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INTHE UNITED STATESDISTRICT COURT
FOR THE EASTERN DISTRICT OF TEXAS
MARSHALL DIVISION

SYCAMORE IP HOLDINGS LLC

Plaintiff,

Case No. 2:16:V-588\WCB

V- LEAD CASE

AT&T CORP. et al,

w W W W W W W W W

Defendants.

MEMORANDUM OPINION AND ORDER

Before the Court iDefendant Level 3 Communications, LLC’s Motion to Dismiss for

Lack of Standing, Dkt. No. 177. The motion is DENIED.

|. Background

Level 3Communications, LLC (“Level 3")seeks dismissal of the complaint against it on
the ground that plaintiff Sycamore Holdings LLC (“Sycamore IP”)s merely aco-owner of
asserted U.S. Patent No. 6,952,405 (“the '405 patemtt) cannot bring this actiowithout
joining the other camwner Accading to Level 3, the other emwner of the 405 patent ihe
Hong Kong University of Science and TechnologflKUST” or “the University’). Because
HKUST has not joined the action as apiaintiff, Level 3 conteds that Sycamore IP lacks
standing to bring this action on its owand that the action should therefore be dismissed. In the
alternative, Level 3 makes the related cléat the action should be dismissedler Rule 19 of
the Federal Rules of Civil Prodere because oSycamorelP’s failure to joinHKUST asan
indispensable party.

The other defendants in this consolidated action have not joined Level 3's motion

Moreover, HKUST has not taken a position with respect to the issue of patensioygnandhe
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record does not reflect that HKUST has ever asserted any claim of an ownetesteigt iim the
'405 patent.
II. Discussion
Section 281 of the Patent Act, 35 U.S&281, provides that “a patentee shall have
remedy by civil action for infringement dfis patent That provision has been construed to
require that any entity with an ownership interest in a patent must be joineg imframgement

suit brought by anothero-owner. Prima Tek I, L.L.C. v. ARoo Co, 222 F.3d 1372, 13787

(Fed. Cir.2000) The Federal Circuit sometimes refers to that doctringhas‘prudential

standing requirementseeWiAV Solutions LLC v. Motorola, Inc., 631 F.3d 1257, 1265 & n.1

(Fed. Cir. 2010), oms“standing as defined b§ 281 of the Patent Act,5eeAlps S, LLC v.

Ohio Willow Wood Co, 787 F.3d 1379, 1382 (Fed. Cir. 2015). As applied to a case such as this

one, the doctrine of prudential standing is based on the principle that eanhemtmr

“presumptively owns a pro rata undivided interest in the eqatent Ethicon, Inc. v. U.S.

Surgical Corp., 135 F.3d 1456, 1460 (Fed. Cir. 1988)tnote omitted). For that reason, all of
the ceowners of a patent must be joined in any action brought for infringement of the. patent

Israel BicEng’'g Project vAmgen Inc, 401 F.3d 1299, 1304-05 (Fed. Cir. 2005).

1. The factual basis fdrevel 3’s theory of lack gbrudentialstanding is as followsThe
two named ceanventors of thé405 patentareDr. Danny Tsang an®r. MuratAzizoglu. They
assigned theimterests in the patetd Sycamore NetworksSycamore Networks theassigned
the patento Dragon Intellectual Property, LL&rough which it was ultimately assignexthe
plaintiff, Sycamore IP.There is no dispute th&ir. Azizoglu was a ceownerof the patent and

therefore had an interest that could be conveyed to SycaNetvgorks and ultimately to



Sycamore IP With respect to Dr. Tsang’s interestthe patent, however, the matter is more
complicated.

Level 3 argues that Dr. Tsang, adagulty member atHKUST, was bound by the
University’'s PatentPolicy, Dkt. No. 17710 (“Patent Policy”) and that theeffect of tre Patent
Policywas to makdis interest in the paternihe property of HKUST.SycamordP responds that
Dr. Tsang was omJniversity-approvedunpaid sabbaticdeaveat the time he conceiveaf the
inventionand applied for the patent, and that Dr. Tsang’s contribution to the invention was the
product of his individual effostduring the course of his work for Sycamore Networks. Under
HKUST’s PatentPolicy, according to Sycamoi®, Dr. Tsang’sinvention was not considere¢d
havebeen made in the course of husiversity employment, and as a result, HKUST had no
proprietary interest in the resulting patent.

