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MEMORANDUM OPINION AND ORDER ON REMAND REGARDING
THE INVENTION SECRECY ACT AND PATENT INFRINGEMENT DAMAGES

" On November 19, 2012, the court forwarded a sealed copy of this Memorandum
Opinion and Order to the parties to delete any information considered to be confidedioal a
privileged, andnote any citation or editorial errors requiring correctiolthe cour has
incorporated some of these comments and corrected or clarified certain portens her
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This Memorandum Opinion first addresses the issues to be adjudicated on remand under
the Invention Secrecy Act, 35 U.S.C. 88 48 (“the Invention Secrecy Act”), and then tutos
patent infringement damages to which Honeywell is entitled under 28 U.S.C. § 1498(a).

To facilitate a review of this Memorandum Opinion and Order, the court has provided the

following outline:

l. RELEVANT PROCEDURAL HISTORY AND SCOPE OF THE REMAND.

Il. DISCUSSION.
A. Issues To Be Adjudicated On Remand Under The Invention Secrecy Act.
1. “Whether [The Invention Secrecy Act] Requires That Government

Use Must Result From The Disclosure” Of A Patent Application
Subject To An Invention Secrecy Act Order.

2. Whether The Government’s Use Of The ‘914 Patent In This Case
Resulted From A Disclosure Of The ‘269 Application.

a. Relevant Facts.

Vi.

Vii.

viil.

Navy Air Defense Center Activities Regarding Night
Vision Compatibility From 1974 To October 10, 1985.

On October 10, 1985, The269 Patent Application Was
Filed With The United States Patent And Trademark
Office.

On January 24, 1986, MIL-L-85762 Issued.

In Early 1986, A Panel On Aircraft Lighting Was
Established To Amend MIL-L-85762.

On March 6, 1986, The Navy Reviewed The ‘269afent
Application To Determine Whether An Invention
Secrecy Order Should Issue.

On April 2, 1986, An Invention Secrecy Act Order
Issued On The ‘269 Patent Application.

On August 26, 1988, MIL-L-85762A Issued.

On September 7, 2000, The Invention Secrecy Act
Order Regarding The ‘269 Application Was Rescinded
And, On October 22, 2002, “Matured” Into The ‘914
Patent.



b. The Parties’ Arguments.
C. The Court’s Resolution.

B. Patent Infringement Damages That Honeywell Has Established Under 28
U.S.C. § 1498.

1. The Relevant Satutes And Governing Precedent.
2. The Expert Opinions Regarding Damages.
a. The Plaintiffs’ Expert Opinions.
I. The Direct Testimony of Ms.Julie L. Davis.
il. The Direct Testimony Of Colonel William S. Lawrence.
b. The Government’s Expert Opinions.
I. The Direct TestimonyOf Mr. Phillip Green.
il. The Direct Testimony of Dr. Harry Lee Task
3. Determination Of “Reasonable And Entire Compensation.”
a. The Date Of The Hypothetical Negotiation.

b. The Parties To The Hypothetical Negotiation.

C. The “Reasonable” Royalty Rate.
d. Consideration Of The RelevantGeorgia-Pacific Factors.
e. The Relevant Product Base

I. Military Aircraft Displays Sold As A Component Of A
Domestic Military Aircraft.

il. Displays Sold As A Component Of Military Aircraft
Sold UnderThe Foreign Military Sales Act

ii. CMFD Display Generators.
iv. Night Vision Goggles.
V. Summary Of The Relevant ProductBaseln This Case.

4, Determination Of Delay Compensation.



a. The Date Of Accrual.
b. The Rate Of Accrual.

[I. CONCLUSION.

RELEVANT PROCEDURAL HISTORY AND SCOPE OF THE REMAND.

On December 18, 2002, Honeywell International Inc. and Honeywell Intellectual

Properties Inc. (collectively hereafter “Honeywell”), filed a Conglan the United States Court

of Federal Claims alleging that the United Stateshe(* Government”) violated28
U.S.C. § 1498(a)by infringing: U.S. Patent Application Serial No. 6,786,26he(“268
applicatiori);* U.S. Patent Application Serial No. 6,786,268e(“269 applicatiori); and U.S.
PatentNo. 6467,914 the “ 914 pateri). Compl. 1Y 1, 5&5. On September 17, 2003, the
court granted Lockheed Martin Comp (“Lockheed Martin”) Sepember 3, 2003 Unopposed
Motion To Intervene.

On May 31, 2005Honeywell filed an Amended Complaint Am. Compl”) addinga
new Count | thatthe Governmenalsoviolated the Inventiorsecrecy Act, 35 U.S.C. 88 1.&B
(“the InventionSecrecy Act”). Am. Compl. 1 18-23.

OnJuly 5, 2006 the court issued an ordesflectingthe parties’ agreement that orthe
designated display systems usedhi@F-16 Air Force Fighter Jet (“A.6"), the G130H Aircraft
(“C-130H"), and the €130JAircraft (“C-130J")would besubjectto initial liability proceedings
in this case SeeDkt. 206.

To date, the court has issued six memorandum opinions and orders in this case.

On June 14, 2005, the court issued a Memorandum Opinion and &xceEtaining
jurisdiction SeeHoneywellint’l Inc. v. United States 65 Fed. Cl. 809 (2005) Kioneywelll”).
In addition,on June 14, 2005the court issued a Memorandum Opinion and Order construing
claims of the 914 patentequested by the partieSeeHoneywell Intl, Inc. v. United States66
Fed. Cl. 400, 428-87 (2005)Hbneywell IT). Thereafter, o party requested reconsideratioor
appealed the cougclaim constructions.

On April 28, 2006 the court issued a Memorandum Opinion and Order discussing the
relevant technology at issaeddetermining thaHoneywellestablished, by a preponderance of

1 On December 23, 2004, Honeywell relinquished all claims in this case regarding the
‘268 patent applicationSeel2/23/04 Honeywell Claim Construction Brief at 1, n.1 (Dkt. 77).

2 Honeywell's other claims as alleged in the December 18, 2002 Complainere
transferred to Count Il (patent infringement claims under 28 U.S.C. § 1498(a)) and Count Il
(Fifth Amendment Takings Clauséaim). Am. Compl. 1 24-31.



the evidencethatthe contested limitations of a “plurality of filters at the local color display” and
“substantially block” in claim 2 of thé914 patent were present tine military aircraft cockpit
displays of: the A.6; the G130J;andthe G130H. Se= Honeywell Irt, Inc. v. United States70
Fed. CI. 424, 4346 (2006) (‘Honeywell 11 (discussinghe relevantechnology) see also id
at 46568 (determininditeral infringement);see also idat 46979 (determiningnfringement
underthe doctrineof equivalens, but only as to “plurality of filters at the local color display”).

On April 14, 2008, the court granted Defendbréervenor -3 Communicatios
Corporatiors (“L-3 Corp”) Motion To Intervene.See Honeywell IHtInc. v. United States 81
Fed. Cl. 224 (2008) HoneywelllV”). On that date the courtalso issued a Memorandum
Opinion and Order determining that claim 2 of tB&4 patent was invalid as obvious, under 35
U.S.C. 8§ 103(a). See Honeywell Ifit Inc.v.United States81 Fed. Cl. 514, 5386 (2008)
(“Honeywell V). Therein, thecourt also determined th#te *first sale actrine” precluded
Honeywell from recovering damages for the Governhsemse of the infringing color
multifunction displays (“CMFDs”)n the F-16, C-130J, and C-130Hllitary aircraft Id. at 577.

On April 14, 2008, thealso court issued aeparateMemorandum Opinion and Order
determining that Honeywetlid notestablish the “second element of Article Il standingssert
a claim for just compensatiomnder the Invention Secrecy Act[35 U.S.C. 8§ 18B3g], i.e,,
‘causation- a fairly traceable connection betwegtoneywell’s] injury and the complainedf
conduct of thefGovernment].” Honeywell Intl Inc.v. United States81 Fed. Cl. 224, 33
(2008) (‘HoneywellVI") (quoting Steel Cov. Citizens for a Better Environmer23 U.S. 83,
103 (1998)).

On July 23, 2008, the court issued an order entering judgment for the Government on
Honeywell’s Invention Secrecy Aend patent infringement claimgursuant to RCFC 41(a)(2)
anddismissingHoneywell’'s Takings Clause claimgursuant to RCFC 58SeeDkt. 329.

On February 18, 2010, thenited States Court of Appeals for the Federal Circuit
reversedhe courts rulings m invalidity and the'first sale dctrine” as to the ‘914 paterand
remanded the case for the court to determine dam&gsHoneywell Iftinc. v. United States,
596 F.3d 800, 818-ed. Cir. 201Q) The appellate court also heltat Honeywelhad standing
to assert a claim under thevention Secrecy Actld. The Government, Lockheed Martin and
L-3 Corp.subsequentlyiled petitions for rehearing and rehearieg banc On May 25, 2010
the request for a panel rehearing was granted for the “limited purposessoigeaortions oftie
discussion of the Invention Secrecy Act and to properly limit the scope of rémdodeywell
Int’l Inc. v. United States377 F. App’x 14, 15 (2010pér curian).

OnMay 25, 2010the United States Court of Appeals for the Federal Civeaitiidrew its
February 18, 2010pinion and replaced with an opinionclarifying the scope of theemand
See Honeywellnt’'l Inc.v.United States 609 F.3d1292, 1303 (2010)“Honeywell W”).
Circuit Judge Mayerhowever,dissengd expressing his view thatlaim 2 of the'914 patent
was invalid as obvioyghe ‘269 application did not fully disclose the invention described in
claim 2 of the'914 patent and Honeywell was precluded from recamgrdamags for
infringement under the “first sale doctrihed. at 1304-08.



On June 17, 2010, theamdate issuedOn October 8, 2010_-3 Corp.filed a petition for
certiorari with the United States Supreme Cour®©n March 10, 2011, thisourtstayedfurther
proceeding, pending the molution of L-3 Corp’s petition. On June 20, 201the UnitedStates
Supreme Court denidd3 Corp.’s petition. See E3 Comnun. Corp.v. Honeywell Intl Inc., 131
S. Ct. 3021 (2011).

On Septembr 8, 2011, the court issuedSzheduling @er to allow the parties to file
supplemental briefingn the issues to be adjudicated on remand address intervening cases
by the United States Court of Appeals for the Federal Circuit regatigngvidence required to
establish damagés On July 19and July 25, 2012, the court heddal argumen{(“*RTR at 1
376").

% The questions presented were: “1) [w]hether every element of a patent claim must have
been disclosed in the prior art for the claim to be considered obvious, and thus unpatentable,
under 35 U.S.C. § 103(a) [and] 2) [w]hether petitioners must prove their obviousness defense by
clear and convincing evidence Petition for Writ of Certiorari ati, L-3 Commun.
Corp.v. Honeywell Int’l Inc.,131 S. Ct. 3021 (2011) (No. 10-491), 2010 WL 4035372i.at *

* As to the Invention Secrecy Act issues, on October 14, 2011, Honeywell filed a
Supplemental Letter Memorandum (*10/14/11 PIl. SA Br.”) and the Government filed a
Supplemental Letter Memorandum (“10/14/11 Gov't SA Br.”). On October 28, 2011,
Honeywell filed a Response (*10/28/11 PIl. SA Resp.”) and the Government filed a Response
(“10/28/11 Gov't SA Resp.”). These letter memoranda supplemented briefs previdedly f
with the courtj.e., Honeywell's April 25, 2007 Posirial Brief Regarding Liability UndelThe
[Invention] Secrecy Act (“4/25/07 Pl. SA Br.”); the Government’'s April 25, 2007 -Poat
Memorandum On Count | (the Invention Secrecy Act) (“4/25/07 Gov’'t SA Br.”); Hondgwel
June 8, 2007 Podirial Reply Memorandum Regarding [Invention] Secrecgt Aiability
(“6/8/07 Pl. SA Reply”); and the Government’s June 8, 2007-Paat Reply Brief On Count |
Invention Secrecy Act (“6/8/07 Gov't SA Reply”).

As to damages, on Novembér2011, Honeywell filed a Supplemental Brief Regarding
Damages (11/4/11PIl. D Br.”), the Government filed a Supplemt@ Brief On Damages
(“11/4/11 Govt D Br.”), and -3 Corp.filed a Supplenental Brief Regarding Damages Anber
ScopeOf The Remand (1/4A1 L-3 D Br.”). On November 18, 2011, Honeywell filed a
Responsive Supplemental Brief (“11/18/11 Pl. D Resp.”), the Government filed a Supjglleme
Reply (“11/18/11 Gout D Reply”), Lockheed Martin filed a Response (“11/18/11 Lockheed
Martin D Resp.”);and L-3 Corp. filed a Response To HoneywellSupplemental Brief on
Damages (“11/18/11 13 D Resp.”). These briefs supplemented others previously filed with the
court,i.e,, Honeywell's Motion For Partial Summary Judgment (“5/31/06 PIl. Mot. Partidl)S.
Honeywell’s PosiTrial Brief Regarding Damages (“11/2/07 PI. D Brihg Government’'®ost-

Trial Opposition Memorandum Regarding Dama@@4/30/07 Gov't D Reply”); Honeywell’s
PostTrial Reply Brief Regarding Damages (“12/18/07 PIl. D Reply”); arglCorp.’'s Response
To Plaintiff's PostTrial Brief Regarding Damages (“130/07 L-3 D Resp.”).



Il. DISCUSSION.
A. Issues To Be Adjudicated On RemandJnder The Invention Secrecy Act.
The remanaf the United States Court of Appeals for the Federal Cistaiés:

Theonly remaining issufregarding Honeywels InventionSecrecy Act claim] is

the governmens defenserelated to pressuance damages for “use by the
Government of the invention resulting from his disclosure.” On remand, the
[United States] Court of Federal Claims should determine whether [thetiimve
Secreg Act] requires that the government use must result from the disclosure,
and, if so, whether it does in this case.

Honeywell V1) 609 F.3d at 1303 (in part quoting 35 U.S.C. § 183) (emphasis added).

The courtinterpretstheremandfirst to require the court to determine, as a matter of law,
whethersection 183 of the Invention Secrecy Act, 35 U.S.C. 8183, requireStivarnment use
must result from the disclosure @ patent applicationsubjet to an Invention Secrecy Act
Order—and then to determine, as a matter d&ct, whether Honeywell establishedby a
preponderance of thevidencein this case,that the Government used amventionthat was
disclosed inthe ‘269 applicationand subject to an Invention Secrecy Actr@er from April 2,
1986 to September 7, 2000.

1. “Whether [The Invention Secrecy Act] Requires ThatGovernment
Use Must Result From The Discloaure” Of A Patent Application
Subject To An Invention Secrecy Act Order

The issue of law presented ithe mandateimplicitly concernsthe scope of the
Government waiver of sovereign immunity in section 183ast term,jn F.A.A.v. Cooper 132
S. Ct. 1441 (2012the United States Supreme Coemphasized

We have said on many occasions that a waiver of sovereign immunity must be
uneguivocally expressed in statutory text.egislative history cannot supply a
waiver that is not clearly evident from the language of the statute

Id. at1448 (internal citations and quotation marks omitted) (emphasis added).



Therefore, the partiesargument on remand regardinige legislative historyof the
Invention Secrecy Aanisperceives the relevant legal inquinjs the Court directed iGooper®

any ambiguities in the statutory language are to be construed in favor of
immunity, so that th&overnments consent to be sued is never enlarged beyond
what a fair reading of the text requireAmbiguity exists if there is a plausible
interpretation of the statute that would not authorize money damages against the
Government

Id. (emphasis added)

In fact, aplausible interpretation fection 183was provided by the United States Court
of Appeals for the Federal Circuit Hornbad v. United State$01 F.3d1382 (Fed. Cir. 2010)
holding that the Government i®nly liable for damages undesection 183"“when the
Governmentwrongfully uses thepatented device during the period [@h InventionSecrecy
Order]”). Id. at 1387(emphasis addedjoting McDonnell Douglas Corpv. United States
670 F.2d 156, 163 (Fed. Cir. 198%)).

®Seel0/14/11 Pl. SA Br. at 2; 10/14/11 Gov't SA Br. at tdeed, the few federal
appellate courts that have had an occasion to revievetjigative history of thdnvention
Secrecy Acthave observed that fis so meager that it casts little ligbh the true intent of
Congress.” Farrand Optical Coyv. United $ates 317 F.2d 875, 88(d Cir. 1962, aff'd by an
equally divided panel in rhg en ban817 F.2d 875, 883 (2d Cir. 19623n( bang, see also
Hornback 601 F.3dat 1387 (concludinghat a different passage of H.R. 4687 was “ambiguous
at best.”).

® The court has foundanotherprecedential decisiois dispositive of tie remandinquiry.
See e.g., AT&T v.United States 231 Ct. Cl. 360, 36Z0 (1982) (holding that statitof
limitations undersection183 accrues when a patent is issued, not the date of the Notice of
Allowability, and remanding the case fadjudication orthe merits)Lear Siegler, Incv. United
States 225 Ct. Cl. 663, 6671981) (denyingmotion to dismiss a section 183 case, without
prejudice, when the standard, announcedConstant,that proof of damages may not be
speculative was not unexpectedly higher than should have been antjcigatestanty. United
States 223 Ct. CIl. 148, 1589 (1980) (holding that the Court of Claims has jurisdiction
adjudicate a claim under section 183, even if the issuance of the patent was not del&yeshdue
Invention Secrecy Act Order, but the damages alleged must be more than purdbtiseec

Likewise, in the court’s judgment, none of thengprecedential casediscussing the
Invention Secrecy Act provide useful guidancgeeWeissv. United States37 F. Appx. 518,
52324 (Fed. Cir. 2002)aff'g, 146 F. Supp2d 113 (D. Mass. 2001) (affirmingtrial courts
determination that no evidence was presented that any actual or potential toreigmestic
customers “ever attempted to license the invention or that anyone was interdgteasing the
invention.”); see also Hornback United States1998 U.S. App. LEXIS 29024, at #2 (Fed.
Cir. Nov. 18, 1998) der curian) (affirming dismissal ofkection183 casgwhere the plaintiff
failedto exhaust administrative remedigsor to filing a case under the Inventi®@ecrecy Act);
Farrand Optical Cov. United Statesl97 F.Supp.756 (S.D.N.Y. 1961)evd, 317 F.2d 875,
883 (2dCir. 1962),affd by an equally divided panel in r'’hg en badd7 F.2d 875, 883 (2d Cir.



Therefore the courtconstrues the text aection 183 to requirthat Government usef a
patent application subject to an Invention Secrecy Act Ordenust result fromthe
Government’s disclosuref that application i.e., so that theuseis “wrongful,” before the
Governments liable for mondary damages

2. Whether The Governments Use Of The ‘914 Patent In This Case
Resulted From ADisclosureOf The ‘269 Application.

The court’'s prior decision under the Invention Secrecy Act was limited to the
jurisdictional issue of Honeywell's standingSee Honeywell V81 Fed. CIl. at 2333.
Therefore, the court necessarilymade no factual findings as to liability.ld. In this
Memorandum Opinion, however, the court has made the regarsiteelevantactual findings
as towhether the Government is liable under the Invention Secrecy Act.

a. Relevant Facts’

I. Navy Air Defense Center Activities Regarding Night
Vision Compatibility From 1974 To October 10, 1985.

In 1974, Mr. Reetz was employed as a civilian-@o gudent by the NavalAir
DevelopmentCenter (“NADC”) at Warminster Pennsylvani& while he was enrolled @rexel
University. SATRat 49192 (Reetz). In 1976, he received a B.A. in Physics from that

1962 (affirming thatthe trial courts jurisdiction undesection183is to adjudicate these ofan
invention prior toand after issuance of the patentpubsequently, the United States Court of
Appeals for the Federal Circuit definitivetgjected the final appellate disposition Fedrrand
Optical. SeeHornback 601 F.3d at 1387 (holding that afer InventionSecrecy At order has
been terminatedlamagesnay be assessenhly under 28 U.S.C. § 1498).

