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I.  INTRODUCTION'

In 1970, Bruce B. Wilson of the United States Department of Justice, Antitrust
Division, laid out what he considered to be nine provisiqns sometimes found in patent license
agreements which were co_nsidere_d:apticomlﬁeﬁtive-and therefore would be pursued under the
antitrust laws by the Department of Justice. These provisions became commohly knownrto the
" bar as the “nine no-nos.” This paper will examine the status of the nine “no-nos” in light of case
law and Department of Justice policy which has evolved since Mr. Wilson’s pronouncement.
- The paper also will examine the antitrust implications of é.cquiring intellectual property and in
refusing to license .intellectual property, as well as other litigation-related issues. Finally, the

paper will address issues unique fo trademark and copyright law.

IL. THE RELATIONSHIP BETWEEN THE PATENT MISUSE
" DOCTRINE AND ANTITRUST ALLEGATIONS

Anticompetitive acfs z‘c;o.nstitﬁtiﬁg pﬁtent misuse is a complete defense to a patent
infringement action, Sewnza-Gel Corp. v. Seiffhart, 803 F.2d .661, 668 (Fed. Cir. 1986). A
- successful patent misuse defense results in rendering the patent unenforceable until the misuse
is purged. Id. at 668 n. lb. The same acts may also bg used offensively to constitute an element
p_f an antitrust claim. A sucéessful complaint for antitrust violation results not only in
unenforceability but also in treble damages. Id. It is important to note that a patentee’s actions

~ may constitute misuse without rising to the level of an antitrust violation.

! I wish to acknowledge the contributions of Arthur Gray, Paul Heller, and Kevin
Godlewski. Ialso acknowledge use of a paper by Gerald Sobel of Kaye; Scholer,
Fierman, Hays & Handler, entitled “Exploitation of Patents And The Antitrust
Laws.” '
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- Patent misuse is viewed as a broader wrong than antitrust violation because of
the economic power that may be derived from the patentee’s right to exclude.
‘Thus misuse may arise when conditions of antitrust violation are not met. The -
key inquiry is whether, by imposing conditions that derive their force from the

- patent; the patentee has impermissibly broadened the-scope-of the-patent-grant-+
with antlcompetlt:we effect

c R Bard Inc v. M3 Sys Inc 157 F3d 1340 1372 (Fed CII' 1998) cert demed 119 S Ct.

| 1804 (1999)

fII. ANALYTICAL TOOLS FOR ANTITRUST ISSUES

A PER SE ANALYSIS

Certam types of conduct presumably restrarn trade and are therefore per se

" 111ega1 'Ihe Supreme Court stlll uses the per se analysrs in some situations. See Jeﬁrson
farz.s'h Hosptta! . Hyde 466 U. S 2 (1984) l—lowever the per se rule should not necessanly be
,con51dered a ‘pure per se rule The per se rule is apphed when surroundmg clrcumstances

K make the I1ke11hood of ant1compet1t1ve conduct 50 great as to render unjustlﬁed further

examination of the challenged action. NCAA v. Board of Regents of Umv of Oklahoma, 468

U.S. 85, 104 ( 1986). Since Congress mtended to outlaw only unreasonable restraints on trade,

| .the Supreme Court deems unlawﬁﬂ per se only those restramts whrch “have such predletable
B and pernlclous antlcompetltlve effect and such lnmted potentlal for pro competrtlve beneﬁt

. State 0Oil Co. v. Khan 522 US 3,118 S Ct 275 279 (1997) The Court expressesa _

reIuctance to adopt per se rules w1th regard to restramts lmposed in the context of buSmess

relatlonshlps where the economic impact of certain praeuces is not 1mmed1ately obv1ous ? Id,

quo’ung FICv. Indzana Federaﬂon of Dennsts 476 U. S 447 45 8-59 (1986)




'Ihe Department of. Justrce (DOJ )and the Federal Trade Comrmssron (FTC)

released antltrust gurdelmes in Apnl of 1995 entltled “U. S Department of Justrce & Federal

Trade Commrssrcn Anutrust Gurdclrnes for the Lxcensmg of Intellectual Property ” Reprinted

in 4 Trade Reg. Rep (CCH) T 13, 132 (Aprrl 6 1995) (herernafter “1995 P Guldehnes”) In

| the 1995 1P Guldehnes the DOJ and the FTC (oollectrvely, “l:he Agencres”) remarked that those
licensing restraints which have been held to be per se unlawful include “naked pnceﬁxmg,
output restraints, and market division among honzontal competltors as well as certam group
.boycotts and resale price marntelnance P Gu1de11nes at 20 741 The DOI w11! challenge a
restraint under the per se rule when “there is no efﬁcrency—enhancmg rntegratJon of economic
actrvrty and if the type of restraint is one that has been accorded per s treatment ? Id The '
DOJ noted that, generally speakmg, “hcensmg arrangements promote such [efﬁc1ency -
enhancmg] 1ntegratron because they facrlrtate the combmatron of the l1censor s 1ntellectual

SN

property w1th cornplementary factors of product:[on owned by the llcensee ? Id

h VIB'. ~ RULEOF REASON ANALYSIS
| Most antltrust clalms are analyzed under arule of reason, . accordmg to whrch

" the finder of fact must decide whether the questroned practlce 1mposes an unreasonablc restraint

‘: on cornpehtron takrng into account various factors 1nclud1ng speclﬁc 1nformat10n about the
reIevant business, 1ts condrtron before ‘and after the restramt was 1mposed and the restramt s
- hlstory, nature, and effect ” State 0il Co. v. Khan 522US.3,1 188, Ct. 275, 279 as9.

| When analyzmg a restraint under the rule of reason, the DOJ wrll cons1der “whether the
restraint is likely to have antrcompetrtlve eﬂ“ects and if so, whether the restraint is reasonably

3.
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necessary to achieve procompetitive benefits that outweigh those anticompetitive effects.”