Although the parties have submitted lengthy briefs on this issue, the Coudsreéigar
issue as turning on a straightforward reading of the HKU®&®nt Policy. The relevant
portions of the RtentPolicy read as follows:

1.4 Policy Applicability to Faculty, Staff and Students
For the purpose of application of the Patent Policy of the Hong Kong

University of Science and Technology, the term “Members of the University” is

defined to include all patime and fullttime members of theatulty and staff and

all otheragents, employees, students, and fellows of the University. Subject to

restrictions imposed by contracts with sponsoring organizations, the Utyiversi

shall have the sole right to determine the disposition of all invenbgnghe

Members resulting from their employment or use of facilities administerdaeby

University. . . .

1.5 Assignment of Rights
All Members of the University as defined above shall, as a condition of
employment with the University, assign athts, title, and interest, to the extent

prescribed in this policy, in any invention as defined herein to the University. . . .

The University has vested the sole right to hold and, to transfer, the
ownership of all intellectual properties (which termcludes inventions and

patents) generated by itaculty, students and employees in the Hong Kong
University of Science and Technology RandD Corporation Limited,; . . . .



1.6.2 UniversityAssigned Efforts

Ownership of inventions developed as a resulagdgigned institutional
effort shall reside with the University; however, there shall be a shdrioyalty
income with the inventor as an incentive to encourage further development of
inventions. Any invention will be considered as having been dewtlapean
assigned duty when conception and/or development are in the area of principal
competence for which the individual is employed or for which the student is
registered.

1.6.3 University-Assisted Individual Effort

Joint rights of ownership, and/or sharing of royalty income, shall occur
where the University provides any support of an individual’'s effort resulting in a
invention by the contribution of faculty or staff time, facilities, or institutional
resources.

1.6.4 Individual Effort

Ownershipof inventions generated entirely on personal time and solely as
a result of individual initiative, not in an area of principal competence, and not as
an institutional assignment and/or employment responsibilities nor involving the
use of University facities or resources as defined above, normally shall reside
with the inventor. Members desiring to perform consulting work for outside
organizations are required to obtain prior approval from the University and are
cautionednot to sign a conflicting patenagreement. Inventions made or
developed solely in the course of consulting work performed for outside
organizations for which the approval of the University has been obtained shall not
be considered as having been made or developed in the course ofsitnive
employment unless otherwise specified. . . . Accordingly, all rights to such
inventions other than those involving the use of HKUST Members, funds or
facilities shall remain with the individual, or with the consulting sponsor.

Level 3 argues that the HKUST Patent Policy gave Uheversity “the sole right to
determine the disposition of all inventions by the Members resulting from their emgiby
section 1.4, and that all Members of the University were required to “aafigghts, title, and
interest, to the extent prescribed in this policy, in any invention as defined herdie to t
University,” section 1.5. Even with respect to inventions “generated entirely on personal time,”

Level 3 argues, ownership of arvention would normally reside with the individual only if the

! Section 1.4 of the University’s Patent Policy defines “Membérhe University to
include “all parttime and fulltime members of the faculty and stafhd all otheragents,
employees, students and fellows of the University.”



invention were “not in an area of principal competence, and not as an institutional assignm
and/or employment responsibilities nor involving the use of University fasilidr resources.”
Section 1.6.4 (first sentenceBecause the invention in this case was in the field of electrical
engineeringPr. Tsang’s area of “principal competence,” Level 3 contends that the first senten
of section 1.6.4 of the Patent Policy would not apply, and that Dr. Tsang’s invention would
therefore belong to the University.