"The relevant fact findings made herein are derived from documents introduced and
testimony adduced at a July-24, 2006 ewdentiary hearing (“SATR -1097"), primarily from
the testimony of DavidMcLure, Ferdinand Reetz lll, and Laurie Bryner, all civilian electrical
engineers employed by the United States Navy (“Navy”). Each of these irals/idias
appointed by a T+BerviceCommittee to serve on a Panel on Aircraft Lighting to determine and
issue, what became MIL-85762A, an August 26, 1988 military standard: “Lighting, Aircratft,
Interior, andNight Vision Imaging System (NVIS) Compatible.” SATR at 2284 McLure);
SATR at 490679, 775915 (Reetz); SATR at 10431 (Bryner). In addition, James Byrd, a
civilian electrical engineer, employed by the United States Air Force, alsoettstliout his
work on this Panel. SATR at 91043 (Byrd). This opinion also cites tonoitrial exhibits
(*JTX 1-78), plaintiff trial exhibits (‘PTX 1-1902), defense exhibits (“DE -¥25"), and
defense Markman exhibits (“DMX-36").

8 NADC was closed as part of a Base Realignment and Closure program undertaken by
Congress in the 1990s and was reopened as the Naval Air Warfare Center (‘RIAVAI
Patuxent River, Maryland, where Mr. Reetz continued to serve from 1996 to date. SAIR at 4
92.



institution and comhued his employment with NAD@fter graduation to date. SAT&R49192
(Reetz).

Beginning in 1980Mr. Reetzwas appointed aa Sensor Engineeat NADC with the
“primary responsibity” for achiewng “night-vision compatibility’ (SATR at492), i.e., “systems
that are used to see at night or detectetiemy.]” SATR at 495 (Reetz) Mr. Reetz testified
that “[o]ur business was to define the requirement for NVIS compatibility.” FSA{I500. The
Naval Air Systems Commangvas not interested in designing solutions, but developing
specifications. SATRat 503 (Reetz) Mr. Reetzdescribedthe process in this way: “[vg
developa requirement and we will put the requirement on the street. And then it is up to the
industry to tell us whether or not they can meet that requirement.” S50 (Reetz)

In June 1983the Joint Logistics Command Group formed a-Service Lighting
Committee with representatives from the Society Auitomotive Engineers, tavrite a military
standard“MILSPEC”) defining “NVIS compatible lighting requirementsDE 303 at GVT012
3234;SATRat311-16 McLure); SATRat497-98, 516, 601 (Reetz).

In August 1983, MrReetz publishec& master’s liesisthat discussed a technique for
achieving night vision goggle (“NVG”) compatibility with cockpit lightingimg complementary
color filtering® DE 301; SATR at 7780 (Reetz).Mr. Reetz’s thesis suggestthtred lighting
could be filtered with a Corning Glass Works-&@94 filter to achieve aforange-ishfed kind
of color” in the cockpit thats alsocompatible with NVGs DE 301at GVT0181045 SATR at
809 (Reetz) His research, however, did nevaluatefull color displays, lighting behind the
filters, different display cutoffs, ror establishinga narrow band of red. SATR at 8189394
(Reetz). Later that year, Mr. Reetz received a Masters in Engineering Science from
Pennsylvania State Univétlss SATR at 49192 (Reetz).

In May 1984 Mr. Reetzauthored a papduilding on his master’s thedimsedon recent
flight tests where cockpit lighting modifications were made to certain NVGs byrigtearious
sources of light “to block long wavelengths (greater than approx. 600 [nm] ligME'324 at
GVT012-2375-78; SATR at 562-73, 82ZReetz)

On September 26, 198Richard Cohenan employee oAllied Bendix Aerospacea
corporatecomponent of AlliedCorporation(“Allied”) , a predecessor of Honeywaediitended a
American Helicopter Society Symposiumhere he learned that WAMCRanufactured filter
that allowed “some red”light into the cockpitand was compatible wittiNVGs. DE 57 at
H03235 At the SymposiumWAMCO offeredto providethese filters to Mr. Coheand other
industry attendee® evaluate them. DE 57 at H03235.

On June 21, 1985Vir. Cohen visitedArmy personnel at Fort Monmouth fresent
“Bendix Display/System Capabilities and our Night Vision Studies.” DE 58atBO. On that

® According to Mr. Reetz, complementary color filtering was first usgdhle British
military in 1980. SATR at 778 (Reetz). This technique required putting a filter on a dIVG t
block warelengths below a certain levehen placing a filter on cockpit lights to block
wavelengths above the same frequency. SATR af®iReetz).

10



occasion Mr. Cohen described “ouproprietary approaches tpNVG] compatibility’ and
“polarizer approach.”DE 58 at H01190. The Army decided to explbmv to award “Bendix a
non-competitive contractto learn more about this technique. DE 58 at H01190.

On July 25, 1985, thdlaval Air Systems Commandsued a Mmorandumdentifying
“issues [that] will require further studyincluding “using different ‘cut on’ filters . . a better
understanding afieadup displaysthreecolor cathode ray tubes (CRTS). and other currelyt
nonNVG compatible government furnished equipment (GFE) with various night vision
systems.” DE 318 at GVT0191659; SATR at 305-09 McLure). Another important issue
identified after “[c]loordination with industry expertsyWas how to introduce red light into the
cockpit,without affecting the utility of NVG. DE 318 at GVT0191658 to -59. In addition,the
July 25, 1985 Memorandumdiscussed the Navy decisionto ue a type ofNVG, known as
“Cats Eyes’ manufactured by GE Avionicsin England with a 625645 nmfilter that “may
permitthe use of a portion of the visible red spectrum in the catkpE 318 atGVT019-1658
to -59. The Navy was concerned that too much red light in the cockpit eduktsely affecthe
pilot’s view of the outside world DE 318 at GVT0191658. The advantage of “Cats Eyes”
NVGsiis that they did not require the pilot to move his head to “look around” the goggle tubes.
SATR at 506 (Reetz)At this time, Ms.Bryner, a new Navglectrical engineer, wasssignedo
test performance of variodsVGs, including wtether thecolor of orangistred ould be used
with the" Cats Eyesgoggles SATR at 1019-60(Bryner).

On September 4, 1985, Mr. Cohmsquested a meetingith Mr. Reetz“to talk about
NVG lighting methods.” PTX 603 at GVT(019-2832 SATR at 579-86 (Reetz). At the
evidentiary hearing, Mr. Reetiestified that he had no independent knowledge altuist
meeting butstated thait was not unusual for industry representativemtmire about the status
of the proposed MILSPEC and requiremerBATR at579, 58485, 87475 (Reetz). Mr. Reetz
alsohad norecollectionaboutany specificdiscussion abowd patent@pplication or paterdt this
meetingparticular butrecalled thatMr. Cohen talked about “certain palteers.” SATR at 588-
89, 592 (Reetz) see alsolDX-7 at 219, 235 (9/21/04 Cohen Dep.) (Mr. Cohen had no
recolledion either of the meeting or context, but believed he shawedReetz a “polarizer
approach.”

il On October 10, 1985The ‘269 Patent Application Was
Filed With The United States Patent And Trademark
Office.

On October 10, 1985, Mr. Cohen filed a Form@P426, Serial No. 06/786,269h¢e
“269 application”) with the USPTOand assigned the invention described therein “concerning
night vision goggles compatible with full color display” hes employerAllied. DMX 36 at
DE-1038, 1053° Honeywells May 31,2005 Amended Complaint alleged that “none of the
prior art systems permitted the use of a full color display[,] because light from the ydispla
interfered with the night vision device. Th269 patent application was filed to protect its
pioneering invention that overcame this problem.” Am Compl. § 7.

19 In late 1985, Allied merged with Signal Companies and became Allied Signal
Corporation.See Honeywell 1JI70 Fed. Cl. at 444.

11



On October 23, 1985 and January 28, 1986 Cohen made a presentatitm Army
personnel atFort Monmouth New Jerseyand employees ofIBM at Owegq New York
regardingAllied’s “approacheso achieveNVG compatibility DE 64; DE 59. At these
presentatios, Mr. Cohenrecommendedhe use ofa circular polarizer and time multiplexed
approach to achievNVG-compatibility with a full color display systembut did not discuss
usinga complementaryilter approachfor this purpose DE 59 at HD2385-87 DE 64 at HO0318-

19. This is consistent with Mr. Reétzrecollection that, at this time, Mr. Cohen was focused on
the use of circular polarization to achieN¥G compatibility. SATR at 5889 (Reetz).

iii. On January 24, 1986, MIL-L-85762 Issued.

On January 24, 1986he MIL-L-85762 “Military Specification Lighting, Aircraft,
Interior, AN/ANVIS-6 Aviators Night Vision Imaging System (ANVIS) Compatible”
specification issued, requng the use of NVGswith a mnus blue filter having a 50% cut off
frequency at 625 nm. PTX 12; PTX 606 (9/17/87 Final Rep#tationale Behind The
Requirements Contained In Military Specification MLE85762 and MIELL-85762A”); SATR
at 510, 60708 (Reetz) SATR at 92526 (Byrd) This specificationreflectedthe request of
helicopter pilotsto prohibit red lightfrom enteringthe cockpit to maintain NV@erformance
PTX 12 at 4, 12; SATRat 55354, 659, 77778, 84950 (Reetz) SATR at 922-23,996 (Byrd)
SATR at10051, 1060, 106@ryner). Aircraft pilots howevercontinued to express a need for
red warning lights in the cockpit. DE 303 at GVT012-3234.

iv. In Early 1986, A Panel On Aircraft Lighting Was
Established To Amend ML-L-85762.

Therefore, in early 1986, a second group as establishedy the Joint Logistics
Command Group to€xchange information on aircraft lighting systems, identify problem areas
and develop common solutions” and “[c]oordinate the development oftaatatermine the
effects of red light and multi colalisplays on [NVG]s.”PTX 557 Charter for Panel on Aircraft
Lighting); SATR at 31518, 348351 (McLure); SATR at 608 (Reetz) At that time the military
had not determinedhetherred indicators could be made NVG compatible, because theyadid
know which minus blue filter could beised or “what the industry was capable of
manufacturing.”SATR at561, 605-06, 897-9Reetz)

The initial members of théanel on Aircraft Lighincluded:Mr. Chesley S. Pieroway
Chairman Mr. McLure; Mr. Reetz and Mr. Bryd SATRat32729 (McLure). Mr. McLure was
assigned as the lead representative sole voting membémom the Navy'' SATR at298, 325-
27, 34748, 383 (McLure). His primary responsibility was to obtain funding for different
technical studies and contracts for NVGSATR at 59296 (Reetz)and coordinatethe

' Mr. McLure joined NAVAIR as a aiilian Navy electrical engineafter graduang
from Ohio University in 1983 SATR at 222-23 McLure). During his first two years in the
Navy, heheld a variety ohssignments in different NAVAIR branches, includsdfware, radar
jammers, avionics, angkliability, before joining e electreoptics branch in mid985. SATR
at224-25 McLure).
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development of a revised MIL-85762. SATR at 406, 410 KMcLure); (SATR at 406, 410
(McLure)); SATR at1074 (Bryner). The job of determiningthe Navy s technicalpositionwas
assignd to Mr. Reetz,Ms. Bryner, anda Mr. Parker—not Mr. McLure SATRat609 (Reetz).
Mr. Reetz testifiedhat on no occasion did MK cLure provide any technical comments on the
revised MILSPEC. SATR at 594 (Reetz). Although, MtcLure's position required him to be
involved with any issue related to NVG@scluding the approval advertime for this projectyut

he wasnot involved with anytechnical issues lated to NVGs. SATR at 383McLure). If a
technical opinion or vote of the Panel on Aircraft Lighting was requivedReetz Ms. Bryner,

or Mr. Parker would instrud¥ir. McLure how to vote. SATRit609 (Reetk

V. On March 6, 1986, The Navy Reviewd The‘269 Patent
Application To Determine Whether An Invention
Secrecy Order Should Issue

On November 6, 1985, Allied Bendix Aerospareceiveda Notice that an Invention
Secrecy Act Ordereview had beennitiated regardingthe 269 application PTX 538. In early
1986,the USPTO forwarded thé269 gpplication to eacmilitary agencyto determine whether
an Invention Secrecy Act Order shoulte issual. SATR at26-27 (Honeywell @unsel). On
March 4, 1986Mr. McLure was assignethy the Navyto review the ‘269 applicationfor this
purpose.PTX 501 (‘269 application); SATR at 2334 (McLure). Mr. McLure testified thathe
reviewed “the OPNAV instructions, and if tfig69] patent[application]was something that had
been developedindera U.S. government contract for which thavas a particular security
classifcation guide . .then. .. perform[an addiional review to ensure thaome of the
detailed technical parameters and other things associated with the appisomot], in fact,
classified.” SATR at 239McLure). After that review,Mr. McLure advised the Navyf his
concern thathe ‘269 applicationdiscloseda security'vulnerability” and returned the application
to the NAVAIR patent office SATR at 234-35, 250-5127071, 282(McLure).** Then Mr.
McLure signed a statement attestirigat he understood *“thainformation acquired from
[reviewing the ‘269applicatiol may not be divulged or used fany purposes other than
security?! PTX503; SATR at 239-40McLure).

On March 13, 1986, MiMcLure met withhis supervisor, Commander SheftbandMr.
Reetz where the topic of “red lighting” was mentioned, but without a detailed technical

120n June 10, 1986, Mr. Charlie Townsend, NAVAIR’s patent counsel, requested that
Allied send him another copy of the ‘269 application. PTX 507. Mr. McLurdiéesthat he
had no knowledge of this eventSATR at 28684 (McLure). Honeywell argued that Mr.
Townsend made this requgsecause he could not find the ‘269 application in the file, implying
that Mr. McLure improperly retained the copy of the ‘269 application. 4/25/07APBrSat 9
note 3. Honeywell, however, did not depose call Mr. Townsend at trial to ascertain why he
made that request, since he readily could have obtained the ‘269 application diczctiyédr
USPTO. Therefore, the courttathes no significance, eithes Mr. Townsend’s request or
Honeywell’'s argument.

13 Honeywell did not depose Commander Shelton nor call him as a witness. SATR at
333.
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discussion or any reference to tB69 application. PTX 603 at GVT0192864;SATR at 32833

(McLure); SATR at594-96 Reetz) This wasone ofa series ofveeklymeetings tht took place
to discusshow to fund andadvancethe Panel on Aircraft Lightirig effort to “[move]. . . the

minus blue filter and introduction of reéxato the cockpit.” SATR at 3282 (McLure); SATR at

59398 (Reetz)

Mr. Reetzs notesof March 28, 1986 stated thahe ‘receivgd] NVGS spec comments
from D. McLure.” PTX 603 at GVT019-2867SATR at598-99(Reetz)

Vi. On April 2, 1986, An Invention Secrecy Act Order
IssuedOn The ‘269 Patent Application.

On April 2, 1986, at the request dfet Office of the Navys Research Code 308,
Arlington, Virginia, theUSPTO issuedn InventionSecrecyAct Orderdelaying issuance dhe
‘269 applicationfor one more year, becauségranting a patent would be detrimental to the
national security.” PTX 506; SATR at 275-76 McLure). Prosecution of the ‘269 application,
however, continued.

On April 3, 1986,however,NAVAIR was advised thasometimeprior to receivinga
November 6, 1985 Notice dahe Invention Secrecy Aateview, Allied Bendix Aerospace,
distributed a brochure to the Department of Defensedafiensecontractors that “may have
contained information pertaining to the subject matter of the [Applicatioal $¢si 06/786,268
(the “268 application”)]: PTX 538

Since Allied Bendix Aerosgce was planning to have an exhibit at an upcoming
conference of thé\viator Association of American Atlanta in August 1986, NAVAIR was
asked “how the exhibit possibly pertaining to [tI268 application] subject matter should be
handled.” PTX 538. It was decided that MicLure would meet with Allied Bendix Aerospace
representatives on April 4, 1986 to “provide guidelines as to what is considerédentafl”

PTX 538 PTX 539 SATR at 27830, 474 McLure). At that meeting, Mr. McLure “determéa
that the exhibition did not disclos@y classified information[.]' PTX 539.

On April 8 and 91986, Mr. McLure met with M. Reetz, Mr.Byrd, Ms. Bryner and
other members of the Panel on Aviation Lighting to distN&BC’s “stud[y] to attempt to cme
up with a ‘red which would be compatible with. . [night vision goggldsand thusget ‘red
back in the cockpit.” PTX 559 at GVT0191977; SATR at 33-339 34851, 35961, 394
(McLure); SATR at613-18(Reetz). The meeting minuteseflectthatnew military specification
would “address . . NVIS compatible. . .full color [displays] . . and define a narrow band red.”

“The ‘268 application’s DETAILED DESCRIPTIONOF THE PREFERREDEMBODIMENTS”
used the terms “red spectrum,” “narrow band bandpass filter,” and “very narrowbemidr’
PTX 535 at DEL753. These same terms also appear in the ‘269 application, PTX 501 at DE
1046. Therefore, at least this part of the82plication may have bedan the public domain
sometime prior to November 6, 1985, well before Mr. McLure’s March 4, 1986 review of the
‘269 application and before a Secrecy Order imposed on thepa@&ht on March 24, 1986.
DMX 37 at DE1919-21.
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PTX 559 at GVT0191977 SATR at 41617 (McLure). Prior to this timeMr. Reetz did not
recall that thePanelused thespecificterm “narrow band red SATR at 622-23 Mr. Reetz
testified thata “narrow red bandmeans a small portion of electromagnetic spectrum that
includes red;)SATR at 89394 (Reetz)same)

On April 23, 1986, Mr. Reets travel log indicated that hand twoother NAVAIR
employeesvisited aBendi¥Allied facility to “investigate the daylight readability ofijing a
polarizer to filter & display” proposed byhe company PTX 603 at GVT0192872, GVT019
2994; SATR at 587-88 Mr. Reetzrecalled thatluring the meetingMr. Cohen “pulls us to the
side and discusses with us an idea he had for making displays NIVS compatible using a
circular polarizing technique.” Mr. Reetzs impression wathatusing a polarizer was “a pretty
novel idea. It was not something that | tdahink anybody else had thought of beforehand, so |
rememberthat.” SATR at 589. But, when the displays were taken outside in the sun “to
investigate the daylight readabilitythey could not be readSATR at 578-79Reetz) Mr. Reetz
sent a copy ofiis report tahe Naval Weapons CenteBATRat626-27 (Reetz).

On August 14, 1986, a meeting wamvenedvith Ms. Bryner and other® discuss Mr.
Cohens proposal to useolarizers in the cockpit of th€V-22 aircraft, therunder development.
DE 322. The groumttending that meetindnoweverdetermined thathe polarizerconceptwas
not effective because too much light would be lost if the pilot turned his headhatdhe
second polarizer on the goggles would limit light sensitivitpE 322; SATR at 108889
(Bryner). Therefore, the group recommended the usmoifplementargolor filters to admit red
into the cockpit, a techniquihat Mr. Cohendid not suggest. DE 322; SATR at 10880
(Bryner).

Nevertheless, o September 19, 1988r. McLure met with Mr. Reetz Mr. Byrd, and
othersagainto discuss theiseof circular polarizers to achiewdVG-compatible lighting with
full color displays for C¥22 aircraft PTX 555; SATR at 3%-66 (McLure); SATR at 629-31,
634-36 (Reetz).Specifically, {t]he plan [was] to require the colGRTs to be compatible with
‘665’ goggles as defined in the new draftvisionof MIL-L-85762, meaninghat the CRTs will
have afilter bonded on which cuts off the deep red and rfesdrared emissions. NVGs must
still be modified, since standard AN\Bgoggles are not compatible with any red lighRTX
555 at GVD32-3096; SATRat 365, 36871 (McLure). The polarized filteapproach, hoever,
again wagletermined to benacceptablebecauseit inherently degrded NVG sensitivity (up to
40%); did not provide lighting securitymay not have been effective against reflections in the
cockpit;and was patented by a “sole sourceTXP55; SATRat371-72 McLure).

