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McKELVIE, Didtrict Judge

Thisisapatent case that aso involves clams of tortious interference with  prospective business
relationships and unfair competition. Plaintiff, RDP Technologies, Inc., is a Pennsylvania corporation
with its principa place of businessin Norristown, Pennsylvania. Defendant, N-Viro International
Corporation, is a Delaware corporation with its principa place of busnessin Toledo, Ohio. RDPisthe
owner of severd United States patents relating to processes and equipment for dudge processing,
including U.S. Patent Nos. 5,851,404, 5,783,073; 5,681,481, 5,618,442; 5,433,844, 5,405,536;
5,401,402; 5,346,616; 5,186,840; and 5,013,458. RDP licenses its patented process, which it calls
“En Vessd Pagteurization,” to its customersin connection with the sdle and use of its equipment. N-
Viro aso owns severd United States patents relating to the trestment of wastewater dudge, including
U.S. Patent Nos. 4,781,842 (“the’ 842 patent”) and 4,902,431 (“the * 431 patent”).

On August 2, 2000, RDP filed its amended complaint against N-Viro dleging intentiona
interference with prospective business relationships and unfair competition and seeking a declaratory
judgment that the 842 and ’ 431 patents are invaid, unenforceable, and not infringed by RDP. On
February 9, 2001, N-Viro moved for summary judgment on al clams aleging thet this court is without
subject matter jurisdiction to hear RDP s declaratory judgment claim because thereis no judticiable

case or controversy and that RDP' sremaining state law clams are preempted by federd patent law.

FACTUAL BACKGROUND AND PROCEDURAL HISTORY

On February 25, 2000, N-Viro filed a patent infringement suit againg the City of Warren, Ohio

in the Northern Didrict of Ohio, aleging infringement of four N-Viro patents by operation of Warren's



municipa biosolids treatment facility, which practiced RDP s En Vessdl Pasteurization Processin
combination with accelerated drying techniques. On September 14, 2000, N-Viro and the City of
Warren settled the dispute.

On Jduly 7, 2000, N-Viro's counsel sent notice letters to three of RDP' s customers, Jones &
Henry Engineers, Biogro, and Synagro Technologies (“the RDP customers’). Each of these customers
had a pending proposal to use the En Vessal Pasteurization process that was licensed from RDP a a
client's wastewater treatment facility. The facilities that the RDP customers respective proposas were
directed toward the Kalamazoo, Michigan Wastewater Treatment Project, the Lowe |, Massachusetts
Wastewater Treatment Project, and the Narragansett Bay Wastewater Treatment Project. The letters
notified each RDP customer that it gppeared to N-Viro that if the customer used the En Vessdl
Pasteuri zation process licensed from RDP in combination with “further drying . . . to achieve adry,
gtable end-product for use as landfill cover,” as outlined in each customer’s proposal, than the planned
process might be covered by one or more of N-Viro's patents. N-Viro urged the RDP customersto
take alicense from N-Viro before moving forward with their planned project. N-Viro further
suggested that elther the RDP customers or their clients seek indemnification from RDP for any
infringement of N-Viro's technology that might result from the practice of their planned processes at
each of the three client facilities. RDP dleges that the completion of each of the RDP customer’ s waste
treatment projects has been delayed due to the impact of the N-Viro letters.

On August 2, 2000, RDP filed its complaint in this case againgt N-Viro. On October 13,
2000, RDP amended its complaint. The amended complaint alleges three causes of action againgt N-

Viro. Frg, RDP dlegesthat N-Viro intentiondly interfered with RDP s prospective busness



relationships by writing the letters to the RDP customers. Second, RDP dlegesthat N-Viro's pattern
of bad faith accusations of infringement violates the laws of unfair competition. Last, RDP seeksa
declaratory judgment that the’ 842 and * 431 patents are invaid, unenforceable, and not infringed by
RDP, ether directly or by inducing infringement.

On October 27, 2000, N-Viro moved to dismiss the declaratory judgement cause of action of
RDP s amended complaint arguing that the court lacked subject matter jurisdiction over that cause of
action because there was no case or controversy before the court. On December 20, 2000, the court
held an ord argument on N-Viro's motion to dismiss. During the argument the court urged the parties
to attempt to settle the matter by entering into a covenant not to sue and Stated that it would deny N-
Viro'smotion. The court told N-Viro that if it makes reasonable efforts to resolve the dispute, but is
unable to come to a settlement, that it could renew its motion without prejudice. On December 21,
2000, the court entered its order denying N-Viro's motion to dismiss.