The Court disagrees. The language of the third sentence of sectionfliéedPatent
Policyis directed at exactly the situation presented h&freat sentence provides that inventions
“made or developed solely in the course of consulting work performed for outsidezatgars
for which the approval of the University has been obtained” aréaooisidered as having been
made or developed in the course of University employrhéefite final sentence of section 1.6.4
makes clear that in such situations, if the employee has not used HKUST empfages, or
facilities to develop the inventions, “all rights to such inventions. shall remain with the
individual, or with the consulting sponsor.”

The record is cleahat, with the prior approval of the University, Dr. Tsang took unpaid
leave from the University and was employed during that period by SycaNetweorks?
Moreover, there is no dispute that the invention of the 405 patent was conceived and reduced to
prectice during that period. Because Dr. Tsang was performing consulting work forsaheout

organization with University approval, it is the third sentence of section 1.6.4 of thet Pa

2 The record does not contain the document that initially authorized Dr. Tsang’s unpaid
sabbatical leave, but it contains a document approving the shortening of his leade Pkti
No. 1777, and that document makes clear that his leave was approved by the Unore ity
11, 2000,and thathis leave, which began on September 1, 2063 unpaid. The provisional
application, to which the 405 patent claims priority, was filed on Decemb20(®), and the
non-provisional application was filed on February 27, 20@k. Tsang returned to HKUST on
March 28, 2001.



Policy that applies to Dr. Tsang’s situation, not the first sentence, on Wwéneh 3 relies. For

that reason, the proviso in the first sentence that makes that sentence a&ppintphf the
invention in question is “not in an area of principal competence” does nottapply Tsang’'s
situation Indeed, it would be very odd for that proviso to apply to inventions made during a
period of consultancy, because presumably members the University who anedreta
consultantdy outside organizations will betainedto performwork in their area of principal
competence. Accordingly, eadingthe “area of principal competencetause into the third
sentence of section 1.6.4 would render that sentence inapplicable in virtuallgasetoywhich

it would otherwise apply.

Focusing onother language in thdirst and secondsentence of section 1.6.4 of the
University’s Patent Policy, Level 3 argues that Sycant®rdeas failed to offer evidence that Dr.
Tsang “obtained prior written consent from HKUST to sign a conflicting patentragre¢o an
invention within his area of principal competence.” Dkt. No. 277, at 9. That argumente®nfla
the provision of the Patent Policy regarding approval for leave and consultaricyvittoithe
provision thatcautionsthe employee “not to sign a conflicting patent agreement.” As noted, the
evidence is sufficient to support SycamdPés position that Dr. Tsang's leave for purposes of
performing consulting work for Sycamore Networks was approved by the UtyveBit. No.
177-7;see alsdkt. No. 246-9, at 6 (HKUST “Memorandum on Condisaf Service allowing
academic staff to take sabbatical leave “to undertake academic research and consattdipcy

As for the proviso of the Patent Policy cautioning employees “not to sign a ¢ioflic
patent agreemefithat provision is precatory in nature, ahdoes not suggest that a violation of
that provision would affect the employee’s patent rightsaws the University. Moreover,

there is no indication that the patent agreement Dr. Tsang entered into withoByddetworks



conflicted wth the University’'s Patent Policy, because it related only to inventions dangr
developed during his tenure with Sycamore Netwaevkde on approved sabbaticilave and
not to any inventions to which the University had any claim by virtue &fatsnt Policy.

The Court thusconcludes that the invention Dr. Tsang developed through his individual
effort during the time he was on a Universitygproved, unpaideaveand was employed by
Sycamore Networkss not covered by the provisions of the HKUSatéht Policy that would
give rise to a claim on the University’'s part to a property interest ird0te patent. For that
reason, Dr. Tsang, like Dr. Azizoglu, was fully entitled to assign his intareite patent
Sycamore IP, as full owner of the pat, therefore has standing to bring this action.

