent claimis granted.



claims that VCI may be liable for direct infringenment under 35
U S.C 271(a).> Second, RAKTL alleges that VCl could be Iiable
for inducing its subsidiaries to infringe in violation of 35

U S C 271(c).°®

B. Direct |Infringenent

In claimng that VCl can be liable for direct
i nfringenment, RAKTL asserts that a parent can be shown to have
commtted tortious acts of patent infringenent if it exercises
control over an infringing subsidiary. It further asserts that
liability can be inposed on a parent w thout piercing the
corporate veil. This Court finds no support for RAKTL's
ar gunent .

RAKTL all eges that a parent corporation can be |iable
for direct infringenent because it exercises control over its
infringing subsidiaries. RAKTL does not attenpt to explain the

degree of control it is referring toin its argunent.

°35 U.S.C. § 271(a) provides:
Except as otherwi se provided inthis title, whoever w thout
authority nmakes, uses, offers to sell, or sells any
patented invention, within the United States or inports
into the United States any patented invention during the

termof the patent therefor, infringes the patent.

635 U.S.C. 271(b) provides:

Whoever actively induces infringenent of a patent shal
be liable as an infringer.



Certainly, liability cannot be inposed on a parent corporation if
it exercises only basic directional control over a subsidiary.
Every parent corporation, and indeed every majority stockhol der
in a corporation, exercises this degree of control. |In fact,

st ockhol der control over nmmjor decisions is required by |law. See
DeL CobE ANN. tit. 8 88 251(c)(West 2002) (requiring stockhol der
approval for a nmerger or consolidation); 271(c)(requiring

st ockhol der approval for a sale of all or substantially all of a
corporations assets). The Suprene Court has rejected hol ding
parent corporations liable for nerely exercising this basic |evel
of control that is inherent in stock ownership. U.S. v.

Bestf oods, 524 U. S. 51, 62 (1998).

To the contrary, a parent is only derivatively |iable
for the torts of its subsidiaries if it so dom nates themas to
warrant piercing the corporate veil. Bestfoods, 524 U S. at 62.
This principle applies to direct patent infringenment under 8§

271(a), just as it would to any other tort. See Othokinetics,

Inc. v. Safety Travel Chairs, Inc., 806 F.2d 1565, 1579 (Fed.

Cr. 1986)(holding that patent infringenent is atort). 1In A

Stucki Company v. Wrthington Industries, Inc., 849 F.2d 593

(Fed. Cir. 1988), the Federal Circuit held that a parent could be
liable for direct infringenment only if there was sufficient
evidence to justify piercing the corporate veil.

The case | aw does not support RAKTL s argument that



piercing the corporate veil is not necessary to inpose liability
for direct patent infringenent. RAKTL relies on the case of

Synbol Technol ogies, Inc. v. Metrologic Instrunments, Inc., 771

F. Supp. 1390 (D. N.J. 1991). Synbol Technol ogies holds, quite

correctly, that piercing the corporate veil is not necessary to
hold officers of a corporation liable for patent infringenment.

ld. at 1403. Nothing in Synbol Technol ogi es supports RAKTL' s

contention that piercing the corporate veil is not required to
hol d stockhol ders liable.” The confusion arises over a

m sunderstanding as to what is the “corporate veil.” The term
“corporate veil” refers to the protection fromliability that

st ockhol ders receive by virtue of enploying the corporate form
See 1 FLETCHER CYCLOPEDI A OF THE LAW OF PRI VATE CORPORATION ( “ FLETCHER') 88§
41 & 1556 (stating that the primary purpose of a corporation is
tolimt liability of sharehol ders). It has never been the | aw
that this principle of limted liability applies to officers of a
corporation, who are directly involved in managi ng the
corporation, and therefore, nmay be liable as joint tortfeasors

for acts conmtted in the regular course of the corporation’s

It is noted that the party that the Plaintiff sought to hold personally
liable for direct infringement in Synbol Technol ogies was both the president
and owner of the infringing corporation. The reason the Court held the
i ndi vidual liable, however, was because his actions were taken in direct
managenment of the corporation. Specifically he designed, nmanufactured, and
sold the infringing device. These activities are not those typically taken by
a stockhol der-owner. The basis for liability in that case was solely his
actions taken as a president and direct manager of the corporation, not as a
st ockhol der.




busi ness. See FLETCHER 8 1135. W hold, in accordance with both

A. Stucki and Symbol Technol ogies, that owners of the stock of a

corporation are not |iable under the theory of direct patent
i nfringenment unless the corporate veil is pierced.