On aboutSeptember 2 or 30, 1986, MrMcLure was appointecdChairman of thd?anel
on Aviation Lighting. PTX 56@t GVT0191914 SATR at 37880 (McLure). As Chairman, he
viewed his roleas “collecting the views of the Navgtakeholders, collating that position, and
presenting [it] tahe other panel members.” SAT& 385 McLure). On October 29, 198@he
Panel issue@ “rough draftrationale documeritauthorizing the revision of the MHL-85762
PTX 14; SATRat528 (Reetz). Themainfocuswas “determining whether there is an acceptable
level of blooming[in the cockpit],” so the pilot could seed warning signals. SATR at 605
(Reetz) DE 303 at GVT012-3234 to -35.
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On November 11, 1986, Ms. Brynasued a Mmorandunctoncluding that the polarizer
approach proposed by Mr. Cohen was unsatisfactotguggested use of a WAMCG@pe filter
instead DE 322.

On April 7, 1987, Mr.McLure was askedy the Navyto review the‘269 application
SATR at 285-87 McLure). He understood this assignment to require him to “read through [the
patent application] again to ensure that nothing had changed or been modified . . . we would
primarily be looking for vulnerabilities to fielded systems, that potentialyld allow
developmat of countermeasures kind of thing.” SABRI36-37 (McLure). On April 20, 1987,
theexisting Invention Secrecy A€@Qrderwas renewedPTX 509.

On September 17, 198& report authored by Mr. Reetz and sponsored byMdt.ure
issued:“Rationale Behindhe Requirements Contained in Military Specifications NIH35672
And MIL-L-85627A.” PTX 606. Thisdocumentstated thathe “advent of [a] Class B NVIS,
with a 665 nm filter, with a minus blu@llowed NAVAIR to conducta number oflight tests
the reslts of which“indicat[ed that a limited amount of red could be used in the cockpil’X
606 at GVT012-2652SATR at528-30, 853Reetz)

On April 20, 1987,the USPTOwithheld issuance of th€269 application for an
additional year, because of “nationaterest concerns, although the classificatitiated was
“confidential,” the lowest levelPTX 509; Am. Compl. T 10.

On November 13, 1987Honeywell amended th&269 applicationand the USPTO
examinerissued a Notice of Allowabilitas toclaims1-5 DMX 36 atDE-1168 The allowable
claims recite the use of polarizers and a plurality of distinct monochromatic display gerserat
DMX 36 atDE-1168(determining that claim$-5 were allowable)

On March 25, 1988, MiMcLure againreviewed the 269 application andhace a“fresh
determination’thatthe InventionSecrecy Act @ershould be extended for another ye&®TX
505 SATRat287-88 McLure).

Vii. On August 26, 1988, MIL-L-85762AlIssued.

On August 26, 1988, the T8ervice Lighting Committee issued MHL-85762A
“Lighting, Aircraft, Interior, and Night Vision Imaging System (NVISpmpatible"to achieve
“compatibility of aircraft lighting in general with night vision goggles, imfing] electronic
displays, waning lights, instrumentationby usinga 665nm filter on the NVG so thatmore
colors in aircraft cockpit displaysould be accommodated, including reBTX 13; SATRat
299-305 McLure); SATR at999 (Byrd) SATR at1050-51(Bryner) MIL-L-85762A was a
significant developmenbecausat utilized a 665 (Class B) minus blue filter insteadaob625
(ClassA) filter and changdthe night vision requirements &@commodate higher resolutionf
redin the cockpit SATRat853(Reetz).
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vii.  On September 7, 2000, Thelnvention Secrecy Act
Order Regarding The ‘269 Application Was Rescinded
And, On October 22, 20@, “Matured” Into T he ‘914
Patent

On September 7, 2008the Invention Secrecy Act fder on the‘269 applicationvas
rescnded. DMX 36 at DE-1186. On November 15, 200Ghe assignedJSPTO examiner
(“examiner”) comparedclaims 15 of the‘269 application, subject to the November 13, 1987
Notice of Allowability, to “a copending application [No. 09/632,76) and [a] formerly
copending application not referenced in this fileDMX 36 at DE-119Q In light of this
developmentthe examinerwithdrew the Notice of Allowability and rejected claims5lof the
‘269 application becaugbe USPTOhad notbeeninformed byHoneywellthat it had multiple
patent applications pending at the same time with the same disclosure and veryctamils
DMX 36 at DE1190.

On February 14, 2001, Honeywell submitted an amendteeittentify the previously
undisclosedJ.S. Patat 6,142637 (the “637 patent”)andthe ‘760 applicatioa. DMX 36 at
DE-1476. The'760 application was characterized by Honeywell as a “continuation of the
applicationon which the'637 patent issuei DMX 36 at DE-1476. Honeywell petitioned for
reconsideration of thexaminets rejection of claims -5 of the ‘269 application and/or
allowance of “new method” claims-® “directed to the method of operating an aircraft using
night vision goggles in accordance with applitaninvention and as described in the
specification.” DMX 36 at DE1476.

On March 20, 2001, thexaminer again rejected claims7lof the'269 application and
rescinded the November 13, 1987 Notice of AllowabilitypMX 36 at DE-1495 to -96.
Honeywelldid notcontest this action nor appeal. Instead, on September 19, 2001, Honeywell
filed an Amended Transmittal Letter with tlegaminer addinghe name of &r. Craig R.
Scoughton as a aaventor of the'269 application. DMX 36 at DE1497 to 98. In adlition,
Honeywell cancelled claims-2 of the ‘269 applicationand amended claim 1 to add the
following new paragraph 1(d):

first and second polarizing filters, the first polarizing filter filtering lightpou
from the local source of light and the sedqpolarizing filter filtering the light
input to the night vision aid.

DMX 36 at DE1501.

51n 1999, Allied Signal Companymerged with Honeywell International IncSee
Honeywell IIl, 70 Fed. CI. at 444 As a result, Honeywell International Ih€.subsidiary,
Honeywell Intellectual Properties, Inc., obtained all rights td268 application.Id.

' 0On August 4, 2000, Mr. Cohen filed Application Serial No. 09/632,760 (the “760
application”) as a continuation of U.S. Application Serial No. 06/786,268. DMX 36 at DE
1543.
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On February 27, 2002, tlexamineralso rejectedhis proposed amndmento claim 1 of
the'269 application.DMX 36 at DE1521.

Following an April 2, 2002 telephone interview with tegamineron April 4, 2002,
Honeywell filed an Amendment After Final Rejection, cancelling the specificatidhe ‘269
application and substituting a specification frtme previously allowed 760 application.DMX
36 at DE1522. Next, Honeywell cancelled the existing69 application drawing and abstract
and requested that the drawing and abstract of7#@ application be substitutéd placeof the
‘269 application.DMX 36 at DE1523. In addition, he examinewas instructedy Honeywell
to “[c]ancel claim 1 and add new claimsl8, where new claims-80 correspond to allowed
claims in 1517 in U.S. Application Serial No. 09/632,760DMX 36 at DE1523;DMX 36 at
DE-1524 to -25(new clains 810). Honeywell also “submittfed] an express abandonment of
application Serial No. 09/632,760, thereby obviating any ssstidouble patenting.” DMX 36
at DE1525.

On June 4, 200however,the examinemlagainrejected Honeywels proposed April 4,
2002 amendments on the following grourttit] he transfer of the drawings and specifications
from 09/632,760 is technically infeasible, but the same matter would be entered aflyorm
submitted in this application along with the claim&®MX 36 at DE-1528.

On June 24, 200after another telephone interview with te@aminer Honeywell filed
an Amendment After Final Rejection, cancelling the specification irf268 application and
“formally submitt[ing]” the specification, drawing, and abstract of ‘th&0 application, together
with the text of claims-80 of the' 760 application, but raumbering the claims as3l DMX
36 at DE1671 to 75. Honeywell represented the examinethat “[tjhe ‘760 Application has
now been abandoned, thereby obviating any issues of double patenting. Applicants are als
cancelling the rejected claim 1 ini$ application, so that after entry of this Amendnthatonly
claims being presented in ti269] application are the claims allowed in ti&0 Application”
DMX 36at DE1674.

On July 1, 2002, thexaminer issued a Notice of Allowance and Issue Fee dube
‘269 application. DMX 36 at DE1729. According to Honeywell, the ‘268pplication then
“matured into the ‘914 patent.” Am. Comfl20. Thisentireprocesss summarizedn a chart
and comparative analysis of the claims in the ‘269 application and the ‘914 patesttieal i
See Honeywell Y81 Fed. Cl. at 231-33.

On October 22, 2002, th814 patent issued, pursuant to 35 U.S.C. § 154X 36 at
DE-1676-77, 1682-88.

b. The Parties Arguments.

The Government argues dah Honeywell did not establistgovernment useof the
invention described in the'269 application because MIL-L-84762A was developed
independently. 4/25/07 GUvSA Br. at 11. Thereforeng “disclosure”of the‘269 application
waslimited to Mr. McLure's review “looking for whether the'269] application might disclose
vulnerabiliies of military equipment.” 10/14/11Govt SA Br. at 34 (citing SATRat 250, 437
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40 (McLure); SATR at 732, 870-871(Reetz)). Mr. McLure testified thatthis review bok
approximately 20 minutes. SATR at 250AqlLure). More importantly, Mr. McLure's
unchallenged testimony was thHag was requiredo maintain theconfidentiality of all of the
Invention Secrecy Act @er applicationsthat he reviewedand did so. SATR at 240, 432
(McLure). Although it is true thaMr. McLure also was assigned by the Navythe Panel on
Aviation Lighting to draft MIL -L-84762A toascertain hova full color NVG-compatible display
in military aircraft might be accomplishedhis role was“bureaucraticnot technical’ including
his term as Chairman10/14/11Gov't SA Br. at 4. The record reflestthat the Navy assigned
all technicaldecisions regardinilIL -L-84762Ato Mr. Reetzand others on his technical team
and that Mr.McLure “provided no technical inpuinto the specificatiori 6/8/07 Govt SA
Reply at13-14; 10/14/11 Gov'SABr. at 4

Although the April 89, 1986Panel on Aviation Lightingneding minutesmentioned the
generic term“narrow band redl neitherthe ‘269 application that Mr. McLure revieweatbr
MIL -L-85762A contained that terd Moreover, he recordalso reflects that thePanel on
Aviation Lighting and the industry were moving towautilizing full-color NVG-compatible
displaysto introduce red into aircraft cockpieell before Mr.McLure's March 198Geview of
the ‘269 application. 10/14/11Gov't SABr. at 5 (citing SATRat542, 550, 777, 8480, 879-80
(Reetz); SATR ap2223 (Byrd)). For exampleprior to that reviewNavy aircraft began tase
full-color CRT displays that required red. SATR at 1053 (Bryndif)e Navyalso made a
decision sometime prior to August 26, 1988ise a type of goggle called “Cats Eyes.” SATR at
300-01 McLure). These goggles utilized a filter that allowed red light to be emitted in the
cockpit. DE 302 at GVT05@004; SATR at 94143, 963 (Byrd); SATR at 1051 (Bryner) In
addition, Smiths Indstries (“Smiths”), a Britisidisplay manufacturer, issued aeMorandum
sometimeduring 19851986 that describeda NVG-compatible fullcolor CRT display and
provided comment about this development andraft of the military specification under
consideratiorby thePanel DE 302 at GVT0560004. This Memorandum also references the
same trad®ffs with filter selection that Ms. Bryner and Mr. Reetinsideredn dr&ting MIL -
L-84762A. DE 302 at GVT050-0004°

In sum, the Government contends that Honeywé#tdao establish thaprior to issuing
MIL -L-84762A, the Panel on Aviation Lightindiad access to th69 application; or there is
any substantial similarity between t1269 application andIL -L-84762A specification.

Honeywell responds that, eveifi the Governmens interpretation ofsection 183 is
correct, the Government has not submitted any evidence to rebut Honeyywetha facie

1" Even if the court finds that the term “narrow band riedthe April 89, 1986meeting
minutes is facially similar to the term “narrow color band” that appears itf2@®8application,
the record evidences that the Government’s decision to purchase display systembihgdaot
do with the disclosure of the ‘269 application in the context of the Invention Secrecy Orde
review. 6/8/07 Gov't SA Reply at 167 (citing DE 3).

8 A scanned copy of the 1985 Smiths memorandum was found in Mr. Byrd’s file and
marked confidential, but the record is not clear as to whether other Panel mbhatbarsess to
it. SATR at 956-93 (Byrd).
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showing that the issuance of the MILEB5762A resulted fromthe Governmens disclosure of
the‘269 application. 4/25/07 PIl. SA Br. at 6, 16;448 6/8/07 PISA Replyat 22 10/14/11 Pl
SA Br. at 6. Honeywell noteghat in trade secret and copyrigtases, federadourts routinely
havelooked to access or possession of protected information and the similarities betwlkeen suc
information and the alleged infringirdgvicesto ascertain liability 4/25/07P1. SA Br. at 4243.
Therefore, thefact that Mr.McLure reviewed the 269 application is Sufficient to establish a
connection between that patent application and the Govermgnerftinging use of the
invention,” since direct evidence of copying is not required andwdt.ure’'s “knowledge of the
‘269 application precludes any finding that tBevernment development of the military
standard was independent.” 10/28/11 Pl. SA Resp. at 5. Furthebyarmmving the cutoff of
the NVG minus blue filter from 625nm to 665 mmMIL -L-85762Ato allowfor the emission of
a “narrow band of rédfrom the aircraft cockpitdisplay, the Governmentsedthe core of the
invention disclosed and claimedwhat became th®©14 patenti.e., splitting the red color band
(wavelengths from 620im to 780 nm) into two parts, lambda 1 (68t to 655 nm) for the
aircraft cockpitdisplay and lambda 2 (665 to 780nm) for the NY@sachievea full color
displayin theaircraft cockpit without significant degradation INVG performance.4/25/07 PI.
SA Br. at 53. Althouglthere were other potential ways to achiewenpatibility between NVGs
and full color displayshy adopting MIL-L-85762A the Government elected to use the invention
disclosed and claimed in th@14 patentas evidenced by the fact thaet655 nm Class B minus
blue filter described in th#IL-L-85762A specificationis the same filter described irnain
2(b) of the ‘914 patent. 4/25/07 PIl. SA Br. at 54.

Honeywell adds that the Governmenargumentoverstateghat thePanel on Aviation
Lighting and industryalreadywere moving toward fullicolor NVGs to allow red in the cockpit
prior to Mr. McLure's review of theé268 and ‘269patentapplications. 6/8/07 Pl. SA Regdy at
8.1 The fact that e military had to establish a committee to revigi -L-85762A to
“investigate the possibility of using rdjhting components’also undercutsthe testimony of
Government witnesses that thalyeadyknew how to make NVG compatible full color displays.
6/8/07PI. SA Reply at 7.In addition the19851986 Smiths Memorandum is irrelevanécause
no evidence wasntroduced that anyonm the military reviewed or everhad a copy of this
documentduring the relevant time period6/8/07 Pl. SA Reply at 5. And, there is naclear
record of what Mr. Cohen and Mr. Reetz discussed on September 4, 1985atstheh
Governmens contentionthat the flow ofcritical information about the status of the MiL-
85762Awas fromMr. Reetzto Mr. Cohen is nothing more thaonjecture.6/8/07PI. SA Reply
at7, 29.

C. The Court’'s Resolution.

The record on which Honeyweltklies to establish Government usé the invention
disclosed in the ‘268pplicationrequirescarefulscrutiny.

¥ There is no evidence in the record that Mr. McLure ever reviewed the(#8&ation
Moreover, as previously mentioned, on December 23, 2004, Honeywell relinquished all claims
concerning the ‘26&pplication SeeDkt. No. 77.
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On March 4, 1986Mr. McLure examinedthe ‘269application at the Navy'srequestto
determine whetheit should be subject tan InventionSecrecy ActOrder. PTX 503. Mr.
McLure testified thathis reviewwas not focused oanytechnicalaspect of the ‘269 application
at all, sinceit wasnot developed under a Government prograMe did not evaluate the merits
of the patent or the technical goodness of what was being proposed. It was a sietpiytya s
review.” SATR at 437-38 (McLure). Mr. McLure's contemporaneous noteonfirm that,
becausehe ‘269 applicationreferenced’ANVIS vulnerability” (PTX 505), he recommended
issuance of mInvention Secrecict Order,“not what was specifically in thapplication itself.”
SATRat440 McLure).

On April 8-9, 1986, the Panel on Aviation Lightimgetandthe minutesof that meeting
reflecta discussiorof nineitems. PTX 559 at GVT019-1974 to 83; PXT 562 at JA6199556
(JACC Program Status Report on Night Vision Goggles following signup streéjpril 8-9,
1986 Panel on Aviation Lighting Meeting); SATR at 416 (McLure). Honeywellhasmade
much of the fact thah the minutes bone discussion grouihe term “narrow band red” appears,
alittle overa month after MrMcLure first reviewed the269 application®® 4/25/07 PI. SA Br.
at12, 49 (citing 7/26/0&@ATR at622-23)(McLure).

In the courts judgment Honeywelloverstated the significance of this referenéeside
from the fact thatat leastsome parbf the ‘268 applicatiorappears tdvave beenn the public
domain?* Mr. McLure signed a sworn statemeattesting as follows: “I understand that
information acquired from [the disclosure of tt&69 application] may not be divulged or used
for purposes other than security?TX 503; SATR at 240McLure).

2 The minutes reflect that,noApril 8, 1986, a presentation was made by John Parker
from NADC to the Panel on Aviation Lighting to “review the objective of the NAf@st
programs and area of concern to determine the impact of incrieaséslof red lighting on the
performance of NVIS. Data resulting from the test will be used to recomamamgjes to MIL
L-85762. The changes will address the allowable AR values for NVIS congpagtéen, yellow,
full color and monochromatic CRTs, HUDmsd define a narrow band redncluding area.”
PTX 559 at GVT019-1977 (emphasis added).

On the next day, Ms. Bryner discussed “the effects of changing the-biuridilter on
NVIS from the present 625 nm cutoff to 665 nm to allow the use of a limited amount @jhted |
in multi-color CRTS and indicators. She reviewed some of the test data collected to date on the
compatibility of 610 red (orange red) with the 665 NVIS filter and detailed sornme NADC'’s
future plans.” PTX 559 at GVT01B978. Thereafter assignments for additional testing were
madewith a note that “services and industry to submit red samples for T&E by NADC.” PTX
559 at GVT019-1980.

2L On April 4, 1986, Mr. McLure met with Bendix representativeto discussthe
circumstances oheir prior and unrelated disclosure of the ‘268 application to the Department of
Defense and defense contractors, sometime prior to November 6, 1985, and whether that
disclosure would compromise the Invention Secrecy Act Order on the ‘269 applicatm, s
both had “virtually identical specifications” (SATR at 645 (Honeywell's Col)jysend to clear
an exhibit Bendix wanted to use in an upcoming Army Aviation Association of America
Exhibition in Atlanta, Georgia. PTX 538; PTX 539; SATR at 278¥0L(ure).
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When pressetly the courtat the evidentiary hearing, M¥icLure insistedthat he never
disclosed any information about the ‘269 application:

THE COURT: [My] impression of what Honeywell is . .saying [is,]
because you reviewdthvention Secrecy Act ‘269 patent]
applications, you gleaned some type of insights or
confidential information from reviewing those, which then
you imparted either tfthe Panel on Aviation Lightingdpr
some other group that was involved in this procurement
process . .is there any reasahat we should be concerned
about any of that?