On February 9, 2001, after the parties were unsuccessful in their attempts to enter into a
covenant not to sue, N-Viro moved for summary judgment on al three of RDP sclams. Inits
accompanying brief, N-Viro renewsiits contention that the court is without subject matter jurisdiction to
hear the declaratory judgment cause of action, and argues that the two state law causes of action are
preempted by federd patent law.

In accordance with the court’s January 12, 2001 scheduling order, the parties continued to take
discovery in the case. On July 23, 2001, N-Viro moved to stay dl proceedings pending resolution of
V-Niro's motion for summary judgment on dl cdlams. N-Viro arguesthat if the court grants its motion

for summary judgment, a stay would avoid the parties wasting resources by continuing to take



discovery. Alternatively, N-Viro argues that even if the court does not grant its motion for summary
judgment, a stay would still be advisable to allow the court to consder whether the RDP customers are
indispensable parties under Fed. R. Civ. P. Rule 19.

Thisisthe court’ s decison on N-Viro's two pending motions. As the court’s decison on
summary judgment may be dispositive, the court will address the summary judgment motion first, and

subsequently consder N-Viro's motion to stay the proceedings.

1. DISCUSSION

A. Standard of Decision

The court may grant summary judgment “if the pleadings, depogtions, interrogatories, and
admissons on file, together with the affidavits, if any, show that there is no genuineissue asto any
materid fact and that the moving party is entitled to ajudgment as a matter of law.” Fed. R. Civ. P.
56(c). If evidence exigs from which arationd person could conclude that the position of the person
with the burden of proof on a disputed issue is correct, then summary judgment must be denied.

Horowitz v. Federa Kemper Life Assur. Co., 57 F.3d 300, 302 n.1 (3d Cir. 1995) (citing Anderson

v. Liberty Lobby, Inc., 477 U.S. 242, 248, 255 (1986) and Ceotex Corp. v. Catrett, 477 U.S. 317,

322 (1986)).

B. Doesthe court have subject matter jurisdiction over RDP's cause of action seeking
adeclaratory judgment of invaidity, unenforceahility, and non-  infringement of N-Viro's’'842 and

431 patents?

The purpose of the Declaratory Judgment Act isto dlow a party that isat legal risk due to an



unresolved dispute to obtain judicid resolution of that disoute without having to wait for the opposing

party to commence litigation. BP Chem. Ltd. v. Union Carbide Corp., 4 F.3d 975, 977 (Fed. Cir.

1993). However, to initiate a declaratory judgment proceeding, the Act requires that the controversy is

actud, and not hypothetica or of uncertain prospective occurrence. Arrowhead Indus. Water, Inc. v.

Ecolochem, Inc., 846 F.2d 731, 735 (Fed. Cir. 1988). Therefore a court has subject matter

jurisdiction over a declaratory judgment action only where an “actud controversy” exists between
“interested” parties. 28 U.S.C. § 2201(a).

To determine whether ajusticiable case or controversy exists in a patent case where one party
is seeking a declaratory judgment, the United States Court of Apped s for the Federd Circuit has
developed atwo-part test. Firg, the declaratory plaintiff must demonstrate that the defendant’s
conduct created a reasonable gpprehension on the part of the plaintiff that the defendant will initiate an
infringement suit if the plaintiff commences or continues the activity in question. Second, the declaratory
plantiff must show that there is present activity on its part which could congtitute infringement or show
that the it has taken concrete steps with the intent to conduct such activity. BP Chem. Ltd., 4 F.3d at
978. Thefirg prong, therefore, focuses on the conduct of the defendant, while the second prong
focuses on the conduct of the plaintiff.

N-Viro contends that RDP cannot satisfy either prong of thistest. Under the reasonable
gpprehension prong, N-Viro first contends thet its letters, which prompted RDP to file the present
lawsuit, were “nothing more than invitations to open licensing negotiations.” N-Viro argues that such
offers of patent licenses cannot establish a reasonable gpprehension of suit. N-Viro further contends

that neither arequest for indemnification directed towards potential customers of RDP nor a settled



litigation with athird party are sufficient to support an gpprehension on the part of RDP. Under the
present activity prong, N-Viro clams that because there was not afina contract in place to build any of
the three planned facilities that were the subject of N-Viro's letters until months after the complaint was
filed and that the facilities are till not completed, RDP cannot establish the present or imminent activity
that isrequired under the test. N-Viro assertsthat because RDP failsto meet thistest, any
determination by this court would congtitute an advisory opinion.

In response, RDP contends it has demongtrated through its complaint and declarationsin
support of its pleadings both that it had a reasonable apprehension that N-Viro would file a patent suit,
and that concrete steps were taken with an intent to conduct activity which N-Viro has dleged to
conditute infringement.