1995 IP Guidelines, at 20,740.

'Ihe 1995 P Gurdelmes embody three general prmcrples (a) for the purpose of

5 antltrust analysrs the Agencres regard mtellectual property as bemg essentrally comparable to

any other form of property; (b) the Agencies: do not presume that 1ntellectua1 property creates

market power in the antitrust context; and (c) the Agencies recognize that intellectual property

lleensmg allows firms to combme complementary factors of productron and is generally

procompetltrve ” 1995 IP Guldehnes at 20 734

¢ Llcensmg arrangements rarse concerns under the antrtrust laws if they are hkely

e to aﬁ'ect adversely the prrces quant1t1es qualltaes or vanetres of goods and services elther
currently or potentrally avallable ” Id at 20 737 In assessmg the competn:lve effects of
hcensmg arrangements the DOJ may be requlred to delmeate goods markets, technology

1 _markets or mnovahon (research and development) markets Id

When a I1censmg arrangement affects partles ina honzontal reIatronshrp,
restraint in that relationship may increase the risk of coordinated pricing, output
restrictions, or the acquisition or maintenance of market power.... The potential

- for competitive harm depends in part on the-degree of concentration in, the
: drfﬁculty of entry into, and the re5ponsrveness of supply and demand to changes
‘in pnce in the relevant markets Lo P

Id at 20 742 see also Stare Orl Co V. Khan 118 S Ct at 282 (“[t]he prrmary purpose of the

- antltrust Iaws is to protect 1nterbrand competrtron ”)

- When the 11censor and the hcensees areina vertlcal relatronshlp, the Agencies will
analyze whether the licensing arrangement may harm competition among entities in a
horizontal relationship at either the level of the licensor or the licensees, or possibly in
another relevant'market. Harm to competition from a restraint may occur if it
anticompetitively forecloses access to, or increases competitors” costs of obtaining,

. ‘important inputs, or facilitates coordination. to raise price or restrict output.

4




IP Guidelines at 20,742, -

. If the Agencies conclude that the restraint has, or is likely to have, an anticompetitive
effect, they will consider whether the restraint is reasonably necessary to achieve
.- procompetitive efficiencies. If the restraint is reasonably necessary, the Agencies will
balance the procompetitive efficiencies and the anticompetitive effects to determme the
-probable net effect on competition in-each relevant market. - :

' Jd, at 20,743,
In an effort to encourage intellectual property licensing agreements, which the
Agencres believe promote innovation and enhance competltlon ﬂle IP Gurdehnes estabhsh an
‘ antltrust “safety zone” Thrs “safety zone” is desrgned to create more stablhty and oertamty for
those partres who engage in mtellectual property 11censmg However the safety zone” is not -
intended to be the end- alL for rawﬁu, y;oeemyent:ve rn*elreet'ual property licenses, as the
“Agencres emphasrze that lrcensmg arrangements are not antlcompetrtlve merely because they
do not fall within the scope of the safety zone.” Ia‘ at 20 743-2, The “safety zone 1s deﬁned as
follows:
| 1. - Absent extraordinary circumstances, the Agencies will not challenge a
+ restraint in an intellectual propeity licensing arrangement if (1) the
restraint is not facially anticompetitive and (2) the licensor and its
- licensees collectively account for no more than twenty percent of each
relevant market significantly affected by the restraint.... Whethera
restraint falls within the safety zone will be determined by reference only
to goods markets unless the analysis of goodsmarkets alone would
inadequately address the effects of the licensing arrangement on
_ competnron among technologres orin research and- deveIopment

Id (emphasxs added) (footnote om1tted)

'2. : Absent extraordmary mrcumstanoes the Agenmes wrll not challenge a
.. Testraint in an intellectual property licensing arrangement that may affect

5
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competition in a technology market? if (1) the restraint is not facially
anticompetitive and (2) there are four or more independently controlled
.. technologies in addition to the technologies controlled by the parties to
.. the licensing arrangement that. may be substitutabie for the licensed |
.t .-technology at a comparable cost to the user. : -

I (empnasis added). .‘

3. Absent extraordinary circumstances, the Agencies will not challenge a
. - restraint in an intellectual property licensing arrangement that may affect
.+ competition in ‘an_inngvation market® if (1) the restraint is not facially
anticompetitive and (2) four or more independently controlled entities in
_ addition to-the parties to.the licensing arrangement possess the required

specialized assets or characteristics and the incentive to engage in
research and development that is a close substitute of the research and
development activities of the parties to the licensing agreement. - -

I, (emphasm added) (footnote om:tted)

L Vlews on how the Ant:trust Division has conducted lts rule of reason analysis to

aetermme wnemer a partlcular ncense v101ates the antltrust Iaws are reﬂected in l:(emarks of
L Roger B. Andewelt Deputy Dlrector of Operahons Anntrust D1V1Slon before the American

_Bar Assoc1at10n Patent Trademark & Copyright Sect1on (heremafter “Andewelt ( 1985)”) (July

16, 1985)

[P]erhaps the ultlmate 11censmg issue =- how does the Antltrust Dmsmn conduct its rule
. of reason analysis to determine whether a particular license violates the antitrust laws[?]
©While patent licenses, even between competitors, [are] at their essence vertical and not
.. horizontal arrangements, they can in some circumstances have horizontal -
- anticompetitive effects. - Our rule of reason ana1y31s would excluswely search for such
- horizontal effects. - S :

The 1995 Guidelines describe technology markets as consisting of “the
mteliectual property that 1s llcensed . and its close substltutes

The 1995 Guidelines descnbe innovation markets as consisting of “the research
-and development directed to particular new or improved goods or processes, and
the close substitutes for that research and development.”

6




Andewelt (1985) at 18.

Id

: ‘Where an mtelleetual property hcense is merely a sham to hide per se illegal horizontal
. . restraints, such as an agreement to fix prices on products unrelated to the intellectual

property involved, the analysis of the lawfulness of the license is short and

condemnation certain. In all other situations, however, a more studled analysm of the

effect of the license would be required.

_The aﬁaiysis typically would commence by isolating the relevant product and

geographic markets impacted. We would define these markets in the manner described
for defining markets in the Antitrust Division’s Merger Guidelines. U.S. Department of
Justice Merger Guldehnes (Antltrust D1v1s10n June 14, 1984), 49 Fed. Reg. 26,823

o ‘_.-(1984) o

Id at 19

Once the product and geographic markets are defined, the-anaiysis would proceed with
an assessment of the competitive effect of the license in these markets. The focus of this

-analysis would not be on the extent to which the license creates competition between the

licensor and the licensee or among licensees. The licensor has no obligation to create

- competition- antitrust policy demands only that the licensor not restrain competition. A

patent license therefore typically will not be of competitive concern if it impacts only

.. -competition in the use, manufacture, distribution, or sale of the patented invention; the

patent grant aIready gives the patent owner the nght to exclude all such competltlon

Id at 19-20

Instead of focusing on the failure to create competition, antitrust analysis should

. generally focus on the extent to which thelicense decreases competition: Sometimes
~the effect of a patent license extends beyond products embodying the patented invention
- and can reach competition in competing products. For example, licenses can decrease

competition compared to no license at all, when they decrease the licensee’s incentive or

. freedomm to market products that compete with products embodying the invention, or

decrease the licensee’s incentive or freedom to engage in [research and deveIOpment]
aimed at producing such competmg products,

Id at 20 :

The license is illegal if on a net basis it is anticompetitive. In addition... a particular

- provision [in a procompetitive] license is illegal if it is anticompetitive in itself, and is
.- hot reasonably related to serving any of the procompetitive benefits of the license.