MR. MCLURE: | mean, our contact, my contact, my contacts with the
Army would have primarily consisted of the ANVIS
program, which was another one of thewhich was
another program effort, which | was warngi which
wouldn't have really involved- the Army didnt have a
vested interest in the ANVIS red lighting thingThe
original version of the MIL spec covered all their lighting
requirements. And it also covered the lighting
requirements for the Navy dnMarine Corps helicopter
community, which | also worked for. It was just one of my
duties.

THE COURT: . . . So is there anything in that application in your
professional judgment that . . . set off a light in your head
that made you . . feel compelledto share whatever that
information was in any way shape or form with the people

at this lab?

MR. MCLURE: | wouldn't have shared it either with the people in the lab or
the people within the Navy.

THE COURT: Was there anything about what you read in [269]
application which struck you as being, you know, unique,
profound?

MR. MCLURE: To be honest, Your Honor, | had roughly two years

experience, three years experience with the government at
the time. | probably would have barely understood the
techntal portion of the patent application.

SATR at 341-43see alsGATR at231-33, 240-49, 380, 441-43, 451-32cure) (same)
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In the court’s judgment, Honeywell's counsetsssexaminationwas unsuccessfuh

HONEYWELL'S
COUNSEL:

MR. MCLURE:

HONEYWELL'S
COUNSEL:

MR. MCLURE:

HONEYWELL'S
COUNSEL:

MR. MCLURE:

HONEYWELL'S
COUNSEL:

MR. MCLURE:

HONEYWELL'S

COUNSEL:

MR. MCLURE:

HONEYWELL'S
COUNSEL:

MR. MCLURE:

undemining Mr. McLure’s testimony

On March 4th or thereabouts, you are presented with the
‘269 and ‘268 applications to perform the review to
recommend or not recommend a secrecy order. Do you
recall that?

As | indicated previously, | certainly recall ftom the
testimony. | dort' directly recall reviewing those again.

Okay. Now, when you received those, those cover sheets
that you then completed, they had the patent applications
attached to them; is that right?

| don't have any direct recollection but they certainly, they
certainly should have. That would be, that would be
expected.

Okay.

So | have no reason to dispute that.

And to do the secrecy review, in fagbu needed to review
the substance of the application or else you couldn
recommend anything one way or the other; is that right?
Yeah, that would be correct.

Okay. So you didn tell your boss at that time that you
weren't competent to do the review, did you?

No.

And you didnt tell your boss back then that maybe you
shouldnt do the review, because you were involved in the
panel thdts looking at the issue of nighision goggle

compatibility with full color displays, did you?

No.
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HONEYWELL'S

COUNSEL: And you didnt suggest to your boss that maybe someone
else should be the one reviewing tR€9 and 268 patent
applications because you were involved in the panel and
thats what the panel was doing, did you?

MR. MCLURE: No.
HONEYWELL'S
COUNSEL: Did it ever cross your mind to take some sort of action,

other than digging into the'268 and ‘269 patent
applications and reviewing them?

MR. MCLURE: The patent- patent @plications and other public release
documents are disseminated based on essentially whose
technology area they are in. If every member of NAVAIR
recused themselves because something came in within their
technology area, you would have no one to review
applications.

SATR at 391-93.

On numerous occasions duritige evidentiary hearingMr. McLure emphasized that
NAVAIR was responsible only for managing logistics of the engineering ggpdechnical
expertise was provided by others. SATR at-888452 McLure). In that regardMr. McLure
viewed his responsibilityon the Panel on Aviation Lightings “doing the coordination and
getting all the smart people together. And you spend a lot of time with charts up oallthe w
with the experts arguing about sentences over what comes before what. And youth@b is
overall coordination and organization.” SATR at 450 (McLus®e alsoSATR at 45354
(McLure). Mr. McLure specifically testified that he did not author nor direct the technical
aspects of the vessed MIL-SPEC, but coordinated recommendations from the military technical
experts and industry as to what should be included. SATR aD@0451-52 (McLure).
Moreover three other witnesses confirmellat, during the time Mr. McLure served as the
Navy’s representative on the Panel on Aviation Lighting, his assignwenhot technical This
period incluekd his service as Chairman from September 1986 until August 26, 1988, the date
thatMIL -L-85762A ssued SATR at 87071 (Reetz); SATR at 10036 (Byrd); SATR at 1074
(Bryner).

The court considers the testimony of MicLure to be credible and finds that he honored
his obligation not to disclose or use information from the Invention Secrecy AcwrevVithe
‘269 application.

Returning tothe reference to the specific term “narrow red bandthe April 8, 1986
minutes ofthe Panel on Aviation LightingVir. Reetz testified thahis was not a term he had

24



usedduring ths time periodand but he alsoattached ngarticular significance to thigerm
appearing in theninutes.

HONEYWELL'S

COUNSEL: Were you investigating a narrow band of red as of April
8th, 19867

MR REETZ: | don't recall. Time framavise, | dont know where that
was.

THE COURT: Why would you be investigating a narrow band of red?

MR. REETZ: As | say, this particular paragraph 'westalking about was
trying to determine the proper color coordinates.

HONEYWELL'S

COUNSEL: What was your understanding, if any, of a narrow band of
red in that time period?

* % %

HONEYWELL'S

COUNSEL: Did you have an understanding of the term narrow band of
red in April time of 19867

MR. REETZ: | -- | considered that to be | don't know what, how would
you define a narrow band of red? | mean, yan bave a
narrow band of anything.

HONEYWELL'S

COUNSEL: Could you look at, lower on the page of this document
under NADC red light test efforf? do you see that?

MR. REETZ: Subparagraph D?

HONEYWELL'S

COUNSEL: Yes.

MR. REETZ: Yes.

HONEYWELL'S

COUNSEL: And there is, the last two sentencewiill read those, they

say, “The changes*- by the way, | assume we talking

22 This group was “conducting studies regarding coming up with a compatible red.” PTX
559 at GVT019-1977.
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MR. REETZ:

HONEYWELL'S
COUNSEL:

MR. REETZ:

HONEYWELL'S
COUNSEL:

MR. REETZ:

HONEYWELL'S

COUNSEL:

THE COURT:

HONEYWELL'S
COUNSEL:

GOVERNMENT
COUNSEL:

HONEYWELL'S
COUNSEL:

THE COURT:

HONEYWELL'S
COUNSEL:

about changes to the MIL spec, right? Why’'tdgou read
the whole paragraph to yourself firstml'sorry.

Okay, right. Oh, yes, | do remember reading this before.
This is a very confusing sentence, | have to admit. 1tdon
know what he is talking about.

Which sentence are you talking about?

“The changes will address the allowable errovadties for
NVIS compatible, green,yellow, and monochromatic
CRTs” -- that | understand “HUDs” -- havingdesigned a
radiance for HUD- “define a naiow band of red including
area.” | don’t know what area he is talking about.

Right Is the term narrow band of red confusing to you?

| don't know how-- | don't know how it is being used in
this context. | don’t know what it means.

Is it a term you used in different contexts in that time

period?

What time period are we at now?

1985-86.

And | would object as vague. A term

Your Honor, this question is not vague.

| think the witness has said that he considers it to be vague.
Your Honor, he said that he thought the sentence was
vague. And | have a specific question on that term,

whether the term narrow band red is something he used in
that time.

26



THE COURT: What does narrow red band, color band red mean to you, if

anything?
MR. REETZ: It doesnt really-- | mean, you want me to define
THE COURT: | am just asking you whether it means anything to you.

And what is the meaning. . if you understand what the
term means. If yodon't, that's okay.

MR. REETZ: To me, it would mean a small portion of electromagnetic
spectrum that included red.

HONEYWELL'S

COUNSEL: Is that a term that you used in that time period, as you
recall?

MR. REETZ: Myself?

HONEYWELL'S

COUNSEL: Yes.

MR. REETZ: No.

HONEYWELL'S

COUNSEL: Is it a term that you recall the committee using in that time
period, other than in this memo?

MR. REETZ: Other than in this memo?

HONEYWELL'S

COUNSEL: Yes.

MR. REETZ: No.

SATR at 6B-23.

In fact, earlier in histestimony Mr. Reetz emphasizedthat the Panebn Aviation
Lighting was well aware thatd lightcould be introduced into an N\\G@mpatible cockpitvell
before Mr. McLure’s review of the ‘269 applicatiaand that changing the NVG filters to
accommodate thintroduction ofed light was “not rocket scienée SATR at 54950 (Reetz)?®
The court also finds thestimonyof Mr. Reetzto becredibk.

23 Mr. Reetz also testifiethat he never saw the ‘269 application until well after the
Invention Secrecy Act Order was lifted. SATR at 639H8etz).
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Honeywell argues thatMr. McLure's initial and subsequent Invention Secrecy Act
review of the'269 applicatiorrevealedhat red could be introduced into aircraft cockpitshosy
use of a 665nnClass B minus bluélter in the aircraft displays 4/25/07 Pl. SA Br. at 534.
But, the claims of the‘269 application contain no reference to any specific size of fifter.

24 The claims asserted in the ‘269 application thatWbLure reviewed stated:

WHAT IS CLAIMED IS:

1. Display-systemfor-use-in—asseciatiin combination] with a night

vision aid and a local source of light; wherein the local source dfihghudesa
plurality of distinct monochromatic color generators and local source isght
blocked from interfering with the night vision aid, [a display system]
characterized by:

a) a bandpass optical filter arranged to block light from at one of said
color generators except at preferred range of frequencies;

b) a high pass optical filter arranged to block light from at least one other
of said color generators, the high pass filter blocking light at the prefemgd ra
of frequencies; and

c) an opticafilter associated with the night vision aid and positioned with
respect to the night vision aid so as to filter light entering a light input of the night
vision aid, said optical filter associated with the night vision aid having a
characteristic of blocking light at said preferred range of frequencies.

2. Display system as described in claim 1, further characterized by:

first and second polarizing filters, the first polarizing filter filtering tigh
output from the local source of light and the secpal@rizing filter filtering the
light input to the night vision aid.

3. Display systenas described in clai®[2], further characterized by:
the first and second filters being circular polarizers.

4. Display system as described inirwld,, further cheacterized by:

the local display being a multiple tube color display and the color
generators being monochromatic cathode ray tubes of distinct colors used in the
multiple tube color display.

5. Display system as described in claim 4, further charaeteby:

first and second polarizing filters, the first polarizing filter filtering tigh
output from the local source of light and the second polarizing filter filteriag th
light input to the night vision aid; and

the first and second filters being ciraupolarizers.

PTX 501 at DE-1049 to -50.
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Moreoverimportantly the ‘269 applicatiomloesnot claim “a plurality of filters at the local color
display[,]” nor a “fourth filter cooperating with said plurality of filters tobstantially block at

least said narrow band of the red color band from being admitted into the night vision aid.”
Those claimshowever weredisclosedn the ‘914 patent that issued on October 22, 2002, well
after the Secrecy Act Order in the ‘269 patent was rescinded, and were the ledithe tcourt
determined werenfringed bythe military aircraft displays at issue in this cag#MX 36 at DE

1688.

It is important at this juncture to focus on Honeywell's argument that the -tMIL
85762A, embodies thigeniusness’ of the ‘914 patent, namely ‘the splitting of the . . . red color
band[.]” 4/25/07 PIl. SA Br. at 53 (citing 8/4/05 TR 750 (Tannas)). But, Honeywell’'s expert
witness Mr. Tannas did not testify that tiMIL -L-85762A was derived from the “geniusness” of
the ‘914 patent. 8/2/05 to 8/4/05 TR33-777(Tannas). Instead, the record evidences that
was theamendment othe ‘269 patent with the two specific clairtiiat issued as the ‘914 patent
that disclosed a method to achieve the requargs of MIL-L-85762A.

For these reasons, the court has determinedHbaéywell failed to establisthat the
Government ugkthe invention disclosed in theé269 application. Asuming arguendq that
such usalid occur, it would not necessarily have beawongful, sinceHoneywells predecessor
Bendixappears to have beessponsible for the publdisclosureof part ofthe ‘268 application,
which had a“virtually identical specification” as the ‘269 applicatioaometimeprior to
November 6, 1985, wiebefore Mr. McLure’s March 4, 1986lnvention Secrecy Act review
(PTX 538), as Honeywell's counsadnceded SATR at 645 (Honeywedl counsel).

Honeywell howeversubsequently obtained the ‘914 pate¢héat discloseda method for
achieving theequirements of the MHL-85762A But, the Government’s use of thpatentis
subject to liability under 28 U.S.C. § 1498(a), not the Invention Secrecy Act.

The description of the preferred embodiments note in Figure 2, if a monochromatic
cathode ray tube (“CRT”) “projects an image in the red spectrum, a bandpa§lsnitigrbe
used with the CRT]J] so that only hg within a narrow range of frequencies may be transmitted
to the screen.” PTX 501 at DE 1046 (ll.-18). In addition, “in this arrangement the display
unit of the offending color is filtered with a narrow band bandpass filter so that hgistritted
by the display unit is only within a very narrow color band.” PTX 501 atlD&6 (Il. 3436).
The abstract also states: “Local display light within the most offendeguéncy band (red) is
filtered by a bandpass filter with a narrow frequency band and other diggithygd as to avoid
the offending frequencies.” PTX 501 at DB51.
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B. Patent Infringement Damages That Honeywell Has EstablishetUnder 28
U.S.C. § 1498.

1. The RelevantStatutes And Governing Precedent.
Section 1498(a) of Title 28 provides:

Whenever an invention described in and covered by a patent of the United States
is used or manufactured by or for the United States without license of the owner
thereof or lawful rigpt to use or manufacture the same, the olgnemedy shall

be by an action against thénited States in th&nited States Court of Federal
Claims for the recovery of higasonable and entire compensation for such use
and manufacture.

28 U.S.C. § 1498(a) (emphasis added).

Therefore, a a matter of law, the @&ernment may take a compulsory, compensable, and
nonexclusive license in any United States pat&deMotorola, Inc.v. United States729 F.2d
765, 768 (Fed. Cir. 1984kxplaining the differencbetween an action under section 1498
however,and one under Title 35 Because section 14@8 entailsan eminent domairemedy
the Government must pay “just compensdtién SeeTektronix, Incv. United States552 F.2d
343, 347 (Ct. Cl. 1977§*‘[JJust compensationmeans the full monetary equivalent of the
property taken. The owner is to be put in the same position monetarily as he would have
occupied if his property had not been takendinended bys57 F2d 265 (Ct. CI.1977),
remanded tal977 WL 22761, aff'd in relevant part, modified in par675 F.2d 832(t. Cl.
1978) see alsaCalhounv. United States453 F.2d 1385, 1395 (Ct. Cl. 1972p(ding that the
“reasonable and entire compensdtiowed the patent holder is equivalent to E@minpensation
under the Fifth Amendment).

In the context of 28 U.S.C. § 1498(a), “just compensation” appears to be the equivalent
of a reasonable royalty rateonsideredin light of factors discussed iGeorgiaPacific
Corp.v.U.S. Plywood Corp.318 F. Supp. 1116 (S.D.N.Y. 1970)G€orgiaPacific’). See
Uniloc USA, Incv. Microsoft Corp, 632 F.3d 1292, 1317 (Fed. Cir. 20X1Jhis court has
sanctioned the use of ti&eorgiaPacific factors to frame the reasonable royalty inquiry. Those
factors properly tie the reasonable royalty calculation to the facts bfygahetical negotiation
at issue.”);see also Gargoyles, Ine.United States113 F.3d 1572, 15881 (Fed. Cir. 1997)
(affirming the trial court’'s use of th&eorgiaPacific factors in calculating the royalty for a
violation of section 1498(a)).

Thesefactors include:

1. The royalties received by the patentee for the licensing of the paterit,in su
proving or tending to pravan established royalty.

2. The rates paid by the licensee for the use of other patents comparable to the
patent in suit.
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3. The nature and scope of the license, as exclusive ocexwuasive; or as
restricted or nomestricted in terms of territory or wittespect to whom the
manufactured product may be sold.

4. The licensor’'s established policy and marketing program to maintain his
patent monopoly by not licensing others to use the invention or by granting
licenses under special conditions designed to preserve that monopoly.

5. The commercial relationship between the licensor and licensee, such as,
whether they are competitors in the same territory in the same line of
business; or whether they are inventor and promoter.

6. The effect of selling the patented speciailty promoting sales of other
products of the licensee; the existing value of the invention to the licensor as a
generator of sales of his ngatented items; and the extent of such derivative
or convoyed sales.

7. The duration of the patent and the term eflibense.

8. The established profitability of the product made under the patent; its
commercial success; and its current popularity.

9. The utility and advantages of the patent property over the old modes or
devices, if any, that had been used for working onila results.

10.The nature of the patented invention; the character of the commercial
embodiment of it as owned and produced by the licensor; and the benefits to
those who have used the invention.

11.The extent to which the infringer has made use of the invention; and any
evidence probative of the value of that use.

12.The portion of the profit or of the selling price that may be customary in the
particular business or in comparable businesses to allow for the use of the
invention or analogous inventions.

13.The portion of the realizable profit that should be credited to the invention as
distinguished from nopatented elements, the manufacturing process,
business risks, or significant features or improvements added by the infringer.

14.The opinion testimony of qualifieexperts.

15.The amount that a licensor (such as the patentee) and a licensee (such as the
infringer) would have agreed upon (at the time the infringement began) if both
had been reasonably and voluntarily trying to reach an agreement; that is, the
amount wich a prudent licensesho desired, as a business proposition, to
obtain a license to manufacture and sell a particular article embodying the
patented invention-would have been willing to pay as a royalty and yet be able
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to make a reasonable profit and which amount would have been acceptable by
a prudent patentee who was willing to grant a license.

GeorgiaPacific, 318 F. Supp. at 1120.
2. The Expert Opinions Regarding Damages®
a. The Plaintiffs’ Expert Opinions.

Honeywell proffered two expert damage witresssMs. Julie L. Davis, a principal ihd
consulting firm of Davis & Hefield Consulting, LLC; and Colonel William S. Lawrence, United
States Marine CogyRetired).

i. The Direct Testimony of Ms.Julie L. Davis.?®

Ms. Davis wagetainedby Honeywells counsel to determine the amount of “reasonable
and entire compensation” to which Honeywell is entitled, pursuant to 28 U.S.C. § 1498, and “just
compensation” under the Invention Secrecy Act. PTX 1351 at8]fIdstead of separating out
the amount of daages due under each statute, Ms. Davis “assessed only a single rayalty fo
each infringing display system, regardless of whether Honewpadhim for damages for that
system is pursuant to 28 U.S.C. § 1498, or the [Invention] Secrecy Act, 35 U.S.C. & 183,
both.” PTX 1351 aff9. In Ms.Davis sopinion, under either statute “an appropriate measure of
Honeywells compensation is a reasonable royalty based on the Govermmmasttof procuring
the infringing display systenisj.e., the C-130dolor multpurpose display unit CMDU”)
display system, the -C30Htemote display unit @DU”) display system, and the ¥6/CMFD
display system. PTX 1351 at  11.

Ms. Dauvis testified that, in a hypothetical negotiation that would take ptaCGetober
2002, beforethe date the914 patent issued, the “reasonable royalty rate that would be agreed
upon is 10% of the Governméstcost of procuring the infringing display systems.” PTX 1351

% In this case,r addition to the written direct testimony of the parties’ experts on
dama@s, the parties conducted cres@amination of the experts and proffered doents,
including deposition transcripts, at an evidentiary hearing conducted on Febru28y 2007
and March 12, 2007 (“DTR 12856”). The courtalso heard testimony relating to defenssds
evidentiary hearings othlamages on November 13-15, 20@6d December 115, 2006 (“DETR
1-1745").