2. SycamorelP makes the alternative argument tleaen if the University’s Patent
Policy gave the University rights with respect to Dr. Tsang’s inventtus Patent Policgid not
effect anautomaticassgnment ofDr. Tsang'srights to the University, but only imposed on him
an obligation to assign his patent rights to the University. If that is the cazsen&@glP argues,
Dr. Tsang may have had a contractual obligation to assign his interest ifd3hpatént to the
University, but that contractual obligation did not abrogate Dr. Tsang’s legal ownershigsinte
in the patent at the timihe patent issued or he assigned his interest in the pat8gtamore
Networks. The Court agrees with Sycamtie even if the Patent Policy were construed to
apply to Dr. Tsang'’s invention, it would give the University, at mosguse of action for breach
of contract against Dr. Tsangt an equitable claim of patent rights, but it would not have had
the effectof abrogaing Dr. Tsang's legainterest in the paterdb initio, nor would it have
disabled hinfrom assiging that legalinterest to Sycamore Networks.

The distinction between a contractual provision #fégcts an automatic assignment of

patentrights and a provision that is ner a promise to assign is well recognized in Federal



Circuit law. As tle Federal Circuit has explained, “Whether an assignment of patent rights in an
agreement is automatic or merely a promise to assign depends onttlagtoal language itself.

If the contract expressly conveys rights in future inventions, no further act isecquice an
invention comes into being, and the transfer of title occurs by operation of |&raxis

Bioscience,Inc. v. Navinta LLC, 625 F.3d 1359, 1364 (Fed. Cir. 20{@tption omitted) In

order to constitute a present assignment of all rights to future inventions, howecanttzet
must expresslyprovide for theassigning acto be effectiveat the time of the agreemebly using
languagesuch as'agrees to and does hereby grant and assigfl will assign and do hereby

assign” Gellman v. Telular Corp., 449 F. App’x 941, 944 (Fed. Cir. 20Atachnid, Inc. v.

Merit Indus., Inc. 939 F.2d 1574158081 (Fed. Cir. 1991) (agreemtethat all rights to certain

inventions “will be assigned” is an agreement to assign, not a present assigaffesnive to
transfer all legal and equitable rights” to the invention

Contrary to Level 3'scontention.the pertinent clause ithe Univergy’'s Patent Policy
does not use words such améshereby grant and assign” with respect to patent rights in which
the University claims an interesinstead, section 1.5 of tiRatent Policy provides thiktembers

of the University $hall, as a conditioof employment with the University, assigtrights, title

and interest, to the extent prescribed in this policy, in any invention as defired teethe
University.” That languagdoes not contemplate an automatic assignment of rights, but rather
reflects an anticipatedndertaking by theoveredMembers of thdJniversity to take steps to
assign patent rights to the University when the provisions of the Patent Paleyuse.

Case law from the Federal Circuit confirms that languafehe sort found in the
University’s Patent Policgoes not constitute the present grant of an assignment to-éuisirey

rights. For examplejn Gellman the contract stated that the employee “agrees to execute any



and all assignments or other transfer documents which are necessary . . . to vesbimjtngy]
all right, title, and interest in such Work Products.” 449 F. Apat®¥43-44. The contract thus
expressly contemplated that the employee would “execute any assignment’fitutiee the
contract itselfdid not effect the assignment. As the court explained, “[r]ather than expressly
undertake assignment at signing, [the agreement] expressly delays assigmseme future
date, when [the employee] would ‘execute any and all assignments or other tacsi@ents’
necessary to convey his rights to [the companid.”at 944—45.

Other Federal Circuit case law is to the same effdot.several cases, the court has
determined thatanguage such as “agree to assign” or “will be assigdeds not contemate a

present assignmenf patent rights E.g, Advanced Video Techs. LLC v. HTC Corg79 F.3d

1314, 131#18 (Fed. Cir. 2018) (“will assign to the Company” does not create an immediate

assignment)Bd. of Trs. of Leland Stanford Junior Univ. v. RodWelecular Sys., In¢.583 F.3d

832, 841 (Fed. Cir. 2009) (“agree to assign” provided only a promise to assign the invention in

the future);lpVenture, Inc. v. ProStar Computer, Inc., 503 F.3d 1324, 1327 (Fed. Cir. 2007)