1IV. - THE NINE NO-NO’s .- LICENSING PROVISIONS TO WATCHFOR -
A TIEINS. ' '
| - -A-“fie-in” is an arrangement in which a seller conditions the salé of its product
S upona Buyer’s purchés_e of a'sepafate-j product from the seller ora désignated third party. : The
anticompet,it_iye-;vice-is the denial of access to the market for the tigd product.:
| ; : _'i‘ying isa: per.se violation of the Sherman Act only if it is probable that the
. seller has exploited its g:oﬁtrol over the tying product to force the buyer into the purchase-of a
ﬁe'd_ product that the buyer either did ﬁot'want at all, or might have preferred-to'purchase :
: ;{s.ewhere on different terms. : Jefferson Parish, 466 U.S. at 12-1'6. e LR

In Jeﬁ’érsﬂh Parish, the per se rule was reaffirméd by a bare majority of the Supreme

K Court, ‘with the soundness .of the rule having come under attack - As stated by the court in
- Mozart Co. v. Mercedes-Benz of North America; Inc., 833 F.2d 1342;.1345.n,2 (9th Cir. 1987),
cert, denied, 488 U.S. 870 (1988); '
- .. Two Justices relied on Congress’ silence as a justification for preserving the per: se rule.
. See 466 U.S. at 32, 104 §. Ct. at 1568 (Brennan, J., concurring). Four Justices,
- Tecognizing that tying atrangements may have procompetitive effects, would analyze
5 _ these arrangements under the Rule of Reason. Id. at 32-47, 104 S. Ct. 1568-76
_ (O’Conner, J., concurring). Thoughtful antitrust scholars have expressed serious doubts
' about the alleged anticompetitive effects of tie-ins. See 5 P. Areeda & D. Turner,
“o.. . Antitrust Law 19 1129, 1134b (1980); R. Bork, The Antitrust Paradox 372-75 (1978).
For a tie-in to rise to the level of an antitrust violation, the seller must have “the
.;power, within the market for the tying product, to raise prices or to require purchasers to accept

burdensome terms that could not be exacted in a completely competitive market. -In short, the




question is whether the seller has some advantage not shared by his competitors in the market

for the tying product.” Unifed States Steel Corp. v. Fortner Enterprises Inc., 429 U.S. 6 10, 620

(A977): . o

Courts have identified three sources of m.arket power: (1) when the'govermnment

. has granted the seller a patent or similar monopoly‘over a product; (2) when the seller’s share of

:the-market is high; and (3):When'.t.he seller offers aunique product that competitors are not able

to offer. Tomingav. Shepherd 682 F. Supp. 1489, 1493 (C.D. Cal. 1988); Mozart Co. v.

Mercedes-Benz.of North America 833 F.2d at 1342, 1345-46. However the Federal Circuit,

" iwhich handles all appeals in cases arising under the patent laws; has stated that “[a] patent does

not of itself establish apresumption:of market power in the antitrust sense.” Atbbo'tt Lab.v.

Brennan, 952 F.2d 1346 (Fed. Cir.1991), cert. denied, 505 U.S. 1205 (-1992). e -

. -A 1988 amendment to the patent statute addresses the lnarket power .

- requirements in a tie-in analysi's, in at least the.patent misuse context. 35 U.-‘--S.’C'.i-§ 271A)(5).

- Under the statute, misuse shall .'n(‘)t be found by reason of a patentee having “conditioned the
license of any rights to the patent or the sale of the patented product on the acquisition.'of a
11eense to nghts in another patent or purchaSe of a separate product, unless in view of the
. elrcumstances, the patent owner has market power m the relevant market for the patent or

v patented produet on whlch the hcense or sale is condltxoned ” o

| The Justlce Department also has mdloated that 1t w111 requlre proof of market
. power, apart from'the existence of a patent right, in order to invoke the antitrust laws against a |

- tie~in. The 1995 IP Guidelines state that tying arrangements are hkely to be challenged by the

- DOr (and/or the Federal Trade Comm13510n) ift -

9




(1) the seller has market power in the tying product, (2) the arrangement has an adverse
effect on competition in the relevant market for the tied product, and (3) efficiency
justifications for the arrangement do not outweigh the anticompetitive effects. The

[DOJ and the FTC] will not presume that a patent necessanly confers market QOWGI’
-upon Hs-owner.

-IP Guidelines, at'20,743-3 (footnotes omitted) (emphasis added): The DOJ and the FTC define
market power 'es the “ability profitably to maintain prices above, dr output below, competitive

levels fora significant period of time.” Id. at 20,735 (footnote-omitted).

~ Even where market power is present, tie-ins may be justified and not violative of

+ the Sherman Act if they are technically necessary. - In one case, tie-in previsi0ns in a license
“agreement conditioning the license of a wood preservative on the use of a particular-organic

-, - solvent were held to necessary to insure sufficient quality and effectiveness of the wood
“preservative, and therefore not an antitrust violation. Idacon Inc. v. Central Forest Productr, 3

- U.8.P.Q.2d 1079 (E;D. Okla: 1986). Likewise, tie-in provisions conditioning thé sale ofa

-+ - patented silo unloader on use of silos by the same manufacturer were held justified where' -

attempts to use silos manufactured by others together with the patented product had proved
unsuccessﬁﬂ Dehydmnng Process Co.v. 4. O Smith Corp 292 F 2d 653 (lst Crr) cert.
.demed 368 USS. 931 (1961)

The Ninth Circuit has ruled that a tie-in does not v1olate the antitrust laws 1f
implemented for a Iegltlmate purpose and 1f no less restnctlve altemanve is avmlable In
Mazarz‘ C’o V. Mercedes-Benz of North Amerzca agreements bet\rveen the exclusxve U.S.
dxstnbutor of Mercedes—Benz automobﬂes (MBNA) and franchrsed dea.lershlps requn'ed the
| dealers to sell only genume Mercedes parts or parts expressly approved by the German

manufacturer of Mercedes automobiles and their replacemer_lt parts. The cqurt found substantial