26|n 1978, Ms. Davis graduatetimma cum laudifom Kansas State University, with a
B.S. in Business Administration and Accounting. She is a member of the Amiestidunte of
Certified Public Accountants, the American Bar Association, and the Licensiaguttyes
Society. PTX 1351 at 4. Ms. Davis has worked on “numerous intellectual propses/ and
“conducted complex studies of damages,” including “evaluation of lost sales, t@fgs,pr
incremental profs, manufacturing and marketing capacities, fixed and variable costs, product
line profitability, price erosion, reasonable royalty, unjust enrichment, apddgreent interest.”
PTX 1351 at 2.
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at{ 12%’ This baseoyalty rate was reached aftbts. Davis s consideratiorof: the demand for
the benefits of thé914 patent technology (PTX 1351 at9®, 10113); the lack of alternative
technologies (PTX 1351 at 99, 114420); the profitability othe products (PTX 1351 at 9P,
121-28); and the licensing history of the parties. PTX 1351 at 1 99, 129-32.

Ms. Davis also advised the court that the parties in the hypothetical negotiatiahb&oul
Honeywell and the Government. PTX 135X @8. At that negotiation, Honeywell would offer
a nonexclusive licenseon the ‘914 patent and the Government would accept, because the
CMDU, RDU, and CMFD'display systenisalready were purchased or were being used in the
C-130J, G130H, and FL16 aircraft and to cover any other systems purchased in the future
utilizing the*914 patent technology. PTX 1351 7980. Ms. Davis conceded that Lockheed
Martin and/or -3 Corp.mayalso be parties to the negotiation with respect to ti8@J/CMDU
displaysystem because they had indemnity agreataavith the Governmert but neither had
any such agreements with resptecthe G130H/RDU or F16/CMFD. PTX 1351 at 11 835.
Since =3 Corp.is the supplier of only “singlecomponent of the display systsfhhowever, it
could not adequately represent the Governisemtterests at a hypothetical negotiation nor
would it have an incentive to negotiate a license that would enable the Governmermute pro
display systems utilizing914 patent technology frorh-3 Corp’s competitors. PTX 1351
at 86.

Therefore, to ascertathe relevanproductbase, Ms. Davis considered the Governnsent
cost to procurghe infringing military aircraft display systes including night vision goggles
and a local color display, as installed ateliveredin the aircraft, instead of only looking at
Lockheed Martifs procurement cost from-8 Corp. PTX 1351 at {1 895. In addition, the
display generators sold by Honeywell also should be included proectbase, because the F
16/CMFD cannot function without a display generator. PTX 1351 at  97.

At the hypothetical negotiations]s. Davis assumed th&iremost in Honeywels mind
would be the objective of obtaining a royalty rate consistent with the operatifiignpargins of
its Aerospace egmentthat were 22% in 2000 and were 18% in 2QPZX 1337 (Honeywell
2002 SEC Form XK)). PTX 1351 at 11 21, 134. In support, Ms. Dadsledthat Honeywell
would agree to a 10% royalty rate, but only if it applied to the total cost of procuriagtiae

2" In confirming the rateMs. DavisconsideredLockheed Matin’s 20-25% profit on the
sale of the €130J (PTX 1259); Lockheed Marti profit on the production and support
programs for the 6 (PTX 1020 at 6B69); ITT’s average profit margin on Class B and
C NVGs (PTX 1006); legacy Honeywel{li]. an earned gross margins on the sale of
CMFDs for the F16 (PTX 138, PTX 1312 at H70124) andjjlj average gross margin on
display generator sales from 199899 (DE 601, Supp. Ex.-F & F-2); a 2002 renegotiation
between E3 Corp. and Lockheed Martin in which-d Corp. sought profit margins of 12.9%
orl3.7% on CMDUSs used in theX30J (PTX 1344 at LMCD 0003698); aneBLCorp.’s 13.4%
and 12.7% respective profit margins on CMDU and RDU sales (PTX 1002, Damagesi$umm
Schedule F1). PTX 1351 at 11 123-28.

8 The record in this case, however, does not include any indemnification agreements.
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military aircraft display system, including NVGs and tHe16 CMFD display generatoffor a
total per unit cost of:

CMDU and NVGs on €130J = $9,90@er display system
RDU and NVGs on €30H = $6,500 per display system
CMFD, display generators, ainNWGs onF-16 = $9,80(er display system

PTX 1351 at 1 136.

In addition,Ms. Davis proffered several reasons whig rate “would be justified.” PTX
1351 at § 136.First, “[tlhe royalty could be viewed as amsurance policyon an aircraft
costing tens of millions of dollars and on pilogsd crew memberdives.” PTX 1351 af] 137.
Second, the Governmesntlemand foCMDUs was*“independent of prigé as showrby the fact
that theGovernment purchasepareCMDUs at a price varyinfrom $56,436to0 $162,138er
unit. PTX 1351 af] 138(citing PTX 1003 (CMDU Sales Analysis, Schedule ¢2aJhird, in
2002,the Government would place a “high priority” on the use of 81 patent technology in
light of post9/11 conflicts and would “not want to compmise itsmilitary capability by
foregoing the use of full color, NVG compatible displays just to save $6500 to $9900ptay dis
system.” PTX 1351 #139. Fourth, a royalty of $9,900 perl30J/CMDU display system
represents only a 0.03% to 0.015%reaseof the $34 to $66 million total cost to purchase a C
130J aircraft. PTX 1351 &t140 (citing PTX 1334 at GVT10007). Fifth, the Government
would consider the litigation risk and royalties awarded in other sectiona)49&es. PTX
1351 at 1 142, 14@iting cases) Sixth, the Government would weigh the benefits of #id
patent technologyin light of future procuremenisthe lack of available non-infringing
technologieghat ®uld meet the Governmeéantspecificationsthe “highcost” of attenpting to
switch to a nofinfringing alternative, the risk of owing an even higher royalty after tibga
andagree tgpay a $6,5069,900 royalty per display systesnd thento passon that royalty to
the Governmenas an “allowable cost. PTX 1351 aff143. Seventh, in lighof Lockheed
Martin and -3 Corp.’s estimatecijj il profit on sales of CMDUs to the Government;
their |l profit on sales of RDE and ITTs |l profit on sales of NVGs, the
royalties requested by Honeywell “could be absorbed,” by Lockheed Marthowi any
material effect on its aircraft profitabilityparticularly since Ms. Davis looked at “operating
profits, rather than incremental profits.” PTX 1381Y 14445.

Next, Ms. Davis considered her proposed 10% royalty base rate in lighe oélevant
factors enumerated iGeorgiaPacificc PTX 133 at Y 14973. As tofactor 1, there is no
established royalty for th®14 patent.PTX 1351 at  1561. As tofactor2,the Government
has not entered into any license for the use of “other patents comparable™3@4hmatent.
PTX 1351 aff152. As tofactor 3, the hypothetical negotiation was for a rexclusive license
between Honeywell and theo@ernment, without restriction. PTX 1351fet53. As tofactor
4, Honeywell used thé914 patent technology in its own displays déinerefore”it possibly had
an alternative to 13 [Corp.]'s CMDU.” PTX 1351 atf 154 (citing PTX 1295 at H2395-424).
As to factor 5, Honeywell understood that the agreed royalty “would provide Honeywell with a
pricing advantage . . . where [it] has a competitive display product,” but stmyalay “may
have implications for its separate negotiations with [other] displayufacturers, aircraft
manufacturers or others with respect to direct commercial sales tdJ.BonGovernment
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customers.” PTX 1351 at 1 1556. As tofactor 6, Ms. Davis considered the effect that the
‘914 patent technology would haga promoting sales of other Lockheed Martin ar8 Corp.
products,i.e,, “convoyed sales.” PTX 1351 at { 157. Although Ms. Davis did not include
“convoyed sales” in the royalty base, she considered them as a factor that féaoreven
higher royalty” PTX 1351 atf162. As tofactor 7, Ms. Davis assumed the hypothetical
negotiation would be for the full term of th814 patent, expiring on October 22, 2019. PTX
1351 atf163. As tofactor 8, Ms. Davis looked to the “profitability, commercial success and
popularity of the infringing display systems.” PTX 135%a64. Ms. Davis considerddctors

9 and 10together,i.e,, that the“technology embodied in thé914 patent is a significant
improvement over prior art,” for which no “available alternative technology . . . cowie ha
[been} usedto achieve the same result2TX 1351 atf 165. As tofactor 11, Ms. Davisnoted

the continued incremental increase of the number of night vision displays from 2002 to the
present. PTX 1351 at 11 166 (citil®6/06TR 32, 724). As tdactor12,Ms. Davis was aware

of no customary apportionment of profit in the industry and was unable to identify any
comparable licenses. PTX 1351 at 1 168-70. Aactor13, Ms. Davis was of the opinion that
profits should not be apportioned between patented anepatented elements of the entire
display systentecausgbut for the Governmerg use of the914 patent technology, there would

be “no demand or market for the CMDU, RDU, or CMFD displays.” PTX 1331L1&tl.
Therefore, Ms. Davis concluded thatll“of the profits from the sales of these displays [were]
attributable to the'914] invention.” PTX 1351 at § 171.

In sum, Ms. Davis calculated the total damages that the Government should pay
Honeywell (without @lay compensationas follows:

Infringing Display Systems Total Damages
C-130J/CMDU Display SystemSales to

U.S. Government $5,966,400
C-130J/CMDU Display SystemPre

September 2000 Direct Commercial Sales $3,171,000
C-130H/RDU Display System$Sales to U.S.

Government $2,242,800
F-16/CMFDDisplay SystemsSales to U.S.

Government and Foreign Military Sales $12,275,700
Total $23,655,900

PTX 1351 at |1 14, 17942 (citing PTX 1002 (Damages Summary, Schedule B1, B2, C, D, E);
PTX 1003606 (Sales Data for CMDUs, RDUs, Clak, and NVGSs)).
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il. The Direct Testimony Of Colonel William S. Lawrence.
Colonel Lawrenc? testified

Based upon my experience, | believe the Government will typically choose to
equip its military pilotswith the best available technology rather than settle for
“second best” technology or other alternatives just to save money. This is
particularly the case where aircraft costing tens of millions of dollars avéved/

and the incremental additional costs to add upgraded equipment are on the order
of thousands or tens of thousands of dollars. Stated another way, additional costs
and expenses on the order of tens of thousands of dollars are usually not material
when cosidering the feasibility of an [sicjmulti-million dollar aircraft
procurement or upgrade, and major decisions regarding which technology to
implement are rarely made on the basis of such relatively low-cost expesditure

PTX 1352 at T 22.
b. The Governments Expert Opinions.

The Government also proffered two expert damage witnesses: Mr. Phillip Green, a
founding principal in the consulting firm of Hoffman, Alvarez & Company LLC; and DrryHa
Lee TaskPh.D.

. The Direct Testimony Of Mr. Phillip Green.*°

Mr. Green was retained by the Government to provide an opinion regarding damages
owed Honeywell andto respond to MsDaviss expertopinion. DE 60latf 1. Mr. Green
applied the methodologies approvedTiektronix to establish a “basis for a royalty eaby
deducting from the infringés proposed selling price for the infringing product, direct product,
marketing and administration costs, and normal profit margins to arriveesidaal profitability
margin that could then serve as a starting pointhferdetermination of a royalty rate.” DX 601

29 Colonel Lawrence had 40 years of experience as a pilot, of which 26 yearwithere
the United States Marine Corps. PTX 1352 at T 1.

30'Mr. Green graduatedrdm Rutgers College with a B.A. in history and received a
Masters in Business Administration from the Rutgers Graduate SchoolraEgdiament, with a
concentration in Accounting. DE 601%t57. Mr. Green is a Certified Public Accountant and
licensed in he State of New York. DE 601 @f57. Healsois a Certified Management
Accountant and accredited in Business Valuation by the American Institutatdfe@ePublic
Accountants. DE 601 &t157. In October 1986, Mr. Green helped found the consultmgof
Hoffman Alvary & Company, L.L.C., located in Newton, Massachusetts. DE 6§11%4.
Prior to that time, he was a Senior Manager in the Dispute Analysis andr&terjRecovery
Services practice of Price Waterhouse LLPE 601 at § 156. His priéce has focused on
intellectual property matters, including “analyzing damages in infringeotams . . . as well as
valuing patent portfolios and helping clients to negotiate patent licenses.” DE%G1 a
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atf17. Mr. Green described theektronixmethodology for calculating a royalty rate starting
point, as follows:

Infringer s Revenue Per Unit
minus
Direct or Variable Costs of Manufacturifgr Unit
minus
Fixed Costsi.e., Marketing and Administrative Costs, Per Unit
minus
Infringer's “Normal” Profit
equals
Residual Profit (starting point for royalty rate)

DE 601 at 12 (adapted from Figs. 3 and 4), 11 19-21.

Having considerethe data provided by the Government, Mr. Greeopinion wa that a
reasonable royalty would range between $750 and $1,000 per CMDU and RDU, ss thiat
August 2006, damages would be between $842,250 and $1,123,000, excluding delay
compensation. DE 601 at 1 8(lc)-

Following the Tektronix analysis, Mr. Green ascertained that the starting point for
determining a royalty rate required deducting ICorp.s 2002“normal profit from the profit
L-3 Corp.earned on its RDU and CMDU saleBE 601 at 1 20 (concluding that “Defendlan
Normal Profit” meant its “overall operating income”PE 601 at] 26 (explaining his
methodology) Mr. Green calculated themounton L-3 Corp.5 RDU and CMDU sales to be
between 12.7% and 13.4%. DX 601 at 232 Utilizing information availablédrom L-3
Corp.’s Securities and Exchange Commissio8EC’) Form 10K’s for the years 2002002, he
determined that 43 Corp.5s “average normal profiton sales was 11.5%. DE 601 at Y254
Then, Mr. Green calculated the “residual share” 8 Corp.’sprofits for RDUs and CMUs
(using L-:3 Corp.5s 2002 11.32% operating incomestead of the 200Q002 11.5%"average
operating incom® to arrive at a‘residual share of profits” oroyalty “starting point” of $683
per RDU unit and $984 per CMDU unit. DE 601 at 1 26-28.

Next, Mr. Greeranalyzel 13 ofthe 15GeorgiaPacific factors in five generatategories
i.e.,, market royalty rates dttors 1, 2, 12)thoserelated to the patentgétors 7, 9, 10, 12); the
patenteks profitability (factors 6, 8, 13)the accused infrings profitability (factors 6, 11, 13);
and the patentég use of the technology (factors 3, 4, 5). DE 60fL3& He consideredttors
1, 3,4, 6, 9-11, and 13-Hs"the most valuable in this case.” DE 601 at { 45.

Mr. Green adised the court that, as factor 1, Honeywell had no liceng agreement
for the useof the‘914 patent and the two internal agreements proffered by Honeywell were not
relevant. DE 601 at 1 46-56.

As to factor 2, Mr. Green indicated that he was aware of any licensemntered intdoy

the Government, Lockheedartin, or L-3 Corp.for similar technologies to tH814 patent. DE
601 at § 57.
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As to factor 3 Mr. Green assumed that Honeywell conceded that the purchasers of
CMDUs, RDUs, and othetisplays also would receive an “implied license” to use NVG&
601 at 17 589. Therefore, NVGs would not be included in the royalty base. DE @p5%t
Mr. Green also assumetthat since L3 Corp. manufactured and sold thailitary aircraft
displays prior to the issuance of tH&l4 patent, neither-B Corp.nor the Government received
any “know how, technical assistance, marketing assistance, trademarkseointgiectual
property from Honeywell.” DE 601 &t61. Under Government licensefdhe ‘914 patent
technology, E3 Corp.would receive the right to manufacture and sell the licensed products,
without the threat of litigationi.e., the “freedom to operate,” so the royalty rates would be
“lower than those that would be negotiated if estlhechnology or technical assistance ever
necessary.” DE 601 §t61. Mr. Greenalsoassumed that a non-exclusive license would warrant
a lowerroyalty rate. DE 601 at Y 62.

As to factor 4, Mr. Green advised thsince Honeywellunsuccessfullyattemped to
solicit potential licenses fdechnology based atie ‘914 patent a lower royalty rate would be
warranted than if Honeywell attempted to retain its patent monopoly. DE 601 at § 63.

As to factor 5, Mr. Green advised thsince the Government wamt a competitor of
Honeywell, it would have negotiated a lower royalty rate than if the hypahetagotiation
took place between Honeywell and IC8rp. DE 601 at Y 64.

As tofactor 6, Mr. Green testified that the documents did not evidencécanyoyed
sales,”as described by Ms. Davis, resulting from the technology covereithéby914 patent,
other than spare parts. DE 601 at {f66569. As to spare parts, Mr. Green did not see any
indication that Honeywell or 43 Corp. earned greater mgins from those salethat would
warrant a higher royalty rate. DE 601Y4&6. Mr. Greeralsofound no evidence that generators
were soldoy Honeywellbecause of the€914 patent, antherefore theyghould not be included in
the royalty base. DE 601 5732

As to factor 7, the fact that th®14 patent would have just issued at the time of the
negotiation would weigh in favor of a higher royalty, assuming that the licemskel have been
for the entire term of the patent. DE 601 at { 70.

As to factor 8, Mr. Green accepted that Honeywell sold 1116 CMFD units to Lockheed
Martin and the Government during 199699, for a total of $56 million, but noted that

31 Mr. Green advised that, if the court disagreed with this appraathe alternativeany
compensation due for the NVGs could be accounted for by an increase in thenaigalbywt the
product base). DE 601 at Y 60.

32 Therefore, Mr. Green advised that, if the court decides to consider the display
generators, the profits earned would “influence the royalty rate aégghtinot the number of
units to which the royalty is applied .[and] wouldnot be included in the royalty base.” DE
601 at  68. Mr. Green further noted that the gross margindJjjjjj on generators.e., oo
higher than Honeywell's margin on overall product sales. DE 601 at Y 68.
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Honeywell provided only data for gross profits of 22% and no datdsooperating profits,
thereby overstating the profits actually earned on the CMFD sales. DE 601 74+-7#]
Honeywells profits in 2002 on other components sold to the Government for13@Lwverein

the [l range. DE 601 # 75 (citing LMCDO®6067516761). Moreover, le fact that
Honeywell “only earned gross profits -greater than its normal gross profits from the
sales of CMFDs including the patented display system . . . indicates that even to elgriagw
technology was not especially valuable.” DE 601 at § 77.

Mr. Green considerefhctors 9 and 10 together, first noting tahoughthe ‘914 patent
is directed to allowing a local display to emit light in excess of 620nm and remain NVG
compatible,the ‘914 patentdoes not claim invention of: CMDUs, RI¥, and CMFDs; night
vision goggles; LCDsprojection displaysor any particular display technology. DE 60X at8.
Instead, the 914 patent simply describéa way to have a full color display which isght-
vision goggle compatible and still ha[vedmehing which serve(s) as a red primary.” DE 601
at 178 (quotingHoneywells counselt DETR at 867. In addition,Mr. Green advised the court
that there were acceptable roifringing substitutes and the U.S. Army operates aircraft with
nonull color displays. DE 601 &t 79(citing PTX 1212at 22122 (7/31/06Pierce Dep3 and
the11/3/06Expert Report of Dr. Harry Lee Task).

As to factor 11, 3 Corp.sold 902 CMDUs and 345 RDUs to Lockheddrtin or the
Governmenfor inclusion in G130H and G130Jaircraft DE 601 aff80. On these sales;3
Corp.had operating profits of 12.7%n RDU salesand 13.4%, or approximately 2% more than
its normal operating profit, on CMDU sales. DE 60y 80. Inconsideringcontracts to provide
RDUs and CMDUsthe Governmenhasallowed overall profits of no more than 12.5% on the
displays. DE 601 at 1 8.

Mr. Green considered factors 12 and 13 together, first notingvihatre the patented
technology does not cover the value of the entire device, apportiathiogthe profits from the
sale of a product to the patented technology “@oenpensates” the patent owner. DE 601 at
1 82. Therefore, Mr. Green recommended estimating the portion of the prdfgtethgrom the
patented feature by comparing the ltotast to manufacture the product with the cost to
manufacture the accused feature. DE 60§82 In calculating the operating income
attributable to the filter systems ird.Corp.s CMDUs, Mr. Greemlecidedthat 12% of the total
costs of manufacture was related to the accused feature. DE %8%.atJsing this portion of
total costs he found that the patented technology added at most $693 per unit to operating
income. DE 601 #86. Performing the same calculation fo3lCorp.s RDUs Mr. Green
concludedhat the'914 patent added at most $652 per unit to operating income. DE §(87at
90.