(same); Arachnid, 939 F.2dat 1580-81 (“will be assigned” does not constitute “a present
assignment of an expectant interest”). By contrast, the court has determin&dbthateby
assign” or “hereby grant” language is sufficieateffect an automatic transfer of latarsing

patent rigits E.g, Bd. of Trs. of Leland Stanford Junior Univ., 583 F.3d at 842 (“I will assign

anddo hereby assigns a present assignmenDDB Techs., LL.C.v. MLB Advanced Media,

L.P, 517 F.3d 1284, 1290 (Fed. Cir. 2008) (same for “agrees to and doby heaat and

assign”);Speedplay, Inc. v. Bebop, Inc., 211 F.3d 1245, 1253 (Fed. Cir. 2000) (satsbdibr

belong” and “hereby conveys, transfers and assigidfjiTec Corp. v. AlliedSignal Inc, 939

F.2d 1568, 1570, 1573 (Fed. Cir. 1991) (same foréagto grant and does hereby grant”).



Level 3 quotes from other portions of the Patent Policy to suppatatsy that any
invention falling within the scope of the University's interests under the Paterty Rsl
automatically assigned to the Unisi#y. But those portions of the policy do not support Level
3’s argument. The first, a reference to “those cases where all rights @ inehe University,”
relates only to casen which a sponsor and the University have agreed to assign all inghts
particular invention to the University. Patent Polgyl.6.1. The second, which states that
ownership of inventions developed as a result of Univeesigned effort§shall reside with
the University” applies only to the limited circumstancesvimch an invention is the product of
“assignednstitutional effort,”id. 8 1.6.2, and does not apply to “UnivershAgsisted Individual
Effort,” id. § 1.6.3, or to “Individual Effort,”id. § 1.6.4, the category at issue in this case.
Finally, the statement in the Patent Policy that the University “has vestediehegbt to hold
and, to transfer, the ownership of all intellectual propeftigsch term includes inventions and
patents) generated by its faculty, students and employees in the Hong Kong UWnivkrsit
Science and Technology RandD Corporation Limitad,”8 1.5, has nothing to do with the
transfer of patent rights from inventors to the University, but merely steieahateverpatent
rights belong to the University will be held and administered by a Uniyesstity, the RandD
Corporation. None of those provisions constitsit@ presentgrant to the University of an
inventor’s rights in future inventions.

Level 3nextassertghat the foregoing line dfederal Circuit cases is inaggite because
Dr. Tsang’s obligations to the University under the University’s PatentyPate governed by
Hong Kong law. Under Hong Kong law, according to Level 3, language such as that in the

Patent Policy constitutes a present assignment of future rights.

10



The Court rejects Level 3’s reliance on Hong Kong law. S&xssamordP points out, the
Federal Circuit has long held that the question whether contractual languagginggatent
assignmenrights constitutes a present assignment of patent rights or a promise topassgn
rights in the futurds a question of Federal Circuit law, not a question governed by the law

otherwise applicable to the agreement between the pafiesBd. of Tis. d Leland Stanford

Univ., 583 F.3dat 841 (“[T]he question of whether contractual language effects a present
assignment of patent rights, or an agreement to assign rights in the futesslved by Federal
Circuit law.”); DDB Techs, 517 F.3cdat 1290 (“Although state law governs the interpretation of
contracts generally, the question of whether a passignmentlause creates an automatic
assignment .. is intimately bound up with the question of standing in patent cases,” and that
guestion is threfore treated “as a matter of federal lagcitation omitted). Thus, Federal
Circuit law makes clear that language such as the language in the HKUST’s Palient
constitutes a promise to assign, not a present assignment of patentFattsat reason as well,
the Court concludes that Dr. Tsang was empowered to transfer his imetest405 patent to
Sycamore Networks, anthat, after further transfers, the rights in tHé05 patent were all
assigned to Sycamore IAccordingly, Sycamore IP has standing to bring this action and has no
obligation under Rule 19 to join HKUSAS a party.

The motion to dismiss is DENIED.

IT IS SO ORDERED.

SIGNED this16th day ofFebruary 2018.

ot O Tr5on

WILLIAM C. BRYSON
UNITED STATES CIRCUIT JUDGE
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