10




- evidence to support MBNA’s claim that the tie-in Was-used to assure quality control- and
concluded that the tle—m was nnplemented for a legltlma’rc purpose and that less restncuve
raltematlves were not avaulable 833 F2dat 1348 51 Thus there was no antltrust violation.
An issue which sometimes.arises is whether a “product’ is a single integrated
- product or two products tied together. See Nobody in Parti;ular. Presents, Inc. v. Clear
Channel Communications, 311 F. Supp.2d 1048 (D. Colo. 2004) (separate consumer demand
- for radio air play and concert promotions indicates existence of two products for purposes of
“.cying analysis). In United States v. Microsoft Corp., a divi_ded panel of the D.C. Circuit vacated
-a contempt order, ruling that Micros_oft’é Windows 95/Internet Explorer package is a genuine
integration, and that Microsoft was not barred from offering it as one product under a previous
.consent decree.. 147 F.3d 935 (D.C..Cir. 1998). The court ruled that an integrated product is a
product which “combines functionalities (which may a;lso'be_ marketed separately and operated
together) in a way that offers advantages unavailable if the ﬁmctionaliti_g_s are bought separately
and combined by the purchaser.” .Jd. at 948. The court explained that:

. The question is not whether the integration is a net plus but merely whether there is a
plausible claim that it brings some advantage. Whether or not this is the appropriate test
for antitrust law generally, we believe it is the only sensible reading of [the consent
dccree] : . _

Id at 950 (emphasm in ongmal)
The dlssentlng opmlon urged a balaﬁémg test whéfé
| the greater the ev1dence of dlstmct markets the more ofa showmg of synergy Mlcrosoft

- must make in order to justify incorporating what otherwise would be an ‘other’ product

into an ‘integrated” whole. If the evidence of distinct markets is weak, then Microsoft

- can get by with a fairly modest showing (although perhaps not the m1mma1 showing
' requ1rcd by the maj onty)

11
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Id. at 959. The dissent also relied on Jefferson Parish, which it concluded did not permit a

-~ product to be “integrated” sirﬁply *where some benefit exists as a result of joint provision.” Id.

~....at 961 (emphasis in original)..

Subsequently, the Justice Department brought a Sherman Act claim against

‘Microsoft. After a lengthy trial, the district court issued findings of fact and conclusions of law

in which it held that Microsoft had violated the Sherman Act. United States.v. Microsoft, 84 F.

Supp.2d-9(D.D.C. 1999), and 87 F. Supp.2d 30(D.D.C.-2000). In its findings of fact; the court

 found that Microsoft was a monopolist which had tied access te its Windows operating system

to.its Intermnet Explorer web browser. The court first found that Microsoft “enjoys monopoly

-« power in the relevant market.” 84 F. Supp.2d at 19.” The court found that Microsoft’s =
- -#7dominant market share was protected by an“applications barrier to entry.” ‘That is, the
. significant number of software applications available to a user of the Windows operating

~..system, and lack of significant available applications for other Intel-compatible operating

s\

. systems, presents a significant hurdle for a potentially competitive operating system. Id. at 18-

<. :20. ‘The court found that:

... The overwhelming majority of consumers will only use a PC operating: system for which
there already exists a large and varied set of high-quality, full-featured applications, and
- for which it seems relatively certain that new types of applications and new versions of
existing applications will contmue to be marketed at pace with those ertten for other
-operating systems. - S :

iHdoatl8. o

4 The court found that the relevant market is “the heensmg of all Intel-compatlble

PC operating systems world-wide.” Zd. at 14,

12




.+ . The operating system supports the applications by exposing interfaces, termed
“API’s.” Id. at 12. The court found that Microsoﬁ feared that the applications barrier to entry
.tlzould be breached by so—called “middleware,” which it sté.ted “relies on the interfaces provided
by the underlying operating system while simultaneously exposing its own APIs to deveidpers.”
Id. at 17-18, 28. - The court found that Microsoft believed that this middleware could provide
consumers with extensive applications, thfough..their own APIs, while being capable of running
~.-On many diffe_,rent operating systems. - Thus, the barrier to entfy in the operating system market
céuld be greatly diminished, and Microsoft’s monopoly in operating systems thereby
...th_reatened. See Id. at 28. Netscape Navigator and Sun’s Java technologies were middleware
which the court found to be particularly threatening-to Microsoft’s operating system monopoly.
Id. Much of the couﬁ’s findings focused on Microsoft’s response to Netscape Navigator Web
browser. . | | |
" With respect to fhe Netscape Navigator Web browser, the court found first that
-, Web browsers and operating systems are separate products, based on the preference of many
consumers to separate their choice of Web browser from choice of an operating system, and the
-+ response of software firms in efficiently supplying the products separately. Id. at 43-49. The
'cqurﬁ -then_féuild thaf “-Miﬁrosdft decided.td Bind Intemnet Explorgr to-Windéws in order to
| ..p.r.cv.ent I.\I.évi.gator. .from weakeﬁing the aﬁplications Barrier to..eﬁtry, ré.ther than for any pro-
competitive purpose.” Id. at 48. The court stated that Microsoft boﬁnd Internet Explorer (“IE™)
with Windows: (1) by contractually requiring its OEM customers to ship IE with Windows, and
| (2) by technically binding IE to Windows so that, as one Microéoft executive wrote, “running
ény other bfov?sef ié é jbiting expérience.”' fd. at _49-53, : The court fouﬁd fhélt_.,-.with Windows -

13




95, Microsoft initially permitted uninstallation of IE, but eventually precluded even that step.