In sum, Mr. Green was of the opinion that theorgiaPacific factors had'little or no
effect on the economic boundarie$ the hypotheticalnegotiations]’ DE 601 aff 105.

% The cited pages of the Pierce deposition, howevernatarefer to norfull color
displays or nonnfringing substitutes.

34 Mr. Green, however, cited to no source for this statement.
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Therefore,he advised the couthat the royalty rate negotiated between Honeywell an8 L
Corp. onlywould have been “slightly higher than the financial benefits derived from [an]
analytical approach” with a “startingpmt of between $683 and $894.” DE 60M/d406. Since

the GeorgiaPacific analysis indicates a royalty rate higher than the profits apportioned to the
patented 914 technology, Mr. Green “concluded that the royalty rate negotiated would have
been betwee$750 and $1000 per CMDU and RDU unit.” DE 601 at °£06.

Moreover, Mr. Greens review of -3 Corp. invoices and other documentso
established that-B Corp.sold 902 CMDUs for use in the-£30J aircraft in the relevant time
period, of which 294 CMDUs were installed in aircraft sold to foreign governments@nd
subject t028 U.S.C. § 1498(a). DE 601 %fl11*® Of the 294 CMDUs sold to foreign
governments, however, 156 occurred prior to the September 7i&t@@i@ation of tle Invention
SecrecyAct Order DE 601 at  112.

In sum, Mr. Green calculated the number of CMDU sales for the C-130J, as follows:

L-3 Corp.’s CMDU Unit Sales for G130J

Pre Post Sept. 2000 Post
Sept. 2000 Oct. 21, 2002 Oct. 21, 2002 Total
US Government Sales 244 128 530 902
[Minus]: NonUS Government CMDl4
Aircraft 156 40 52 248
Spares 2 44 46
Total L-3 CMDU Sales to US Government 88 86 434 608

DE 601 at 1 112 & fig. 18.

As for the RDUs, Mr. Green noted that the parties stipulated #3aCbrp.sold 345
RDU units for the C-130H. DE 601 at § 113.

% Mr. Green was satisfied that these royalties were reasonable because they were
exces®f the profits that E3 Corp. realized per unit attributable to the filter components of $693
per CMDU, and $652 per RDU. DE 601 at 1 107. A royalty between $750 and $1000 per
CMDU would give -3 Corp. operating profits of 11.1% to 11.7% of sales. DE 601 at  108.
This approximately equals-8 Corp.’s 11.5% average operating profit margin. DE 601 at { 108.
In effect, this would attribute “all of the excess profitsjICorp.] earn[ed] on CMDUSs over its
normal rates to the use of the ‘914 patent,” without accounting for what effect thibutoom of
L-3 Corp.’s “own technology, design and manufacturing efforts to these products” might ha
had on the superior margins. DE 601 at § 108. Mr. Green made a similar analysis ofpl’s3 Cor
RDU operating profit margins. DE 601 %109, He also concluded that a royalty rate of
between $750 and $1,000 per unit would be appropriate for the CMFDs. DE 601 at § 110.

% Of the remaining 608 CMDUs, 244 unit sales were made prior to termination of the

September 7, 2000 Invention Secrecy Act Order regarding Honeywell'sajd@&ation. DE
601 at  112.
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Mr. Green alscstatedthat Honeywell soldi269 CMFDs forthe F16 aircraft, of which
1116 were sold to the Government. DE 60% &il4& fig. 19. The remaining 153 CMFDs
were sold for foreign military use abiad, and not subject to 28 U.S.C. § 1498(a). DE 601
at 7 114 (citing 28 U.S.C. § 1498(c)).

Mr. Green calculated Honeywedldamages based on a royalty rate of $750 per CMD
and RDU unit. DE 601 at 7 115.

Reasonable Royalty Calculation ($750 per Unit)

Royalty
Unit Per Royalty
Sales Unit Damages
28 U.S.C. § 1498(a)
CMDU 608 $750 $456,000
RDU 345 $750 $258,750
$714,750
35U.S.C. §183
CMDU 158 $750 $117,000
Total CMDU & RDU Royalty Damages $831,750
35U.S.C. §183
CMFD 14 $750 $10,500
Total CMDU, RDU & CMFD Royalty Damages $842,250

DE 601 at 1 115 & fig. 20.

Mr. Greenalso calculated Honeywelk damages based anroyalty rate of $1000 per
CMDU and RDU unit Assuming that all these damages were determined by the court to be
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reasonable, Honeywell would be entitled to $1,123,000, excluding delay compenSasicset
forth below:

Reasonable Royalty Calculation ($1,000 per Unit)

Unit Royalty Per Royalty
Sales Unit Damages
28 U.S.C. § 1498(a)
CMDU 608 $1000 $608,000
RDU 345 $1000 $345,000
$953,000
35U.S.C. §183
CMDU 156 $1000 $156,000
Total CMDU & RDU Royalty Damages $1,109,000
35U.S.C. §183
CMFD 14 $1000 $14,000
Total CMDU, RDU & CMFD Royalty Damages $1,123,000

DE 601 at 1 11& fig. 21.
i The Direct Testimony of Dr. Harry Lee Task>®

Dr. Task was requested by the Government to provide an opinion on the “issues relevant
to the damages phase of this case[.]” DE 60flat Dr. Task testified that the914 patent
provided “little or no benefit, compared to nonfringing alternatives.” DE 600 at{{3. “The
‘914 patent was not the first to make color displays . . . compatible with the use of NVGs. . . . |
fact, color in the cockpit, including warning lights and indicators that included exé, kmown
and used with NVGs well beforeeh914 patent was fileth October 1985. DE 600 at{ 4.
“Reduced to its most basic elements, the invention of claim 2 [0Btk patent] allows light in
the aircraft above 620[nm] to be compatiiigh the use of night vision gogglesly if that light
above 620[nm] comes from a display that uses three filters. ‘9l¥e patent does not enable
anyone tdown the night.” DE 600 at { 3.

Dr. Tasks principal critique of Ms.Daviss damage analysig/ias her belief that “the
technology embodied in . . . th814 patent allows the use of both full color displays and night
vision goggles in the vicinity of one another in an aircraft cockpit, whereby light the full
color display does not interfere with the operation of the night vision goggles atigdlesy can

37 Mr. Green stated that the appropriate delay compensatiatd be computed by using
oneyear Treasury bill interest rates. DE 601 at § 117. These rates would be applidly,annua
using compound interest, based on the amourtyaities owed to Honeywell. DE 601 at 7 117.

3 Dr. Task was proffered as an expert in the fields of human factors, optieatsci

displays, night vision goggles, and interaction and compatibility of displaysnight vision
goggles. DE 600 at 1.
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be viewed by the pilot or other crew members in full color.” DE 60D1&t (quoting PTX 1351

at 1 4647). The parties, however, did not request the court to construe the term “full color
disgay,” becausehat term is not used iclaim 2 of the’914 patent. DE 600 §t19. Further,

the “appearance and functional utility of tiell color display before and after the application

of the invention has not been determined[.]” DE 60%) &9. Therefore, in Dr. Task opinion,

Ms. Davis “overstates the importance of t8&4 invention.” DE 600 &f19. Dr. Task also

took issue with Ms. Davis conclusion that thé914 patent technology was “an improvement
over the prior art because, prior to the invention, night vision goggles could not be used
effectively in the vicinity of full color displays, and there were no fulbcdlisplays that were
compatible with night vision goggles.” DE 60010 (quoting PTX 1351 at Y 4&/). Dr.

Task statel that NVGs were used in the vicinity of full color displays prior to ‘Btet patent.

DE 600 at 1 20-23 (discussing the prior art).

Dr. Task alsodisagreedwith Ms. Davis's opinion that there were no acceptable non
infringing substitutes for the914 patent technology. DE 600 at 1 26,328 According to Dr.
Task “a color cathodeay tube display using shadow mask or beam penetration technology”
would not require “three filters to make them NVG compatible” and therefore wouldfringe
the ‘914 patent. DE 600 &t30 (citing DE 522 (Scoughton et al.)). Using “monochrome
displays in the cockpit that do not emit light above 620[nm] and/or do not use thnesesfilthe
display” is another alternative. DE 6007&81. Dr. Task added théhe Army currently uses
“Class A NVIS compatible cockpit displays with NVGs that have a mbtus filter . . . [that]
are preferable because they permit the use of Class A NVGs which are moreesamslti
provide better quality viewing outside the cockpit tliZlass B NVGs.” DE 600 &31. The
Army’s continued use of Class A NVIS compatible cockpit displays with NVGs eviddmees t
availability of alternatives that are “not only acceptable, but also preferred in some
applications.” DE 600 at { 31.

3. Determination Of “Rea sonable And Entire Compensatior

Since lost profits are not at isshere(7/19/12 RTR at 117), the coditst is required to
determinewhen a hypothetical negotiation for a license for the ‘914 patent wakidplaceand
identify the parties to that negotiation. Then, the caurequired tadeterminethe ‘reasonable
and entire compensatibmwed to Honeywelby: 1) calculating abasereasonable royaltyate;
2) consideringhatrate, in light ofthe Georgiafacific factors and3) identifying the product(s)
to which the royalty rate should be applied.

a. The Date Of The Hypothetical Negotiation.

In this case, thé914 patent issued on October 22, 20@MX 36 at DE1682 to -88.
Therefore, the court has determined thdtypothetical ngotiation to obtain a license fdhe
‘914 patentvould occurno later tharthat date See28 U.S.C. § 1498(akee alsd.ucent Tech,
Inc.v. Gateway, InG.580 F.3d 1301, 1324 (Fed. Cir. 20@@3suming a successfully negotiated
agreemat would commence “just before” infringememBite-Hite Corp.v. Kelley Co, 56 F.3d
1538, 1554 n.3 (Fed. Cir. 199fen bang (determining that the terms of a licensing agreement
would be reached “at the time the infringement begdbdé&gca Ltdv. United States640 F.2d
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1156, 1167 (Ct. Cl. 1980) (holding that the value of a license is determined at the “time the
Government takes the license”).

b. The Parties To The Hypothetical Negotiation.

In this case,lte court has determined that thgpothetical negtiationwould bebetween
Honeywelland the Government, albeit with the input of Lockheed Matti@,manufacturer of
the military aircraft at issue, and that firm’s principal aircraft display supplie3, Corp. See
Rite-Hite Corp, 56 F.3d at 155%holdingthat the “hypothetical negotiation requires the court to
envision the terms of a licensing agreement reached as the result of a suppeted between
the patentee and the infringer[.]").

C. The “Reasonable” Royalty Rate.

Honeywells expert, Ms.Davis, opinedhat a basel0% royaltyrateis reasonableyased
on: 1)the demand for the benefits éfoneywell’'stechnology; 2) thebsencef an alternative
technologyproviding the same benefits; 3) tpeofitability of the products; and 4) the licengi
history of the parties. X 1351 at 1 1348. Ms. DavisassumedhatHoneywell“would come
into the hypothetical negotiation seeking a royalty consistent with the opepatiitgnargirs of
[Honeywell's] Aerospace segment for the preceding ye2880 and 2001.*° PTX 1351
at1134. Therefore Honeywellarguedthat, not only is Ms. Davis’s approacbnsistent with
governing precedent requirirtgat a reasonable royalty must be related to the relevant facts at
issue, but alsavith authority delimitinghow those factors would be discussed in a hypothetical
negotiation at the relevant timé.1/2/07 Pl. [Br. at12-16.

The Governmentriticized Ms. Davisfor “arbitrarily picking a 10% rate out of thin air”
and lookedonly at te justificationgo supportHoneywell’'sroyalty demangwithout explaining
why a 10%royalty rateis quantitatively tied to the facts ofistcase. 11/18/11Govt D Reply at
12 (citing PTX 1351 at 11 134,36). In contrast, the Government’'s expévr. Green used an
analytical approach supported by substantial evidence in the recastddaina reasonable
starting point for the hypothetical negotiatioh1/18/11Gov't D Reply at 12(citing DE 601 at
19 15, 22-29).

L-3 Corp. addedhatwithout a reliablestarting pointHoneywell's proposed royaltsate
is arbitrary and its arguments for increasing or decredbatgate are meaningles4.1/4/11 L-3
D Br. at 5 The only reasonable damagalculation that survives the heightened scrutiny
requiredby recent precedent is that providedMy. Green who calculated a royalty based on L
3 Corp.s display sales.11/4/11 L-3D Br. at 1212. In fact, Honeywelloffered no evidence,
other than thepse dixitof Ms. Davis as to the royalty ratthe partis woulduse tostart their
negotiationgo license the 914 patent oreasonablyvould settle on a 10% rate. 11/4/1431D
Br. at7. L-3 Corp. furthemaintaired that other military requirements not covered by ‘8iet
patent, such as daylight readability, contribute far more to the profitabilitiieoinfringing
displaysthanthe‘914 patent. 11/4/11 L-B Br. at9-12.

% These profit margins were 22% and 18%, respectively. PTX 1351 at { 21.
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Honeywell counteed that Mr. Green calcutad hisroyalty rate firstby determining L3
Corp.’s actual profits for the CMDU and RDU and then subtract#®y@orp.s companywide
profits to yield the residual share of operating profit attributable to the Gowvetsme
infringement. 11/18/11 PI. D Resat 20(citing DE 601 at] 26, fig. 7); see alsd_ucent 580
F.3d at 1324"[T] he anatical method[] focuses on the infringsrmrojections of profit for the
infringing product’)). But, the evidence demonstratedat if Mr. Green used the correct
number for 3 Corp.s “normal profit,” the “starting point” for hiSeorgiaPacific analyss, the
resultwould have been $2,239 per unit, rather t8884 per unit. 11/18/11 PID Resp. at @
(citing DTR 2414 (Green)(agreeing witha $2239 or 5.2% residual profitising -3 Corp.s
profit for its Specialized Products segmeas “normal” proit)).*° “By characterizing this
amount as only slightly higher than its proposed royalty, the Government esrtbadl it would
be willing to pay a reasonable royalty of more t82@200 per unit. 11/18/11 PID Resp. at 20
(citing 11/30/07Gov't D Replyat 2).

The court’s analysis begins with the United States Court of Appeals for the Federal
Circuit instructon that “there must be a basis in fact to associate [a proposed reasonable royalty
ratd to the particular hypothetical negotiation at issu¢hie case.” Uniloc, 632 F.3dat 1317
(requiring that &xpert testimony opining on laase reasonable royalty rate muicsrefully tie
proof of damages to the claimed invent®nfootprint in the market placg (quoting
ResQNet.com, In#.Lansa, Inc.,594 F.3d 860, 869 (Fed. Cir. 2010)kee alsoGrain
Processing Corpv. American MaizeProds. Co,. 185 F.3d 1341, 1350 (Fed. Cir. 1999) (“To
prevent the hypothetical from lapsing into pure speculation, this court reqoines sconomic
proof of the nature othe market and likely outcomes with infringement factored out of the
economic picture.”).

In this caseHoneywell's expertMs. Davis advised the couthat “[ijn view of . . . high
demandand lack of alternative technologieldpneywell would come into the hypothetical
negotiation seeking a royalty consistent with the operating profit margins dfernsspace
segment for the proceeding years, 2000 and 200LX 1351 at{ 134 (emphasis addedBut,
the record establishes that Honeyweihs unsuccessful in obtaining liaense for the ‘914
inventionfrom likely commercial purchasersPTX 564; PTX 568; PTX 570; PTX 571; PTX
572; PTX 577; PTX 578; PTX 579; PTX 580; PTX 581Ms. Davisalsoconcludedthat “the
parties would reach agreemeamt a 10% royalty rate . . . [that] would be justified by” a number
of considerationgparticularly the relativelgmallamount of this ratsize incomparson withthe
total cost of a C130Jaircraft. PTX 1351at §f 136, 140. But, this was an irpermissilbe
application of the “entire market value” ruleSee Lucent580 F.3d at 13338 (rejecting
application of the entire market value rule to an entire product where the \asitynaf its
features do not infringe). In additioMs. Daviscompletelyfailed to consider the impouf

“0 Prior to 2005, E3 Corp.’s aircraft displays were manufactured by and accounted for in
L-3 Corp’s Aerospace segment. After 2005, those displays were manufactured by antedcco
for in the company’s Specialized Products segment. DTR at 2397-99 (Green).

“1Ms. Davis’s consideration of an “int@mpany” Honeywell license with a 1.5986
royalty rate also is misplaced, since the technology at issue is not relevaig tase. PTX
1351 at 1 130.
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MIL -L-85762A in creating a demand for the inventamscribed in the ‘914 patenfherefore,
as a matter of lawiMs. Davis s analysisfailed to adhere to the requiremehit the expert
damage testimony must be tied to the “claimed invetgidootprint in the market.” Uniloc
USA, Inc, 632 F.3dat 1317 see also Cornell Uniw. HewlettPackard Ca. 609 F. Supp. 2d
279, 285 (N.D.N.Y. 2009) (Rader, J., sitting by designation) (criticizing plain&ftjsert for
failing to link customer demand for the base to the claimed inventi®n)finesse thiproblem
Honeywells counsel argued thatriving at a 10%ate was reasonablen light of the royalty
rates endorsed in other case®RTR at 11013, 12224. But, that suggestn ignores the
admonitionof our appellate couriot to assessrayalty ratebased on unrelated technologyee
ResQNet.com, Inc594 F.3dat 870 (rejecting a comparison bfenses as impropavherethe
licenses used for comparison bore “no relationship to the claimed invention”).

The Governmens expert proposetlaseroyalty rateis equallyproblematic Mr. Greens
analytical methoccomparedthe difference between-R Corp.s actualprofits on the sa of
infringing aircraft displayso L-3 Corp.’s companyide “normal profit’ — whatever that term
means DE 601 at 1 229. Mr. Greencited Tektronixto support this approachecause the
residualprofit marginthatthe plaintiff hoped to earim that casen the sale of infringing goods
was comparable to the licensing reventiat the faintiff reasonablycould have expected to
earn. . . but for thanfringement. See Tektronpb52 F.2dat 35051. But, Mr. Greens reliance
on the“normal prdit” for L -3 Corp.,as a wholgyieldeda substantially lower royalty rate than
would be the case Ife hadusdthe operating profit margin of-B Corp.s Specialized ®ducts
segmentthe unitthat manufactured and sold tidringing military aircraft display systems
DTR at 241114. In addition,Mr. Greenjustified the use oE-3 Corp:s overall*normal profis”
in his proposedbaseroyalty rate becausdne assumethat amountis relatively stable compared
to the profit margins ofmany of the otherproducts sold by théwviation ssgmentthat are
constantly changing or have nothing in common with the infringing prodDX& 2411. But if
this is true, then it iglsocertainly the case thatR Corp.5s portfolig as a wholgis constantly
changing as well** Apparently Mr. Green wa satisfied thathese changesould evenout over
time. DTR 240708 (“[O]perating profits of the company .are fairly consistent from year to
year”). Most of the products sold by-B Corp., howeverhave no commoifeatureswith the
infringing military aircraft display,so the profis from sales of the products dwt provide
evidence'tied to the relevant facts and circumstances of the particular case §f'issuailoc,
632 F.3d at 1318ee alsdResQNet.com, i, 594 F.3dat 869 €am¢g. In addition, Mr. Green

2 According to 1-:3 Corp.’s March 11, 2003 SEC -K0disclosures, the operating profit
margin for -3 Corp.’s Aviation segment fell from 32% to 14% between FY 2000 and 2002. DE
605 at 3 (dividing operating income by sale§imilarly, the operating profit margin for-8
Corp.’s specialized products segment increased from 7.6% to 10% during this period. DE 605 at
3. The operating profit margin of Honeywell’'s Aerospace segment &t £2% in 2000 to
15% in 2002. DE 610 at 1 (Honeywell International’s March 6, 2003 SEC Foi d®iding
segment profit by net sales). The operating profit margin-®iQorp. as a whole was 11.7% in
2000 and 2001, and 11.3% in 2002. DE 605 at 3.
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assumed there wereibstitutes for the invention disclosed in the ‘914 patent, but the record has
scant evidence that such substitutes existed.