1. Does RDP put forth sufficient evidence to meet the “reasonable apprehension”’ prong
under the summary judgment standard?

With respect to the reasonable apprenension prong of the test, the plaintiff must demongtrate
that the defendant’ s conduct must be such as to indicate to the plaintiff the defendant’ s intent to enforce
its patent. While an express charge of infringement clearly givesrise to an actud controversy, in light of
the subtleties of language that may be employed by lawyers, the law does not require an express charge

of infringement. Arrowhead Indus. Water, Inc.,846 F.2d at 736. Rather, courts must consider the

"totdity of the circumstances' in determining whether that conduct meets the first prong of thetest. 1d.
N-Viro may be correct in assarting that sanding adone, an offer to open licensing negotiations,
an earlier patent infringement lawsuit brought by N-Viro againgt an RDP customer usng RDP' s

patented processes, or a suggestion that the RDP customers secure indemnification from RDP



regarding use of the RDP En Vessd Pagteurization does not give rise to a reasonable gpprehension of
auitin RDP. However, each of these acts should not be considered inisolation. Taken together, these
acts form a pattern of conduct that, when coupled with the fact that RDP and N-Viro competein the
marketplace for customers who might be subjected to uncertainty and intimidation by N-Viro's actions,
is sufficient to establish that RDP had an objectively reasonable apprenension of suit.

2. Does RDP put forth sufficient evidence to meset the “ present activity” prong
under the summary judgment standard?

In this case, whether RDP can meet the second prong is amore difficult issue. The purpose of
the requirement that the declaratory plaintiff demondrate either (1) that it is engaged in an actud
making, sdling, or using activity that would subject it to an infringement charge or (2) thet it is engaged
in present or imminent activity that shows plaintiff has made meaningful preparation for undertaking
potentidly infringing activity, isto ensure that a declaratory judgment may not be obtained merely
because the plaintiff would like an advisory opinion on whether it would be lidble in the future for patent

infringement for some indeterminate contemplated activity. See Jervis B. Webb Co. v. Southern Sys.,

Inc., 742 F.2d 1388, 1399 (Fed. Cir. 1984).

Both parties agree RDP was not engaged in the actua making, selling, or using of the potentialy
infringing technology & the time it filed the complaint. The only issue is whether RDP has proved
activity sufficient to demondrate present or imminent activity againgt which the defendant could bring an
infringement clam. N-Viro contends that because the waste trestment facilities a Kadamazoo, Lowell,
and Narragansett Bay are not yet built and because the contracts to build these facilities had not been

completed when RDP filed the complaint, RDP cannot demonstrate the requiSite present or imminent



activity.

The underlying facts of the cases that address this issue run the spectrum from circumstances
where fadilities that could make the potentidly infringing products are built but not yet operating, to
circumstances where such facilities are planned but not built, to circumstances where such facilities are
discussed but not formaly planned. Determining how much activity is sufficient to demondrate present
or imminent activity againgt which the defendant could bring an infringement clam is necessaxily a
question of degree that must be resolved on a case-by-case basis. 1d.

N-Viro citesanumber of casesin support of itsargument. In EnkaB. V. of Arnhem, Holland

v. E.I. Du Pont De Nemours & Co., 519 F. Supp. 356 (D. Ddl. 1981), this district court held that an

uncompleted joint venture plan by the plaintiff to open potentidly infringing plants was insufficient to
meet the requirements of the present activity prong of the judticiability test, because the success of the

joint venture was too uncertain. Smilarly, in Lang v. Pacific Marine and Supply Co., 895 F.2d 761

(Fed. Cir. 1990), the United States Court of Appedls for the Federd Circuit held aplaintiff did not
meset the actud controversy requirement of the Declaratory Judgment Act when the dlegedly infringing
ship’s hull would not be completed until at least nine months after the complaint wasfiled.

However, the time period thet isleft to completion of a potentidly infringing facility isnot an
absolute factor. Rather, a court must examine the totdity of the circumstances. In Lang, the Federa
Circuit was careful to distinguish its holding from other cases, noting that the “accused infringers had not
distributed sales literature, prepared to solicit orders, or engaged in any activity indicating that the ship
would soon be ready for sea” Lang, 895 F.2d at 764.

RDP dleges that a contract isin place for the Lowdl, Massachusetts facility, and that the plant



is presently under congtruction and is expected to be completed in afew months. RDP further notes
that plans for the plant have long indicated that the plant will use atwo-step process that N-Viro has
assarted will infringe its patents: the dudge will firgt be treated usng RDP s En Vessd Pasteurization
process to treat dudge, and then the treated dudge will be mixed with soil. With regard to the other
two facilities, RDP dleges that dthough their completion has been dowed by the receipt of the very N-
Viro letters that were the precipitating event in RDP s decison to file this lawsuit, each facility plan has
dready specified use of the RDP process. RDP expects that the find contracts for those fecilities will
soon bein place.