With Windows 98, Microsoft not only precluded uninstatlation of IE, in certain instances it

- required IE to override another browser-which was installed as a “default” browser. Id. at 52,

The court also found that there was “no technical reason” why Microsoft (1)

refused to license Windows 95 without TE versions 1.0, 2.0, 3.0 or 4.0; (2) refused to permit

‘OEM’s to uninstall IE 3.0 or 4.0; and (3) refused to “meet consumer demand for a browserless
. version.of Windows 98.” Id. at 53-54. In essence, the court also found-that Microsoft provided

- no benefit to consumers by bundling Windows and IE:

Microsoft could offer consumers all the benefits of the current Windows 98 package by
distributing the products separately and allowmg OEM s Or consumers themselves to
combme the products if they wrshed ' el

- Id at 56, emphas1s added5 et

The court further cxplamed that M1crosoft forbade OEMs from obscunng IE,

1mposed techmcal restnctlons to increase the cost of promotrng Nav1gator offered valuable

cons1derat10n to OEMS promotmg IE excluswcly, and threatened to penahze OEMs who

msrsted on pre-mstallmg and premotmg Navrgator 84 F. Supp 2d at 69 The court also

analyzed Mrcrosoft’s conduct w1th respect to mternet access prov1ders (such as Amenca

. Online), internet content providers (such as PointCast and Disney), and others (such as Apple),

Thrs ﬁndmg appears to address the D C Crrcurt s ruhng that an “mtegratron

must prov1de a-“plausible claim that [bundling the functionalities together] brings some
advantage™ o_ver_prowdmg them independently. 147 F.3d at 950.. Presumably, a product package
which qualifies as an “integration” under the-D.C. Circuit’s test could be more d1fﬁcu1t to
cstabhsh as an illegal tymg of two products under the Sherman Act ,
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_.and found that Microsoft had taken great pains to make it more inconvenient for consumers to

navigate the Web using Netscape Navigator.- See Id. at 69-98°

. The.court found that Microsoft greatly increased its share of the browser market
'in approximately twa years, at Navigator’s expense. The court noted that Microsoft’s |
improvements to IE and its decision to give it away freé played a role in that market shift.
However, “ft]he relative shares would not have changed nearly as much as they did . .. had
: ':M_icrosoft not devoted its monopoly power and monopoly profits to precisely that end.” d. at
98. The court concluded that this erosion of Navigator market share was sufficient to preserve
i the barners to entry in. the operanng system market | |
“ Nav1gator s 1nstalled base may continue to grow, but Internet Explorer 's installed base
is now larger and growing faster. Consequently, the APIs that Navigator exposes will
not attract enough developer attention to spawn a body of cross-platform, network-
centric applications large enough to dismantie the applications barrier to eniry.
Te. at 103. | | o
| o AIthough tﬁe ;:oﬁrt foun:d. .tltlat Mictoéoftﬁ de\teiapment .of IE “contribute_d 1o
:1mprovmg ttle quahty of Web browsmg software lowermg its cost and 1ncreasmg its

| ava;lablhty, thereby beneﬁttmg cu_stor_ners it also engaged ina senes of actlons dcagned o)

protect the applications barrier to entry, and hence its _monopoly powcr, from a \_/ar_l_ety of

s In these dealings, Microsoft geherally was not licensing Windows to the

" providers, as it does with OEMs. The court focused its analysis instead on Microsoft’s control of
access to the Windows desktop, channel bars and other features used by consumers. The court
found that Microsoft would permit (or refuse) access by providers tothese interfaces provided by

Windows to barter favorable treatment for IE, and to make Navigator a less-favored browser.

For example, the court found that Microsoft permitted an AOL icon to be included in the Onim'e :

Services folder in' Windows only upon obtammg AOL’s agreement to use IE as its- default
“browser. See Id. at 77-85. ' : - .
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middleware threats, including Netscape’s Web browser and Sun’s implementation of Java.” Id.

at 111. The net result of Microsoft’s use of its monopoly power, according to the court, was

that: .
. some innovations that would truly benefit consumers never occur for the sole reason that
they do not coincide with Mlcrosoft’s self-mterest
a2

In is conclusrons of law the drstnct court ruled that chrosoft had v101ated

Sectron 2 of the Sherman Act by engagmg in exclusronary acts that lacked prooompetrtwe

| Justlﬁcanon 87 F Supp 2d at 39. W1th regard to its analysrs of the tylng issues under Sectron
2, the court stated that the D C Clrcurt s decrsron set forth an undemandlng test [whrch]
W' appears to this Court to be 1ncon51stent w1th the pertment Supreme Court precedent in at least

'three respects d at 47 "'hose percelvea ﬂaws were ( 1 1t v1ews tne mancet from the

defendant 5 perspeotlve (2) it does not requrre proof of advantages of 1ntegratron but rather

g | only posmng a plausrble advantage and (3) 1t dlspenses wrth any balancmg of the advantages

| _ agamst anticompetrtlve effects Id at 47-48 The court explalned that under Jeﬁrson Parzsh

whrch was mchsputably controlhng,” the “character of the deman " for the products

_ determmed whether separate products were mvolved Id. at 48-49. Rulmg that under thrs test,

the Wmdows operatlng system wasa separate product from the Internet Expiorer browser and
ﬁrrther concludmg that the products were not bundled due to technical necess1ty or busrness _

efﬁ01ency, M1crosoft had 111ega11y tred the products together Id at 50 51, The court noted the

dl_ﬁﬁculty of applymg the Jeﬁ”erson Parzsh te st to software products, but explarned that “thrs
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Court . .. is not at liberty to extrapolate a new rule governing the tying of software prodncts.”
Id. at51. |
On appeal, the D.C. Circuit reversed—in-;aart. United States v. Mcrosoﬁ':Cbrp. ,
253 F.3d 34 (D.C. Cir..2001). The district court’s ruling_ on _the monopoly _maintenance, under §
2 of the Sherman Act, was afﬁrmed m part, and rerersedlin bart. The conrt reversed the finding
of habrhty basedona theory of attemptrng to monopolrze browser market The court also
vacated and remanded the rulmg that M1crosoﬁ was hable for tymg browser to operatlng
~ system, under Sherman Act § l The court also vacated the remed1es in lrght of 1ts modrficatron
| -of the rulrng on 11ab111ty, the drstnct court 8 farlure to hold a remedles hearing, and because of
1mproper ex parre contacts between the trial Judge and the media. /d. at 45-46 o
‘. On the monopoly mamtenance clarm the court of appeals held that the govemrnent did
not estabIrsh Irabrhty for the mtegratton of IE and Wmdows in partlcular because there had
. been no rebuttal of Mlcrosoﬁ’s techmcal _;ustlﬁcations for the lntegratlon Id at 64 67 On the
‘ attempted monopohzatron clarm the court found that the relevant browser market had not been
. adequately deﬁned and that bamers to entry of the browser market not been estabhshed
'thereby precludmg habrlrty Id at50-84, - N | |
| On the tylng clalm the court declmed to follow Jejferson Parish, and mstead
' ‘held that a rule of reason should govern ‘tymg arrangements rnvolvmg platfonn sofcware _
rproducts ? Id at 94-95. The court noted that thrs case presented the “ﬁrst up- close Iook at the
. .technologrcal mtegratton of added functlonahty into software that serves as a platform .for
third-pal‘tyl aoplications.” Id. at 84. Embarking on its rule of reason analysis, the court stated
- that “not all ties are bad,” citing examples of math co-processors and memory into |
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microprocessor chips aﬁd spell checkers in word processors. : Id, at 87. The. court explained that
it viewed the separate products test of Jefferson farish- to be a “poor proxy” for net efficiency
'_fro_rr‘ik newly integrated products. Jd. at 92.. It alsonoted the “ubiquity” of bundling by other
platform software vendors, and was concerned that new efficiencies may exist in integration in
fhe platform software market. Id. at 93. Thus, the judgment of liability on the tying claim was
reversed. |
- The us¢ of trademarks in alleged tying arrangements'somctimes has been
- challenged as a violation of the antitrust la\#s-. In Siegel v Chicken Delight, Inc., Chicken -
ot _De_ligﬁ_t allegedly conditioned the licensing of its .ﬁ"an'chjse.'narne and trademark oﬁ the =
ﬁmchisees’ purchasing cooking equipment, food mixes and packaging éxclusively from
| K Chicken Delight._-44é -F-.2d_4,3_(9th_.Cir. 1971), cert. denied, 405 U.S. 955 (1972). The court |
_held that the t_ra(.'iemark itself was a separate item for tying purposes, aﬁd so this contractual
-+ agreement constituted a tying arrangement in violation of the Sherman Act. Id. at 49-52. In
‘ruling that there existed two separate items for tying purposes; the court relied on the fact that it
. was not essential to the fast food franchise that the tied products of cooking equipment, food
-mixes-and packaging be purchased from Chicken Delight. Id.-at'49. However, in Krehl v.