As this Court stated in its early opinion in this case,
RAKTL has not alleged facts in its conplaint, nor could it find
sufficient facts, to warrant piercing the corporate veil. Ronald

A. Katz Tech. Licensing v. Verizon Comuni cations Inc., 2002 U.S.

Dist. Lexis 19691 (E.D. Pa. 2002). Nothing produced in RAKTL s
opposition persuades this Court to change that earlier
conclusion. No genuine issue of fact exists as to whether VC
has directly infringed, and summary judgenent on that clai m nust
be grant ed.

C. | nduci ng | nfringenment

RAKTL clainms that VCI can be jointly and severally
liable for its subsidiaries’ infringenent under the theory of
i nducing infringenment. Inducing infringenment requires proof of
sone affirmative act that causes, urges, encourages, or aids

another to infringe. Tegal Corp. v. Tokyo Electron Co., Ltd.,

248 F. 3d 1376, 1379 (Fed. G r. 2001)(quoting Fronberg, Inc. v.

Thornhill, 315 F.2d 407, 411 (5th Cr. 1963)). |Inducenent cannot
be prem sed on an om ssion or oversight by a defendant. Teqgal,
248 F.3d at 1379.

In addition to an affirmative act, a plaintiff alleging



i nducenment nust prove that a defendant had specific intent to
infringe on the patent. Specific intent is the intent “to
acconplish the precise act which the aw prohibits.” BLAK S LAwW
DicTtionary 810 (6'" ed. 1991).8 Specific intent in the area of
i nducing infringenment requires that a defendant know that it is
i nducing activity that infringes on a patent.

RAKTL argues 8 271(b)does not require specific intent.
However, after a review of the relevant authorities we nust
di sagree. Federal Crcuit case |aw supports a requirenent of

specific intent. See Water Technologies Corp. v. Calco, Ltd.,

850 F. 2d 660, 668 (Fed. Cr. 1998)(hol ding that case | aw and
| egislative history uniformy assert a requirenent that a party

knowi ngly infringe); Manville Sales Corp. v. Paranpbunt Systens,

Inc., 917 F.2d 544, 553 (Fed. G r. 1990)(requiring plaintiff to
prove specific intent, i.e., that the defendant knew his actions

woul d i nduce actual infringenent); Hew ett-Packard Co. v. Baush

and Lonb Inc., 909 F.2d 1464 (Fed. Cr. 1990)(requiring that the

i nducing party actually intends to cause the acts that constitute
infringenment). Further, District Courts have held that the a
plaintiff nust prove a defendant had know edge that the conduct

he was inducing actually infringed on a patent. See Young Dental

Mg. Co. v. B Special Products Inc., 891 F. Supp. 1345 (E.D. M.

8ror exanpl e, common |law | arceny required that a defendant take “with
the intent to steal.” |If a defendant thought that the property he was taking
was his, then the requisite intent was mnissing.
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1995); Davila v. Arlasky, 857 F.Supp. 1258 (N.D. IIl. 1994);

Hughes Aircraft Co. v. National Sem conductor Corp., 857 F. Supp.

691 (N.D. Cal. 1994); Dynam s, Inc. v. lLeepoxy Plastics, Inc.,

831 F. Supp. 651 (N.D. Ind. 1993). Requiring specific intent for
i nducenent of infringenent is also consistent with the conparison
that courts have nade between inducing infringenent and ai di ng

and abetting a crimnal offense. National Presto Indus., Inc. v.