For these reasontye court has determined thakpertopinions of both parties are not
tied to the recordnd/orare contrary tdaw. See Uniloc632 F.3d at 131{'‘Beginning from a
fundamentally flawed premise and adjusting it based on legitimate considerstiecific to the
facts of the case neverthelassults in a fundamentally flawed conclusignsee also Apple,
Inc. v. Motorola, Inc, 2012 WL 1959560 at *4 The size of the disparity [of damages] is a
warning sign. Either one of the parties is off base, or the estimation of a ldasanealty is
guess work[.]") As a resultthe courtis required taeturn to the recortb ascertain whether a
reasonable royalty rate can hscertained See Dow Chem. Cwv.Mee Indus. In¢.341 F.3d
1370, 1381 (Fed. Cir. 2003) (“[T]he . . . cdsrbbligation toaward some amount of damages
does not mean that a patentee who puts bttleo satisfactory evidence of a reasonable royalty
can successfully appeal on the ground that the amount awarded by the court is ndbleegsona
see alsoTektronix 552 F.2d at34849 (affirming the trial cours rejecton of the methods
proposedy parties expertsand determiationthat the best method of computing compensation
would be toascertaina reasonable royaltyate by applying the willingbuyer/willing-seller
method discussed [@eorgiaPacific).

As previously discussed Honeywell's efforts to licensethe ‘914 patent were
unsuccessful. In additionhé record contains nenarket studiesior customer surveys “to
agertain whether the demand for-BLCorp’s military aircraft displays was] driven by the
patented technology.”LaserDynamicy. Quanta Computer, Inc694 F.3d 51, 69 (Fed. Cir.
2012)** What the record does show is that, between 1996 and He®@ywell's gross profit
on CMFD sales routinelgchievedsignificantly higher marginghan saleof military aircraft
displayssold tothe Governmenby L-3 Corp. Likewise, between 2000 and 206&)neywell’s
Aerospacesegmenthad operating profit margins over twice that Ibf3 Corp.’s Specialized
Productssegment® although Honeywellas a wholereported losses of $945 million and $422

“3Mr. Green’s testimony as to Honeywell's entittement to damagdsruss U.S.C§
183 (DE 601 1 112, 1186) is moot in light of the court’s liability decision under the Invention
Secrecy Act.

*The evidentiary hearing on Honeywell's damage claim concluded on March 2, 2007.

The appellate court issudtesQNet.conn 2010 andUniloc in 2011. On remand, the court
afforded the parties an opportunity to submit additional briefing in light of the newnéeaige
guidance on damages discussed in these cases. No party, however, requegtedcthat
reopen the record to allow supplemental evidancigght of thedeficiencies in their damages
proof. See Apple, Inos. Motorola, Inc, 2012 WL 1959560 at *9 {he only evidence that could

be provided would be consumsmrvey evidence; it is much too late ffplaintiff] to be
permitted to conduct a survéy

> Until 2005, L-3 Corp.’s Aviation segment sold the infringing displays, but after this
datethat business was moved te3ls Corp’s Specialized Products segment. DTR a®®7
Therefore, Mr. Green advised the courtttheé8 Corp.’s Specialized Products segment was the
relevant business unit for purposes of the hypothetical negotiation.
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million in 2002 and 2001, respectivefy. Neverthelesson a segmerevel comparison,
Honeywdl’'s Aerospace segmemichievedhigher profit margins than-B Corp.s Specialized
Productssegmentduring the period leading up to the hypothetical negotiatiab would have
taken place on October 22, 2002.

If Honeywell negotiad with the Government for a nesxclusive licensefor the
invention described in th®14 patenton October 222002, after £3 Corp's military aircraft
displaysalready weren use, an argument could be makat Honeywellwould have bargained
for a royalty rate consistent withehaverage profit margin of itsedospacesegmentin 2000
through 2002j.e., the years leading up to and including the hypothetical negotiation. iBcg, s
the steep decline in the profitability lboth Honeywell’'s and L-3 Corp.@erospace businessas
2001 and 2002 was due to factors unrelated to the profitability of séflengnilitary aircraft
displays at issue the courthas decided that it isnore reasonable to considdre average
profitahlity of L-3 Corp:s Specialized Rducts segmerdnd Honeywells Aerospacesegment
over athreeyear period. According t8EC Form10K disclosuredor 200Q 2001,and 2002
the average operating profit margin lebneywell’'s Aerospacesegmentwvas 186%, while L-3
Corp.’s Specialized Pducts segmentvas 9%. DE 6D at 1 (Honeywell Int'l March 6, 2003
SEC Form 16K, dividing the Aerospaceegmentprofit by Aerospace netegment sales); DE
605 at 3 (L3 Corp. March 11, 2003 SEC Form-KQdividing the Specialized Producsgment
operating income by the Specialized Prodisggment sales).From this data, the court has
ascertained that the sales of the CMDU and Riilitary aircraft displayavere more profitable
than average fok-3 Corp.’s Specialized Products segme@ompareDE 6020 (showing 3
Corp.’s operating profits on CMDU and RDU salegjh DE 605 (showing segment data).
Consequently the negotiatorsiecessarilywould consider the profitabilityattributableto the
inventiondisclosedn the‘914 patentas evidenced by the profit margins earnedHbpeywell
and L-3 Corp. on the sale diieir aircraftdisplays.

In Tektronix the United States Court of Appeals for #rederal Circuitaffirmed a trial
courts finding thata “residual[profit] share”could be determined by the amount by which the
profit on the infringing product exceeded the infringer’'s average pr&ée Tektronis52 F.3d
at 350. In this case,-8 Corp.’s gross profit on CMDU and RDU sales was 13.2%. DE 6020.
As previously discussed, the average profit of3LCorp.’s Specialized Products segment for
20002002 was 9%. Therefore, thesidual profit on CMDU and RDU salesuldbe 4.2% In
addition, theTektronixcourtwas persuaded ke trial court’s reasonintpat the plaintiff would
have sought and received a greater royalty than the residual profit, whidkswalsan a third of
the plaintiff's profit on its norGovernmensales of the productSee Tektronpb52 F.3d at 350.

In this casehowever,the court has determined thab upward adjustment is avranted, even
though Honeywell's Aerospace segment achieved a 19% prefitnore than four times higher
than the rsidual profit on L3 Corp.’s CMDU and RDU sales. The reason is,thatike the
patentean Tektronix Honeywell did not offer any evidendleat it “took the risks and bore the
expense of developing the [infringing productsid creating a market for thgijn Tektronix

“® Honeywell explained that these losses resulted from declining aerospatesbussiles,
primarily due to a general weakness in tlmermmy and financial difficulties of the airline
industry in the wake of the 9/11 terrorist attacks. DE 610 at 1.
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552 F.2d at 350.In the court’s judgment, the record clearly established tthatmarket was
created byhe requirements of tHdIL -L-85762A, instead of any pateat issue in this case

For these reasonthe courthas determined that a reasondidseroyalty rate in this case
is 4.2%, to be further considered in lighttloé GeorgiaPacific factors.

d. Consideration Of The RelevantGeorgia-Pacific Factors.

Ms. Davis testifiedthat Honeywell would come to a hypotial negotiation seeking a
royalty rate between ¥8-22%, reflectingthe operating profit margim on Honeywelb
Aerospacesegmenfor 2000 and 2001PTX 1351 at 1Y 21134. In additionHoneywell would
be the beneficiary of suciplus” GeorgiaPacific factors as(1) demand for the benefits of the
patented technology; (2) lack of available alternative technologies for providengsame
benefits; (3) profitability of the products; and (4) licensing history of thegzartPTX 1351
aty 136 In addition, as t@&eorgiafacific factor 10,.e., “the benefits to those who have used
the [914] invention,” Honeywelthallengedr. TasKs conclusionthat the' 914 patent provide
“little benefit” compared to noinfringing displays. 12/18/07 Pl. D Repat 12; see alsdDE
600 at 11 3, 14Dr. TaskWritten Direc). To the contrary Honeywellemphasizé that the
invention described in th®14 patentprovideda marked technologicaidvancemenbver the
alternativesthat Dr. Task proposede., acathode rayube (CRT) display or a Class A NVG
compatible display.11/2/07 PI. CBr. at 26-27.

The Governmentoncedeshat GeorgiaPacific factorsl, 3, 4, 6, 911, and 1315 require
a “slight upward adjustment” thlr. Green’sproposed $123 million “royalty starting point’
11/30/07 Govt D Reply at 34 (citing DE 601 at Y 2&8). For example, Honeywédl
profitability and status as a direct competitor 68 ICorp. favora royalty rate higher than-&
Corp.’s “residualshare” ofprofits for RDUs and CMUs. 11/30/07Gov't D Replyat 34(citing
DE 601 at 11 2&28(Green Written Direct)) On the other hand, naexclusive rightghat would
be conferred by a negotiatditense, as well as the fact thdbneywell attemptedwithout any
success, to license th@l4 patentweigh in favor of dower royalty rate. 11/30/07Govt D
Replyat 34*" In addition, he GeorgiaPacific analysisperformed byMs. Daviswarrantslittle
weight because she did nobnsiderany factors contrary tber clients position, butinstead
relied onselective factorso justify a blanket overall0%royalty rate. 11/30/07Gov't D Reply
at 35. Moreover, thespecific “benefits” of the ‘914 patentited by Ms. Davis are “ephemeral
and incapable of quantification, which she admittedriat.” 11/30/07Govt D Reply at 8
(citing DTR at 1995). The Government thusoncludeghat any potentiabenefits ofor lack of
alternatives to th&914 inventionare not relevant to the colsrdamages inquiryhat must only
considerwhat Honeywelllost, not what the Government gained. Gd¥ Replyat 6-13(citing

*"In concluding that the combination of these factors weighed in favor of a “slight
upward adjustment” of the base royalty rate, the Government’s expert, Mr. @detsed the
court that Honeywell’s internal licensesack of “convoyed salésassociated with 43 Corp.’s
sale of infringing displaysand the insignificance of the innovation embodiethe ‘914 patent
were “neutral” factors and would have no effect on the hypothetical negotiatic30/AZLGov’t
D Reply at 34 (citing DE 601 at 1 91-92 & fig. 15 (Green Written Direct))
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Leesona599 F.2d at 969 The proper measulie eminent domain is what the owner has lost,
not what the taker has gaingd

L-3 Corp. addghat Honeywell seeka disproportionatelanage awardor a patent that
does not teach anythingarticularly when compared to the-salled infringing technology*®
11/30/07 L-3D Resp.at 36. The hypotheticallicense“takeri by the Government in this case
would have beennonexclusive and wouldoh convey any technical knetwow or other
information that would assist the licenseepractie the invention. 11/30/07-B D Resp. at
342 As suchtheroyalty rateshouldbe reduced.11/30/07 L-3 DResp.at 34 (citing DE @1
61). A low royalty rate alsois warranted because {3 Corp's predecessor and other display
manufacturerslready were makinthe accused displays prior to October 22, 2002, thetdate
‘914 patent issuetf 11/30/07 -3 D Resp. at 34 (citing DETR at 261 (Dupm) In addtion, a
low royalty rate isrequired,because of the large procurement involved in this cas¢haridct
that theinfringing product is comprised ahanycomplexfeatures thahave substantiatalue,
apartfrom the componernhat uses the patent&l4 technology. 11/30/07 LB Resp. at35.

L-3 Corp.also contends that Honeywslexpert Ms. Davis attempedto justify a 10%
rate withunsubstantiatedssertionss to the qualitativbenefit ofthe patented inventioand the
lack of noninfringing alternatives. 11/30/07 L-3D Resp. at46. Even asuming that the
Government received a benefit for using tB&4 patent technologyioneywell dramatically
overstatd the ‘914 patent’sontributionin providing those benefits11/30/07 -3 D Resp.at
47. In addition, contrary to MPavis s statementnontinfringing alternatives to th®14 patent

“8 | -3 Corp.’scontinuedchallenge to the settled validity of tHEL4 patent isnoot See
Honeywell V1] 609 F.3d at 1302 (holding that the Government failed to prove by clear and
convincing evidence that claim 2 of the ‘914 patent is invalid).

49 L-3 Corp. basesits assertion thaf hypothetical license for use tife ‘914 patent
would convey no technical knelwow on the testimony of Dr. Taskat the ‘914 patent provides
no technical guidance (DE 60() and the testimony of Mr. Tannas that tB&4 patent
provides nothing more than a “little clue” that one should split the red color bak@R &t
1352-54.

0 Honeywell's expert Ms. Davis could not recall any evidence of research and
development relatedo the ‘914 invention, any ramygp of manufacturing facilities oany
indication that Honeywell could fill the neefbr the large number of displays at issue in this
case. 11/30/07-B D Resp. at 36 (citing 2/28/07 DTR at 2205.}3 Corp. acknowledges that a
patent thauses acontinuation application to claim previously disclosedt unclaimed features
of an inveation “is not illegal per s¢” but the court should consider that Honeywell's oobst
was in the form of patent attorney’s feeSeeBendix Corpyv. United States676 F.2d 606, 615
(Ct. Cl. 1982) (justifying a higher royalty rate, but onllgere the pentee bore the development
costs and business risks).

1 The cited page of Mr. Dunn’s testimony, however, does not establislrthather
manufacture independentlynadethe accused displays prior to October 22, 2002, the date the
‘914 patent issued.
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existedat the time of the hypothetical negotiatiod1/30/07 -3 D Resp.at 4351 (citing DE
6009 26 (Task Written Direc})

Thecourt’s analysis lgins with the observation thatany of theGeorgiafacific factors
are relevantn circumstancesvhere the patent owner and infringae competitors- not where
the Governmenbecomes amfringer by use. Thereford, should be no surprise th&eorgia-
Padfic factors 1, 2, 3, 4, 5, @ (in part), 12,and 13are not relevantin this case Factor 9
concerns the “utility and advantages” of the ‘914 invention and the element of factoatl0 t
concerns any benefit of use to the Government, Lockheed Martin,-8ddrp. of that usdn
section1498 cases, however, any “advantage” to the Government, as a matter of law, is not
favored in determining reasonable royaltySeeDow Chemical Cov. United States226 F.3d
1334, 1348 (Fed. Cir. 200@holding that the trial court should not have “resorted to a benefit
conferred method where means ged]. . . for a more conventional and substantiated measure
of damages” (internal quotations omittedhge alsdeccag 640 F.2d at 117%eversing a trial
court’s use of a “cost savings method” to determine damages). For these rdesoosstthas
not considered those elements of factor 9 and factor 10. The court’'s assessmertbérthe
factors follows.

The court has determined tHattor 7,i.e., the duration othe license over the entire-15
year term ofthe ‘914 patent, is relevant. In additjahe first element ofdctor 11is irrelevant
i.e., the extent to which the Government made use¢hefmilitary infringing displays The
Amended Complaint alleges that other military aircraft have used displajsthét ‘914
technology, but whether those claims can be established awaits anoth8edayjoneywell Int'l,
Inc. v. United StatesNo. 021909, at 3 (Fed. Cl. July 5, 2006)o(firming that the parties
designated the three display systems used in-tt& Ehe CG130H, and the €30J as the subject
of the first phase of liability proceedingsee alsdStipulation and Final Judgmeripneywell
Int’l, Inc. v. United StatedNo. ®-1909, at 23 (Fed. CI. July 32008) (reserving Honeywell's
“right to continue to pursue its claims with respect to all accused produlciisewise, the court
has determinethatascertaining what would be a “large number” or “voluminous” procurement
to be highly speculative and, in any event, is not founded om\adgnce that is in this record.

The court, howevereturns tofactor10, i.e., the “nature” of the914 patentwhich is a
“standar@ essential paterit SeeDaniel G. Swanson &Villiam J. Baumol,Reasonable and
Nondiscriminatory (RAND) Royalties, Standards Selecton, Control of Market Power73
Antitrust L.J.1, 711 (2005). The record in this case evidences that, as eardyias 21, 1985
Mr. Cohen actively was engaged an effort topersuade the military to adoptséandardhat
would “usea full color display” by implementindgpis “pioneering ['269 patent] inventionto
define the requirements of NVIS compatibility. Am. Compl. {But, on January 24, 198&e
potental market for the269 applicationeffectively was eliminatedy the issuance oMIL -L-
85762that prohibitedhe introduction of red light into the cockpit, by the use of a 625 nm (Class
A) filter. PTX 12 PTX 606 at 4.

Thirty-two months later, the niiary reversed coursen issuing MIL-L-85762A that
allowedthe introduction of red light into the cockpit by the use of a 665nm (Class B) minus blue
filter on the NVG PTX 13; PTX 606 at 1. &, the ‘269 application did natlaim a method that
accomplishedhis. PTX 501. Consequentlyon August 4, 2000, Mr. Cohen filed a néws0
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application that, through a complicateeries of prosecution filinggyolvedinto the‘914 patent

on October 22, 20Qaisclosinga tedinical method taachievethe requiremenof the MIL -L-
85762Astandard, by “the splitting of the . . . red color band into a lamba 1 and lamba 2, sharing
part of it with the display and part of it with the night vision goggle.” 8/4/05 TR a5150
(Tannas)

In this case,hte United States Court of Appeals for the Federal Circuit has held that the
‘914 patent wasalid, not obvious andthat the process utilized byHoneywell did not affect
validity of the ‘914 patent.See HoneyweVWIl, 609F.3d at12971302. But, theappellde court
has not discussedn any 28 U.S.C.8§ 1498a) case whether a patent written to cover a
Government standararrived at withopen industry participatigrshouldbe entitled to a royalty
rate that is not adjusted downward, based on its “naasge “standards essential patentée
Swanson &aumol,supra at 34 (“[A]dopting standards that depend on private IP rights carries
the risk of creating a degree of market power that distorts competition anétgsneturns in
excess of those contemplated by the IP laws.”).

In recent years, standard setting activities and theerplay with patents hassbome a
concern to the USPTO and other federal agencies. For example, a 2007 Joint Report by the
Antitrust Division of the Department of Justiaed the Federal Trade Commission stated

When a standard that incorporates patented technology owned by a participant in
the standargetting process becomes established, switching may become difficult
and expensive, causing that particular technologgaio market power. Patent
holders may seek to take advantage of that market power by engaging in patent
hold-up, excluding a competitor from a market or obtaining an unjustifiably
higher price for its[sic] invention than would have been possible befor th
standard was set. This type of haolg raises particular concerns when alternative
technologies could have been included in the standard before it was set. Patent
hold-up can cause othergilems as wel-it may induce users to postpone or
avoid incorporating standardized technology in their products. These consumers
could also be harmed when companies implementing the standard pass on
increased royalties in the form of a higher price.

Joseph F. Wayland, Acting Asst. AttGen., Antitrust Div., U.S. Dép of Justice, Antitrust
Policy in the Information Age: Protecting Innovation and Competition, Remarks paar&uleor
the Fordham Competition Law Institut8gpt. 21, 2012)available athttp://www.justice.gov/
atr/public/speeches/287215.pdf.