 Baskin-Robbins Ice Cream Co,, the Baskin-Robbins trademark was held not to be a separate

. item from ice cream for tying purposes, because the ice cream was made by Baskin-Robbins “in

accordance with secret formulae and processes.” 664 F.2d 1348 (Sth Cir. 1982). Likewise, in
Principe v. McDonald’s Corp., the Fourth Circuit found allegedly tied products to be integral
components of the business method being franchised, and rejected an antitrust suit. 631 F.2d
303 (4th Cir. 1980), cert. denied, 451 U 8. 970 (1981). |
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The Eleventh Circuit Court of Appeals recently applied the per se rule toa
- “block booking” arrangement, whereby a copyright holder licensed certain properties on the
- condition that the licensee also license.other properties.” MCA Television Ltd. v. Public Interest

Corp.,171 F.3d1265 (111.Cir. 1999), - =~ o - o

‘B. GRANTBACKS
A grantback is a=.licénse‘ provision‘in which a patehtee requires a licensee to
assign or license improvements to the patent to the patentee. The Supreme Court has held that a
rule of reason fest, not a per.se test, shoﬁld be used to analyze the propriety of grantbacks. See
Transparent-Wrap Machine Corp. v. Stokes & Smith Co., 329 U.S. 637, reh. denied, 3‘30"U.S__.
854 (1947) (grantbacks.are not perse against public interest, and the specific grantback
' ;provision at issue was not per se illegal and unenforceable). No case aﬁpéa’rs to haveheld a

- grantback clause standing alone to.be an antitrust violation.- Cf: United States v. Timken Roller

-...Bearing Co.,-83 F. Supp. 284, 289 (N.D. Ohio 1949), aff'd, 341 1.S. 593 (1951), overruled by

- Copperweld Corp. v. Independence Tube Corp., 467°U.S. 752 (1934) (theéxclﬂsiveéraritback
-provision ciid not by itsel_f violate the antitrust laws - only-in conjunction with the other illegal

. practices were the grantbacks “integral paﬁs of the general scheme to suppress trade.”).
L ] COuﬁs have articulated many factors relevant to the rule of reason analysis for
. grantbapks, atﬁ-’ong them: |
l (i) .. whether the grantback is exclusive or ﬁonexclusive; AR T

_~ (i) .- if exclusive, whether the_licensec’ retains the right to use the . -+~

~ improvements;
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(iii) - - whether the grantback precludes; permits or requires the licensor to grant
o sublicenses, | |
| (iv). - whether the grantback is limited to the scopeo_f -the licensed patents or
) coversiinventions which would not infringe the lieen's'ed:’paﬁenf;’ o
i((v) - the duration of the grantback;
(vi) -Whether the grantback is royaity-free;
(vit)  the market power of the parties;
~(viii) - whether the parties are competitors; and,
Coix) the.effect of:the_:grantbdck Oﬁ the incentive for developmental research.

Grantback of patented subject matter broader than that of the patents originally

llcensed (reIatmg to the entire ﬁeld rather than onIy the 1nvent1ve concept in the hcensed
_._machmes) has been held to be a patent misuse, but not an antltrust v1olat10n Duplan Corp. v.
| ,:,Deerrng Mdlzken Inc 444 F. Supp 648 (D S C 1977) aﬁ’d in part rev ’d in part, 594 F.2d

979 (4th Clr 1979) cert.. denzed 444U S 101 5 (1980) Butsee Robmtech Inc V. Chemrdus

Wavm Ltd 450 F. Supp 823 (D.D.C. 1978) aff'd, 628. F 2d 142 (D C. Clr 1980)

The existence of alternative competitive processes to that in the original license

militates in favor of upholding the grantbacks. Santa Fe-Pomeroy Inc. v. P & 7 Co., Inc., 569

F.2d 1084 (9th Cir. 1978). Pertinient considerations in assessing grantbacks include the effect
on incentive to-invest, see U.S. v. General Electric Co., 82 F. Supp. 753, 856-58 {D.N.J. 1949),

and on competition, see International Nickel Co. v. Ford Motor Co., 166 F. Supp. 551

“(S.DN.Y. 1958). -
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- A network of grantback arrangéments in an industry, resulting in the funneling of
-all inventions to the original patentee perpetuating his control after his basic patents expired
- may be illegal. . Transparent-Wrap, 329 U.S. at.646-47 (1946) (dictum). See also U.S. v.
General Electric Co., 82 F. Supp.at-816, where such an arrangement contributed to GE’s
continued control over incandescent lamp pricing and production volume of its competitors
after the patents on the lamp had expired, and was held to be a'violation of § 2 of the Sherman
Act,
‘Currently, the DOJ evaluates grantback provisions under a rule of reason
- -approach, paying particular attention to whether the grantback is exclusive and whether the
- licensor has market power in the relevant market. :
If the Agencies determine that a particular grantback provision is likely to reduce
significantly licensees’ incentives to invest in improving the licensed technology, the
- Agencies will consider the extent to which the grantback provision has offsetting -
procompetitive effects, such as (1) promoting dissemination of licensees’ improvements
- to the licensed technology, (2) increasing the licensors’ incentives to disseminate the
licensed technology, or (3) otherwise increasing competition and output in a relevant
. technology or innovation market.. In addition, the Agencies will consider the extent to
which grantback prowsxons in the relevant markets generally increase llcensors

incentives to innovate in the first place. -

IP Guidelines, at 20,743-45.

