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orporate officers understandably view
cPatent infringement as a risk that they

must accept to stay in business, given
that over 650,000 U.S. patents issued in the
past four years alone.! But upon accepting
that risk, corporate officers potentially
expose themselves (often unknowingly) to
personal liability for their corporation’s
patent infringement. This is especially true
in small businesses, where the line of dis-
tinction between the separate personalities
of the corporation and the individual often
fades.

When patent infringement knocks, cor-
porate officers often instinctively grasp cor-
porate veils for personal protection. This
seems like a proper reaction given the lim-
ited liability nature of corporations of all
Indeed, the Supreme Court has
“where patents are con-

sizes.?
emphasized that
cerned, the one-person corporation may be
an altogether appropriate means to permit

innovation without exposing inventors to
possibly ruinous consequences.”?
Although courts normally accord great judi-
cial deference to the separate corporate
entity, this entity is still a fiction.?
Corporate officers should be wary of that
fiction—a patentee might establish a cor-
porate officer’s personal liability for patent
infringement using any of at least four
grounds: (1) the officer is a direct
infringer; (2) the company is the officer’s
alter ego; (3) equity demands officer
accountability; and (4) the officer induced
the infringement.

DIRECT INFRINGER

A patentee, without even piercing the
corporate veil, might establish that a corpo-
rate officer directly infringed a patent

under 35 U.S.C. § 271(a).5

Infringement is a tort, and officers of
a corporation are personally liable for

tortious conduct of the corporation if
they personally took part in the com-
mission of the tort or specifically
directed other officers, agents, or
employees of the corporation to com-
mit the tortious act. The cases are
legion in which courts have recog-
nized and imposed personal liability
on corporate officers for participating
in, inducing, and approving acts of
patent infringement.

Orthokinetics, Inc. v. Safety Travel Chairs,
Inc., 806 F2d 1565, 1579 (Fed. Cir. 1986).6

In Orthokinetics, defendant Privacek
was President, sole stockholder and had
elected the Board of Directors of the
infringing addition,
Privacek was one of three people directly

corporation.” In

responsible for the design and production
of the infringing device, and he was found
to be in a position to benefit directly from
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the patent infringement.® The Orthokinetics
jury, without piercing the corporate veil,
found Privacek personally liable for
§ 271(a) infringement. The Federal Circuit
upheld that finding. Since then, the
Federal Circuit has stated in later decisions
that “to be personally liable for [a com-
pany’s] infringement under section 271(a),
there must be evidence to justify piercing
the corporate veil.” This makes it unclear
now whether or not plaintiff patentees must
pierce corporate veils to hold corporate offi-
cers personally liable for § 271(a) infringe-
ment.10

ALTER EGO

A patentee might establish that a corpora-
tion is merely a corporate officer’s alter ego,
thereby piercing the corporate veil and mak-
ing the officer jointly liable for the corpora-
Indeed, the
“most common reason for disregarding the
corporate structure is that the corporation
was merely the alter ego of its officers.”?

Alter ego liability requires two findings:
(1) such unity of interest, ownership, or
control that the separate personalities of the
corporation and the individual no longer
exist; and (2) that the failure to disregard
the corporation would result in fraud or
injustice.!® Many factors are relevant to the
first finding: (a) nature of the corporate
ownership and control;!* (b) failure to
maintain corporate minutes or adequate
corporate records; (c) commingling of funds
and other assets of the corporation; (d)
diversion of the corporation’s funds or

tion’s patent infringement.!!

assets to non-corporale uses such as the
personal uses of the corporation’s share-
holders; (e) use of the same office or busi-
ness location by the corporation and its
individual shareholders; (f) whether the
corporation is operated as a separale enlity;
(g) absence of corporate assets and under-
capitalization; (h) use of the corporation as
a mere shell, instrumentality or conduit of
an individual or another corporation; and
(i) general disregard of legal formalities
and the failure to maintain an arms-length
relationship among related entities.’> The
second finding looks to the basic issue of
Thus, officers of
“sham”™ corporations generally fall prey to

fairness under the facts.

alter ego liability.
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EQUITY

Where the facts may not establish alter
ego liability, a patentee might still establish
that ‘equity’ demands piercing a corpora-
tion’s veil and holding a corporate officer
accountable for the corporation’s patent
infringement.

[T]he corporate form may be disre-
garded in the interests of justice
where it is used to defeat an overrid-
ing public policy. In such cases,
courts of equity, piercing all fictions
and disguises, will deal with the sub-
stance of the action and not blindly
adhere to the corporate form.10

If the patentee can show that piercing the
veil will prevent “fraud, illegality, injustice,
a contravention of public policy, or prevent
the corporation from shielding someone
from criminal liability,”!7 then personal lia-
bility for patent infringement may fall into
the hands of the corporation’s officers.

INDUCEMENT

A patentee might establish that a corpo-
rate officer induced infringement of a
patent under 35 US.C. § 271(b),' regard-
less of whether the corporation is the alter
ego of the officer'” To do so, the patentee
must show both direct infringement
(§ 271(a)) by the company and “a certain
level of intent on the part of the officer”
(i.e., alleged inducer) that the patent be
infringed.?? Once again, however, there is
“a lack of clarity concerning whether the
required intent must be merely to induce
the specific acts or additionally to cause an
infringement.”?! Thus, corporate officers
who “knowingly aid and abet” their corpo-
ration’s infringement,22 or who are the
“moving, active, conscious force” behind
that infringement,?® or who possess “spe-
cific intent” to encourage that infringe-
ment,?* could find themselves writing a
personal check for patent infringement
damages.

SUGGESTIONS

Corporate officers could better protect
themselves against personal liability for
patent infringement by employing at least
the following good business practices. The
single most important of which is to obtain
and reasonably rely upon one or more inde-
pendent and competent legal opinions of
counsel before making corporate decisions
about patent issues.2> Others include:

¢ Timely file proper Federal and State tax
returns.

* Comply with State corporation filing
requirements (e.g., Statements of
Information).

* Maintain corporate minutes and ade-
quate corporate records.

* Maintain corporate formalities neces-
sary for issuance or subscription to
stock, such as formal approval of the
stock issue by an independent board of
directors.

* Maintain at least an arms-length rela-
tionship among related entities,

* Do not undercapitalize the corporation.

* Do not commingle funds and other
assets of the corporation with personal
ones.

* Do not divert corporate funds or assets
to non-corporate uses, such as the per-
sonal uses of the corporation’s share-
holders.

* Do not execute corporate contracts,
licenses, agreements, and the like, in a
personal capacity (i.e., be sure to sign
them in the name of the company).

* Do not use the corporate form for fraud-
ulent purposes.

* Avoid use of the same office or business
location by the corporation and its indi-
vidual shareholders (if possible).
Corporate officers who do not heed these

good business practices, do so at their per-

sonal peril. Indeed, where such practices
are not followed, courts have even demon-
strated a willingness to bind corporate offi-
cers to judgments already entered against

their corporations.?* (g
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