The military and industryproviders have aneed to share information testablish
standards thaaccomplish mutual technical objectives gmdmote efficieng. Thelaw allows
an inventor to obtain a patent describing a method to achrewadustrystandardhat resuis
from Government and industmollaboration But the law should not allow the owner of a
standard essential patent to obtain royalties at a rate thilts¢hture standard setting actiyjt
particularly where the Government sets the standard, craagnmarket forthe patentin the
first place
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For these reasons, the coligis determinethat a downward adjustment thie 4.2%base
royalty rate based on the nature of the ‘914 paterduld bewarrantedunder fctor 10 But,
neither the Governmentockheed Martinnor L-3 Corp.proffered any expert or other evidence
of what that adjustment should be. As subkere is no record on whidhe courtcan make an
independent adjustment, that would not be based in speculation.

For these reasonthe ®urt hasdecided tooffset factor 7 against factor 10, so that no
adjustment to the 4.2% base royaityl be made

e. The Relevant Product Base

I. Military Aircraft Displays Sold As A Component Of A
Domestic Military Aircraft.

Honeywell posits four factors that must be considered in determining the relevant produc
base. First, since the reasonable royalty rate is applied to what then@ewmertook—the
equivalent of a license under the ‘914 patetite product base must include the Government’s
total costof procuring a military aircraft display system from the direct suppler,Lockheed
Martin, “not the prices charged Ijthe] subcontractor [E3 Corp.] to a direct supplier [Lockheed
Martin] for a component that has not been installed and is not ready to be used by the
Government.” 11/2/07 Pl. D Brat 37 (citing PTX 1351 at 11 926 (Davis Written Direct), see
also 11/02/07 PI. D. Br. at 381. Second, the base must include the Government’s cost of
“purchasing the entire display system, including NVGs.” 11/02/07 PIl. D Br. at 8%g(BiTX
1351 (DavisWritten Direct) at 1 981); see alsdl1/02/07 PIl. D Br. at 443. Third, the base
should not consider “what Honeywell may have been unable to sell as a result of the
infringement.” 11/02/07 PI. D Br. at 38ee alsdl.1/02/07 PI. D. Br. at 4384. Fourth, under the
“entire market rule,” the base should include display generators that eléreith the CMFDs
for the F16 display system. 11/02/07 PI. D Br. at 38 (citing PTX 188% 97); see also
11/02/07 PI. D Br. at 44-47.

In sum, Honeywell asserts thahe costfor the Government to procurde military
aircraft displays sould notsimply be “a markup of the price of the display component,” but
reflect the “value added” to thentire system. 11/2/07 Pl. D Br. at 39That “value added
includes: “the design, development, testiagd integration of the display” intthe mlitary
aircraft “including testing to insure . .the full color andNVG compatibilityf.]” 11/2/07 Pl. D
Br. at 39. In other wordshe “the cost of the display system, as installed in #13QJ, G130H
or 16 and ready for use by the Government[.]” 11/2/07 PI. D Br. at 41.

The Government responds that, as a matter oftlegourtis required tdocuson what
was taken fronHoneywell instead ofanyvalue received by the Governmeritl/30/07Gov’t D
Replyat 67, 1013. Moreover, contrary téloneywell’s assertionthere is nageneral rule that
theroyalty base mugter seinclude theGovernmens total procurement cosii1/30/7Gov't D
Reply at 14-15. Likewise, Honeywellis not entitled to receive royalties basedawmnaircraft
manufacturés profit or markup 11/30/07Gov't D Replyat 15. Moreover, he Governmens
procurement cods anunreliable baseprimarily because Lockheed Martin does not separately
price displays from the military aircraft in which they are installed. 11/30/Q7t GoReplyat
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16. Therefore, the Government an@ ICorp. agre¢hat theroyalty base should be-B Corp.s
price forthe displays sld to Lockheed Martin.11/30/07 Gov't DReplyat 18; 11/30/07 3 D
Reply at 20°2

The court’s analysi®f the relevantproduct basefirst looks towhether the patented
feature drove demand for the infringing product. If so, the relevant product base sribkide
entire market. See Lucent580 F.3d at 133¢‘For the entire market value rule to appllge
patentee must prove thahé patentrelated feature is thegasis for customer demand.{¢uoting
Rite-Hite, 56 F.3d at 1549. If not, the productbase is limited to thesmallest salable patent
practicing unif.]” LaserDynamics694 F.3d at 668; see also Uniloc632F.3d at 1318 (“The
entire market value rule allows a patentee to assess damages based on the entiraloediet v
the accused produonly where the patented feature create[s] the ‘basis for customer demand’ or
‘substantially creates the value of thenpmnent parts.” (emphasis added)).

In this case, thépatentrelated featureincludes both a full color display and night vision
compatibility. DMX 36 at DEL682 t0-88 (the ‘914 patent)As the United States Air Force’s
2000 Posture Statemeexplained that Be[ing] able to fly safely at night . . . means installing
night vision goggles and related lighting into all our combat aircra?lI'’X 1231 atJA633699
see alsd”TX 1352 aff157-67(Col. Lawrence) In fact, tull color capability was sth a central
feature of the infringing displays thaias incorporated into the acronyi@81FD and CMDU.
Honeywell also touted theolor capabilityfeatureof CMFDs as part of the-E6 European Mid
life Update. PTX 1342 at 116 Cockpit Gains Color Disgys, March 1, 1994 Honeywell
press releagesee alsoPTX1250 (Lockheed MartifC-130 fact sheet describing the display’s
night vision compatibility as a “key featytenot just of the display but of the entire X30
aircraft). The courthoweverdoes not considegither of these press releasedficient to meet
Honeywell’s burden to proffer “market studies” or “customer survegssatisfy its burden of
proof that the entire aircraft should be considered in the product IS LaserDynamic$94
F.3d at 69.

Therefore, the court has determined that the probdase include845 RDUs at $49,521
per unit PTX 1351 at  184number of units); DE 601 at 1X8ame¢; PTX 1002 atJA624520
(price per unit, achieved bgividing the sales total by the 235 units for whishlesdata are
availablg; DE 6020 (citing E3 007246, showing theame sales total as JA624520))n
addition, he productbase also include308 CMDUs at $43,104 per urit DE 601 atf 111&
fig. 18 (number of uns) (citing L-3 004347to 006534, -3 008125, L3 005163to 005187%;

%2 Lockheed Martin adopted the arguments of the Government &h€Carp. 12/1/07
Lockheed D Reply at 1.

3 Honeywell asserts that 609 CMDUs should be accounted fothén damages
calculatons. 11/2/07 PI. D Br. at 49; PTX 13511a175. The Governmentespondghat one of
the serial numérs is duplicative of Honeywédl listing of CMDUs, meaning that one CMDU
was listed twice. 11/30/07 GdvD Replyat 3940; DE 601 atf111. Honeywell responds that
the duplicate serial number was a mistake, withaytfarther explanation. 11/2/07 PI. D Br. at
50. Because Honeywell has the burden of proof to establish damages, the courtrivasedete
that only 608 CMDUs should be considered in the damages calculation.
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PTX 1351 af[175 (number of units) (citing PTX 1002 #624513);PTX 1002 at JA624519
(price per unitachieved bydividing the saledotal by the 640 units for which sales datee
availablg; DE 6020 (citing 3 007210, E3 007242, showing the same combined sales total as
JA624519)).

il. Displays Sold As A Component Of Military Aircraft
Sold UnderThe Foreign Military Sales Act

Next, Honeywellarguesthat the sales of244 CMFDs to éreign militariesmust be
included in the relevant product base. 11/2/07 PI. D Br.-&65%AIthough ttose CMFDs were
not used by the Government, their sales were for the benefit &abhernment 11/2/07 PIL.D
Br. at 53 (citing PTX 1002 Damages Summary, Schedule Bge also Hughes Aircraft
Co.v. United States534 F.2d 889, 899 (Ct. Cl. 1976 T[] he Governmens foreign military
sales and assistance activitieme considered to b&or the U.S.within the meaning of 28
U.S.C. § 1498.").

The Government respondbkat as a matter of law28 U.S.C. § 1498loes not authorize
the court to award damages for the sale of infringing products to foreign erttit39/07Gov't
D Replyat 43 Although Hughes Aircraft Coheld that foreign military @es were considered
“use for the [Gdvernment,the statutory basis for that ruling waa U.S.C. § 2356, which is not
at issue in this case, nor is there any evidence of any Governmensithisethe United States.
11/30/07Govt D Replyat 44-45 Evenif section1498 apgks section 1498(c) providethat
“[tlhe provisions of this section shall not apply to any claim arising in adoreountry.”
11/30/07Govt D Replyat45. There is no evidence in the recdldtany foreign government
ever used the infringing aircratisplaysin the United States or used the CMFDs in combination
with NVGs. 11/30/07 Gov't D Reply at 45. Moreover, any liability under sedt#88for use
of the invention described in the ‘914 patesfjuiresthat the foreign mileiry use of the patented
system waswuthorized and consented to by the Governm&hi30/07Govt D Replyat45. As
a matter of fact, theris no evidenceén the record thaany CMFDs, other thatihe 14 unitsused
in the United Statesyere used with thauthoriationand consenvf the Government. 11/30/07
Govt D Replyat 46.

Honeywell counters that there is legal requirement that imustprovethatthe CMFDs
actuallywere usedwith NVGs in the United Statesinsteadiability under sectionl498@) is
premised on availability for usel2/18/07PI. D Replyat52. Since the record establishes that
the CMDUswerepart of military aircraftthat were purchased ligreign governments, pursuant
to the Foreign Military Sales Actthe courtis not requied to adjudicate the issue of
extraterritorial application of United States patent lavi2/18/07 Pl. D Reply at 52-53.
Moreover authorization and consent by the Governmentimplied by the military’s
participation in writing the specifications for tl&MFD. JTX 43 at H5797274, H5797679
(Prime Item Development Specification for CMED) addition, the Government stipulated that
the procurement contracts for CMFDs and NVGs inclualgttiorization and consenf.2/18/07
PIl. D Reply at 53 (citing PTX 104 at 11 1, 2).
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The court’s analysis begins with section 149&(aj} states:

For the purposes of this section, the use or manufacture of an invention described
in and covered by a patent of the United States by a contractor, a subcontractor, or
any peson, firm, or corporation for the Government avith the authorization or
consent of the Governmerghall be construed as use or manufacture for the
United States.

28 U.S.C. § 1498(a) (emphasis added).

As a matter of law, the phrase “with thethorization or consent of the Government”
requires an affirmative act of the Governmefee RHI Holdings, Inc. v. United Stat&42 F.3d
1459, 1461 (Fed. Cir. 1998) (“Waivers of sovereign immunity must be strictly construein fa
of the Governmerit.(citations omitted)). When the Government sold16s with the accused
CMFDs to foreign militaries in the 1990s, it could not have given “authorization orrgdise
the “use . . . of an invention described in and covered by a patent of the United’ $&tause
the ‘914 patent had not issued. In addition, Honeywell cites no evidieaidthe Government
explicitly granted “authorization or consent” for infringing use. Instekmheywell citedHughes
Aircraft Co, 534 F.2d at 90Xor the proposition that “authorization or consent on the part of the
Government may be given in many ways other than by . . . direct form of communi¢ation].
The court views this adicta Moreover, irHughes Aircraft Cq.the Department of Defensent
a letter to its British counterpart conveying express “authorization and coriseintfringing
use. Id. at 899. There is no written evidence of “authorization and consent” in this case.

Therefore the court has determined that the Government isaimé for foreign military
use of the accused CMFDs.

iii. CMFD Display Generators.

As a matter of lawpatentinfringing components also can include other components that
function with them See Leeson®99 F.2d at 975 (including unpatented anodes, cathahd
other peripherals ithe royalty basebecause “[m]ost importantly,. .[plaintiff’s] patents were
needed to manufacture the battery cell, and without this battery no anodes, cathodesrsor
would be required”)see alsdrektronix 552 F.2d at 3552 (including in the royalty bagg#ug-
ins that werephysically separate butfifancially dependent on the market created by the
patented”component). Unpatented components, however, also magchgled when the
unpatented and patented compondntgether[a]re considered to be components of a single
assembly or parts of a complete machine, or together corj$tiaufenctional unit."Rite-Hite
Corp, 56 F.3d at 1550. Because the CMFD is a “dumb” display that does not funttionta
generataorthe latter is an integrandfunctional unit with the CMFD.PTX 1351 at 69 (Davis
Written Direct); PTX1079 at 43 (Burkhardt Dep(kivilian United States Air Forcengineer
agreeinghat“at least one display generator was needed to run one of[(DuBeD] displays”)
see alsoPTX 1158 at 18 (HeadDep.) (Lockheed Martis Rule 30(b)(6) witnesgestifying that
“in order to have those CMFDs function, there needs to be at least one displayogeneheit
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aircraft’).>* As such, the Government was awahatthe purchaseof a generatomould be
required for eacCMFD unit>®

For these reasons, the court has determined that the product base includes 14 display
generators, one for each CMFD used by the United States Air FORE;,888 per unit. PTX
1005 at JA624638 (showing per unit price) (citing HWE000042-HWE0Q0054

iv. Night Vision Goggles.

Honeywell argueshat because the court relied on the presence of Niv@gtermining
infringement of the 914 patent, the cost of NVGs must be included inrétevantproductbase.
11/2/07 PI.D Br. at 41 (citing Honeywelllll, 70 Fed. Cl.at 468 (determining that the
“substantially blocks” limitation of Claim 2 of th®14 patentefersto the light blocked by a
filter “at the nidght vision aid”). In further support, Honeywell cites Dynamics Corp. of
Americav. United States5 CI. Ct. 591, 600 (1984)whereinthe clains at issue were “so
intimately associated” witthe components of an analog comptulet the computer, as a whple
mustbe regarded as part of tbempensable combination determining aoyalty base. Since
the court has determined thBtVGs are necessary to the practice of the ‘914 invention,
excluding them from the product base would be errone@d#?/07PI. D Br. at 42 (citing DE
601 at § 42 (Green Written Direct)Honeywell admitsthat, although NVGs in general have
non-nfringing uses, there is no evidence in the record that shows that class B or C'liNW&s
substantial uses other than in combination with full color displays.” 12/18/07 PIl. D &eply
If the court does not include the NVGs in the base, Honeywell suggeste alternativethat
the court coulagccount for the NVGs by raising the royalty rafel/2/07 Pl. D Br. at 43.

The Governmentespondsthat NVGs should not beincluded in therelevant base
becauseHoneywellnever sold nor interatito sell NVGs; NVGs have numerous rimifringing
uses apart from their combination with the filters; and it would be “a logistical nighitrtea
includeNVGsin a royalty calculation11/30/07Govt D Replyat 18-20 The Governmeradds
that no case holds that thedlevant producbaseis dictated by the scope of the claimkl/30/07
Govt D Replyat 20-21.

L-3 Corp. emphasizesthat includng NVGs in the relevant product basevould
compensatéioneywellfor propertythatit did not lose. SeeKori Corp.v. Wilco Marsh Buggies
and Draglines, Inc.761 F.2d 649, 656 (Fed. Cir. 1988Y he ultimate determining factor is

> The Government's assertion that the display generators can function with non
infringing devices is inappositeseeluicy Whip, Inc. v. Orange Bang, In832 F.3d 1367, 1372
(Fed. Cir. 2004) (including sales of npatented syrup in the product base because “a functional
relationship between a pated device and an unpatented material used with it is not precluded
by the fact that the device can be used with other materials or that the tegbateterial can be
used with other devices”).

> The Government procured the CMFD and the generator togeshgart of the Midlife
Upgrade to the A6. PTX 1079 at 43 (Burkhardt Dep.); PTX 1351 at | 64 (Davis Written
Direct).
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whether the patentee or its licensee can normally anticipate the sale of the unpatented
components togethewith the patented componerils. As a result,awarding Honeywell a

royalty based oeachNVG procured by the Government wouksult in an inflated royalty base

and a windfall to Honeywell11/30/07 -3 D Resp. at 29.

The court begins by noting that “display system” claimed in the ‘914 patent consists of
both a “local color display” (in this case, the CMDU, RDU, or CMFD) and a “nighowiaid”
(the NVG). DMX 36 at DEL688. The display unit and the NVG “function together to achieve
one result[.]” See RiteHite, 56 F.3d at 1550. The filter in the NVG and the filters in the display
unit together achieve what the United States Court of Appeals for theaFE€tteuit deternmed
to be “the fundamental purpose of the invention [subject to the ‘914 patent, whiohpejmit
displays that convey informatior-i.e., red warning lights-to crewmembers in an aircraft
cockpit without such light overwhelming sensor elements in NVBsrieywellVIl, 609 F.3d at
1302 (emphasis added). On the other hand, the record establishéB/thatwere used by the
military in the 1980s, well before the ‘914 patent issued. PX 143 at { 1. In addieddyGs
had substantial value to the Governmapiart from their use of the filter that infringed the ‘914
patent. DE 60% 130; DETRat 223, 238, 262 (Dunn). Although Honeywell adduced evidence
that the class B filters found in some NVGarvedprimarily to allow the use of fultolor
displays in tle cockpit (SATR 999 (Byrd); DTR 2473 (Green)), that alone does not establish by a
preponderance of evidence that all NVGs with class B filters were pudchasase with the
infringing display units.In addition, there is no evidence in tleeordof how many NVGs were
purchased for usexclusivelywith the infringing display units. Recognizing this failure of
proof, Honeywelk counselsuggestdthat the contribution of the NVGs could be accounted for
by the court raising the royalty rate. 11/2/07 PI. D Br. at 43., Baheywell failed to provide
any evidence of what &tincrease should be.

For these reasons, the court has determined that NVGs should not be included in the
relevant product base.

V. Summary Of The Relevant ProductBaseln This Case.

The following chart summarizes the court’s determination of the relevant prodse,
units, and price per unit to which the 4.2% royalty rate should be applied:

Damages at 4.2% Royalty, Before Delay Compensation

ltem Units Price Per Unit Total Damages
RDUs 345 $49,521 $17,084,745 $717,559
CMDUs 608 $43,104 $26,207,232 $1,100,704
CMFDs 14 $49,952 $699,328 $29,372
CMFD display generators 14 $76,388 $1,069,432 $44,916
Total $1,892,551
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4. Determination Of Delay Compensation.
a. The Date Of Accrual.

In this case, the court has determined that compensation for delay should be determined
as of October 22, 2002, the date when ‘94 patent issuedSeeDeccag 640 F.2d at 1168
(“Ordinarily, the court deems the value of the license to be payable as eoftitie the
Government takes the license. Hence, delay compensation begins to acinag)ygras of the
date of the taking[.]”);see also Waitev. United States282 U.S. 508, 509 (193Xallowing
interest on damagder unlicensed Government use of a patented inventidom Corp.v. United
States 17 Cl. Ct.199, 23 (1989) (“The Court has also ruled that where payment is. .
deferred. . . something more is constitutionally required to compensate the owner for tlye dela
in payment. This additionalelement is measurable in terms gkasonable interésor its
equivalent).

b. The Rate Of Accrual.

The United States Court of Appealfor the Federal Circuibas recognized that
“‘compound interest may more nearly fit with the polieg accomplish complete justice as
betweerthe plaintiffand the United Staté% Dynamics Corpof Am.v. United States766 F.2d
518, 520 (Fed. Cir1985) (quotingWaite 282 U.S. at 509) Therefore, the court has determined
that use of the -bill rate providesa reasonable basis for determining delay compensation rates.
See ITT Corpl7 CI. Ct.at 243 @pplying 52week Tbill rates where compound interest was an
allowable method of delay compensation).

I1. CONCLUSION.

The court has determined that sect183 of the Invention Secrecy Act, 35 U.S.C. § 183,
requires that the Government use must result from the disclosure of a patematiap, subject
to an Invention Secrecy Act Order.

The court also has determined that Honeywell failed to establish that the Gavernme
used the invention disclosed in the ‘269 application. Assumiggendo that use occurred, it
would not have been wrongful.

The court, however, has determined that Honeywell is entitl&éd,892,551n damages,
pursuant to 28 U.S.C. § 1498(a), in addition to compensation for delay abtheate.

s/ Susan G. Braden
SUSAN G. BRADEN
Judge
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