- C.- RESTRICTIONS ON RESALE OF PATENTED PRODUCT
Wilson’s prohibition considered it unlawful to attempt to restrict a purchaser of a
patented product in the resale of that product. However, critics contend that restrictions on
| resale should be judged by analysis parallel to other vertical restraints. A seliér has a rightful
incentive to achieve mgximﬁm economic returmn froni intellectual property. |
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Since the patent right is exhausted by the first sale of the patented article, use

restrictions generally may not be imposed thereafter. E.g., Adams v. Burke, 84 U.S. (17 Wall.)

) 453,(18_-'_7_3); US. v. Univis Lens Co., 316 U.S.-241 (1942). For example, restrictions on bulk
. sales of drug products have been upheld in manufacturing licenses, but not upon resale by a
. purchaser. U.S. v. Glaxo Group, Lid, 410 U.S. 52,62 (1973), U.S. v. Ciba-Geigy Corp., S08 F.

Supp. 1118 (D.N.I. 1976); see also United States v. Bristol-Myers Co., 82 FR.D. 655 (D.D.C.

1979) (consent decree enjoined manufacturer from restraining the sale of drugs in bulk form
and from imposing restrictions on resale). -
. InMallinckrodt, Inc. v, Medipart, Inc., the patentee had affixed a “Single -Usé

Only” label on its patented medical inhaler device, used to deliver radioactive material to the

.- lungs of a patient. .976.F.2d 700 (Fed.. Cir. 1992). The patentee sued for alleged induced -
- .infringement against refurbishing the inhaler devices in violation of the prohibition against

. ‘rc],iglg, Id. at 701.-In reversing a grant of summary judgment for the alleged infringer, the

Federal Circuit held that this single use only restriction was not per se patent misuse, nor illegal

under the antitrust laws, - The Federal Circuit explained that “[t]he appropriate criterion [for

... analyzing a Testriction on a licensee’s use] is whether [the] restriction.is rea@sonably‘wiﬂlin the

patent grant, or whether the patentee has ventured beyond the patent grant and into behavior

.. having an anticompctiti&e_eﬂ‘e_ct notjustifiable under the rule of reason.” Id. at 708.

Similarly, .in B. Braun Medical Inc. v. Abbott Laboratories, the Federal Circuit

- reversed a jury verdict.of misuse which was based on jury instructions that any use restrictions
" accompanying the sale c}f a patented item were impermissible. 1'24 F.3d 1419 (Fed. Cir. 1997).

_ The court cited two “common” examples of impermissible restrictions as use of the patent to
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‘restrain competition in an unpatented product, and exﬁploying the patent beyond its term.
' However, wheré a condition does not impemu'ssiﬁly broaden the physical or fEm'pOral scope of
- the patent grant with anticompetitive éffect, there is no misuse. See also Monsanto Co.v.
- McFarling, 363 F.3d 1336 (Fed. Cir. 2004) '(licens'e'pennitting use of patented seeds to grow
© ‘commercial crop but not to “make” patented seeds by reharvest of seeds was not misuse since
" the patent would read on-all generations of -'seeds‘;’ prohibition does not extend rights under the
. patent statutg). - _
In PSC Inc. v. Symbol Tech. Inc., 26 F. Supp. 2d 505 W .D.N.Y‘. 1998), the
= 'distric’_c court ruled that it was patent misusé for a licensor to attempt to collect royalties from
- two licensees for fhé same patents, covering the same products. 'Ihe ‘court stated that the -
paténtee’s “attefnpt‘s to collect royalties fér the same product violates the exhaustion doctrine,
and impcxmiésibly extends the scope of the patent graﬁts.” “Id: at 510, c.iting Intel Corp. v. ULSI
Sys. Tech., Inc.; 995 F.2d 1566, 1568 (Fed. Cir. 1993); Cyrix Corp..-v. Intel Corp., 846 F
. Supp. 522, 53_9 (ED. Tex.),aff’d, 42 F.3d 1411 (Fed. Cir. 1994). -
- In United States v. Arnold, Schwinn & Co., a case not dealing with patented
.- produects, the Supreme Court held that territorial reétraints imposed by a manufacturer on_‘resale |
by its customers constituted a per se violation of the Sherman Act. 388 U.8.365:(1976),
- overruled by Continental T.V. Inc. v. GTE Sylvania, Inc., 433 U.S. 36 (1977). VIn a footnote, the
.- Court alluded to the possibility of a different rule as to patented products, but declined to decide
= the issue. (“We have no occasion hére to consider whether a patentee has any greater rights in |

. this respect.”).. =
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- Field of use restrictions which rest:rict the-type of customer to whom a

_ manufacturmg Ilcensee may selI and the type of artrcle it may make use and sell generally are
o upheld as lawﬁrl The semlnal case in thls regard is General Talkmg chtures Corp V. Western

Electnc Co. 304 U. §. 175 a_ﬁrdon reh 305US 124 (1938) reh. denied, 305US 675

(1939) Although General Talkmg Plctures remains essentially unencumbered by later Supreme

: Court pronouncements on antitrust 1ssues lower courts “have occasronally dlstrngulshed [11:]
' and held the restraint 1llegal where they percerved that the ﬁeld-of-use re stncticn was berng
used to extend the patent 1nto areas not protected by the patent monopoiy ” Umted State.s' V.