RDP contends that the factua alegations, when examined with the nature of the process of
building waste treetment facilities in mind, support its contention that it has satisfied the “meaningful
preparation” prong. RDP contends that the nature of the RDP projects, which calsfor the involvement
of municipa authorities, extensively detailed bid specification requirements, and contracts to bein place
to build the facilities, give the projects at issue an immediacy that distinguishes the present case from
Enkaand Lang. RDP notes that despite the delay caused by the N-Viro letters the RDP customers are
taking the same concrete steps going forward now as they were a the time the complaint was filed.
Given the amount of time, money, and planning involved in the development of the municipd waste
treatment facilities, the court finds this argument persuasive. Under the Declaratory Judgment Act,
RDP has the right to contest the vaidity of N-Viro's patents and whether the process that their
customers have announced they will practice infringes those patents before their customer’ sfecilitiesare
actudly in full operation.

RDP s dlegations demondrate that the facilities in question are sufficiently near completion so



that N-Viro’'s conduct represents an immediate threat to RDP s interest in its patented process. Given
RDP s potentid liability in a patent infringement suit for indemnification, contributory infringement, or
inducement, the court finds that RDP s dlegations indicate that there exists a controversy of sufficient
immediacy and redlity to justify the court’sinitid congderation of RDP' s request for declaratory

judgment.

C. Are RDP s date law claims preempted by federd patent law?

RDP dlegesthat N-Viro'sletters concerning its patent rights that were sent to the RDP
customers were intended to achieve an improper competitive advantage and to intimidaete RDP' s
prospective customers by casting the RDP process under a cloud of potentid litigation. N-Viro clams
that these dtate law claimsfor tortious interference and unfair competition are preempted by federa
patent law.

While “[f]ederd authority makes clear that it is not improper for a patent owner to advise
possible infringers of its belief that a particular product may infringe the patent,” this privilege is not

absolute. Mikohn Gaming Corp. v. Acres Gaming, Inc., 165 F.3d 891, 897 (Fed. Cir. 1998). State

tort clams, including tortious interference with prospective business rdations and unfair competition,
that are based on publicizing the ownership of a patent in the marketplace, are not preempted by the
federd patent lawsif the plaintiff can demondrate that the patent holder acted in bad faith inits

publication of its patent rights. Hunter Douglas, Inc. v. Harmonic Design, Inc., 153 F.3d 1318, 1336

(Fed. Cir. 1998); Mikohn Gaming Corp., 165 F.3d a 896. Thus bad faith isa prerequisiteto RDP's

date law clams, without it, the claims are preempted by federd patent law. Zenith Elec. Corp. v.

10



Exzec, Inc., 182 F.3d 1340, 1355 (Fed. Cir. 1999)

RDP argues that the facts dleged are sufficient to support afinding of bad faith on the part of
N-Viro based on the letters than N-Viro sent to the RDP customers and N-Viro’'slong history of
threatening suit to RDP' s customers and then failing to file suit. RDP states that N-Viro has maintained
over broad assertions about its patent rights that are not based on the patent claims, written description,
or prosecution higtory for ten years for the purpose of intimidating municipa authorities to enter into
license agreements with N-Viro.

While N-Viro contests these assertions, this difference of opinion between the parties provides
agenuine issue of materid fact. Because areasonable juror could conclude that N-Viro asserted its
rightsin the’ 842 and * 431 patentsin bad faith based on the record presented, RDP's claims of tortious
interference with business relations and unfair competition are not preempted by federd patent law.

D. Should the proceedings be stayed to alow the court to consider whether the
case should proceed without the RDP customers?

N-Viro contends that even if the court denies N-Viro's Maotion for Summary Judgment on
RDP s declaratory judgment claim, the court should till grant their motion to stay dl proceedings,
because the court should first address, pursuant to Fed. R. Civ. P. Rule 19(a), whether this case can
properly proceed in the absence of the aleged direct infringers, the RDP customers.

The court finds that RDP has a sufficiently red direct interest in the subject of its declaratory
judgment claim due to RDP s obligation to indemnify the RDP customers and RDP s potentid ligbility
for contributory infringement or inducement.  Should N-Viro seek to make amation under Rule 19 to

provide supplementd briefing on the indigoensable party issue, the court will entertain its motion at thet
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time

The court will enter an order in accordance with this memorandum opinion.
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