West Bend Co., 76 F.3d 1185, 1196 (Fed. G r. 1996). The crine of

aiding and abetting simlarly requires that a defendant have the
specific intent to forward the comm ssion of the crine. U.S. v.

Ri chards, 302 F.3d 58, 67 (2d Gr. 2002); U Sv. Garth, 188 F.3d

99, 113 (3d Gr. 1999); Conant v. Walters, 309 F.3d 629 (9th Cr.

2002). Accordingly, we hold that RATKL nmust show that there
exists a material issue of fact as to whether VCI acted with
know edge that it was inducing infringing conduct.

RAKTL has failed to show that VCl perforned an
affirmative act sufficient to incur liability for inducing
infringement. All of the evidence that RAKTL has produced proves
only that VCl generally manages its subsidiaries. There is no
evi dence that VCI causes, encourages, or aids any of its
subsidiaries in providing automated custoner service or prepaid
phone service. RAKTL clains that VCl could be liable for
i nducenent because VClI chooses Cellco’s Board, which in turn,

oversees procurenent. This alone, however, is not an affirmative
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step that induces infringenent. Just because infringing acts may
have been taken by Cellco board nmenbers who ultimately are given
their authority by VC does not nean that VCI induced those
actions. See Tegal, 248 F.3d at 1388 (refusing to find an
affirmati ve act when one corporation allowed an affiliate to
infringe). Rather, when viewed with all of the evidence in the
case, it is clear that VCI does not take any affirmative steps
that induce any of its subsidiaries to infringe.

RAKTL has also failed to show that VCl possessed the
requisite intent to induce infringenent. Affidavits from VCl
executives nmake clear that VCl is not aware of the technol ogy
used by its subsidiaries, and does not direct themto use any
certain technology. Because VCI is unaware of this technol ogy,
it could not know whether it was infringing on RAKTL's patents.
Even if we could infer from RAKTL's evidence that VC had
required its subsidiaries to provide custoner service, this would
not show that VCI had the specific intent to infringe. There
woul d have to be sone evidence that VC actually intended its
subsidiaries to provide that specific type of automated custoner
service that infringes on RAKTL's patents. There is sinply no
evidence of this in the exhibits, nor could this conclusion be
reasonably inferred fromthe facts produced. Based on this
evi dence no reasonable jury could find that VC induced its

subsidiaries to infringe.
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RAKTL al so argues that VCl is liable for inducenent
because it failed to seek the advice of counsel after it was
pl aced on notice by RAKTL of possible infringenent. VC,
however, never took steps that aided or abetted the use of
certain technology. Had VC sought the advice of counsel, that
advi ce woul d have been that it was doing nothing to induce
infringement. This Court will not hold a party |liable for
failing to call its |awer, when that | awer’s advice woul d not
have changed the party’ s conduct.

1. Concl usi on

Because RAKTL has failed to produce evidence that would
create a material issue of fact as to whether VCl is |iable for
the direct infringenment of its subsidiaries or for inducing the
infringenment of its subsidiaries, the Summary Judgnent Mbtion

wll be granted. An appropriate order will follow
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IN THE UNI TED STATES DI STRI CT COURT
FOR THE EASTERN DI STRI CT OF PENNSYLVAN A

RONALD A. KATZ TECHNOLOGY

LI CENSI NG, L.P., : Cl VIL ACTI ON
Pl ai ntiff, :
V.

VERI ZON COVMUNI CATI ONS, | NC.,
and CELLCO PARTNERSHI P d/ b/ a
VERI ZON W RELESS, :
Def endant s. : NO. 01-5627

ORDER

AND NOW this day of Decenber, 2002, upon
consi deration of Defendant Verizon Conmunications |ncorporated s
Motion for Summary Judgnent of Non-Infringenment, the Plaintiff’s
response thereto, Verizon Comrunications Incorporated s reply
brief, and the oral argunents of counsel presented to this Court,
said notion is GRANTED. Judgnent is entered in favor of

Def endant VCI and against the Plaintiff.

AND I'T | S SO ORDERED.

Cl arence C. Newconer, S.J.