Stud:engesellschaﬁ Kohle m. b H 670 F. 2d 1122 1133 (D C Crr 1981) Itis lmportant to keep

mn mmd that although courts are reIuctant to ﬁnd ﬁeld of use restrlctlons a vrolatlon of the

- Shennan Act they wrli hold unlawful such restnctlons 1f the patent is bemg “stretched

continue the monopoly aﬁer the sale of the product Munter.s' Corp 2 Burgess Indus Inc

| 201 U. S P Q 756 759 (S D N Y. 1978) One court has cxplalned that under the rule of reason

approach set forth in Contmenral T V Inc v, GTE Sylvama Inc 433 U. S 36 (1977), “what is

" beyond the protection of the patent laws in this case is also forbrdden by the anntrust laws

‘_'201USPQ at 759,

_ The Justice Department has indicated that restrictions on resale ought to be

N Judged by the same generai standards as those that ought to be In use outsrde the patent field

"that is, the rule of reason expressed in Connnental T V
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‘D.. RESTRICTIONS ON LICENSEE’S FREEDOM TO DEAL IN
PRODUCTS AND SERVICES NOT IN SCOPE OF PATENT

WllSOIl $ proh1b1t10n stated that a patentee may not restrict its licensee’s freedom
| to deal m products or services not w1th1n the scope of the. patent | However critics contend that
the rule has no general va11d1ty in the vertlcal context. N
a SeveraI Courts have held that 1t isa patent misuse to requn'e a hcensee to refrain
from deahng in competluve products See Berlenbach V. Anderson & Thompson Skz Co 329
F 2d 782 (9th C1r ), cert. demea’ 379 U S. 830 (1964) McCullough V. Kammerer Corp 166
. F. 2d 759 (9th Cir.), cert denzed 335U. S 813 (1948) Naﬂonal Lock Washer Co V. George K
Garrert C’o 137 F. 2d 255 (3d Crr 1943) Krampe v, Ideal Indus Inc 347F. Supp 1384
(N. D 1 11 1972) At least one court however has upheld a prov1sron convertmg a lrcense
-from ex clus1ve to non-encluswe if the licensee handled competlng products See Navon |
| Telesrgn Corp V. Bunker Ramo Corp 517 F Supp 804 (N D, IlI 198 1) aﬁd 686 F 2d 1258
(7th Cn' 1982) Moreover at 1east one court has ru]ed that the amendment to 35 U S. C §
” 271(d)(5), precIudlng a presumptmn of market power from the existence of 2 patent apphes to
a “‘tte-out.” In re Recombinant DNA T ech. Patent & Contract Lit., 850 .F.. _Supp._ 769, 776-77
(SD Ind 1994) | -
In an 1nterest1ng. tum one court upheld a contractual restnctlon agamst a hcensor
.-.rnarketmg unpatented products which competed w1th those of an excluswe patent hcensee See -
Abbott Laboratories v. Baxter Pharmaceuﬁcal Prods., Inc., 2002 U.S. Dist. LEXIS 5475 (N.D.
1. Mar. 26, 2002). In Abbott, Baxter exclusively licensed patent rights to Abbott related to an _

anaesthetic called sevoflurane, Baxter later acquired a company which had developed a
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sevoflurane product which did not infringe the licensed patent rights, and took steps to market
~ the acquired product. The court eonﬁrrned~;an aroitraﬁon ruling that Baxter breached a duty of
good faith ow'edto Abbott by acquiring and planning to market the competing: (albeit non-
infringing) sevoflurane product. The court reject_ed Baxter’s argument that any agreement
" . imputed between the parties that Baxter would not compete in the sevoflurane market would be
a violation of the antitrust laws.- The court applied a rule of reason analysis, and explained that
. the licensing arrangement was oro—compeﬁtive-in,that it promoted Abbott’s investment to-
introduce sevoflurane into the market; and did not restrain other competitors from entering the
.market. Id. at *¥32-33.

. When a license-prevents a licensee from dealing in competing technologies, the
DOJ will evaluate the agreement under the rule of reason. The DOJ will consider whether such
) an atrang_ement “is likely to reduce competition in a relevant market,...tak [ing] into account the
| extent to which the exrangement (1) promotes the exploitation and development ot‘ the

'. licensor’s technology and (2).antic'ompetitively forecloses the exploitation and development of, *

or otherwise constrains competitively forecloses the exploitation and development of, or

otherwise constraing competition among, competing technologies.” IP Guidelines, at 20,743-4.

E. LICENSEE CONSENT REQUIRED FOR :
LICENSOR TO GRANT OTHER LICENSES

The prohlbmon stated that it s unIawfui fora patentee to agree w1th its l1censee
that it w111 not grant hcenses to anyone w1thout the hcensee s consent However a llcensee s

success in explmtmg a patent depends upon 1ts investment m research and development the
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.. fruits of which may not be patentable; in its physical plant; in its goodwill; and in its marketing

© - capability. That investment may be justified 'only- if the licensee expects some level of a'etu'rn.
The Supreme Court, in E. Bement & Sons v. National Harrow Co., held that it was nota
Sherman Act violation for a pateatee to agree that the patentee would not license any other
. person to manufacture or sell any licensed product of the peculiar style and construction then
“-used or-sold by the licensee.. 186 U. S.70 (1902). The Court noted that any agreement
containing such a provision is proper “for the protection of the individual who is the licensee,
and is nothing more in effect than an assighment or sale of the exclusive right-to manufacture -
| .and vend the article.” Id. at 94.

The current view of the DOJ is that “generally, an exclusive license may raise
-antitrust concerns only if the licensees themselves, or the licensor and its licensees, arein a
o horizontal'relatioaship.-” IP Guidelines, at 20,742.- Examples of such licensing arrange.mentsr
which may raise antitrust concerns “include cross-licensing -by“parties collectively possessing |
- market power, grantbacks, and acquisitions of intellectual property rights.” 7d. (citations -

omitted).

F.  MANDATORY PACKAGE LICENSING
The proh1b1t10n stated that mandatory package llcensmg is-an unlawful extensmn
of the patent grant The Justlﬁcatlon is that it is more efﬁcnent to allow pa:rtles to negotiate on a
: :per patent ba51s rather than forcmg packages ThlS ruIe encourages a free market because
| :people w111 pay for what they want, leavmg what they do not want for someoae who values it
| more. Thls aids efﬁclent allocatlon of resources. However, thls is net a werld with perfect
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information and zero transaction costs. Package lcensing allows a patentee to maximize the
' net return on a portfolio of patents, given the restlaint on the patentee’s limited ‘knowledge
concerning the value of the patents to different licensees, and the ease with-which it can'"
- -_negoti_a_te separate Heenses for each patent. - Profit from. the package_ is limited to the maximum
amount the patentee,conld_extract lawfully in the ‘World.ot‘ perfect information and Z010 -
: ,;t:ransactio_n Costs.’ |
- Compelling the licensing of patents not desired by the licensee as a condition for |
receiving a license under desired patents, has been held to be-an antitrust violation. Zenith
Radio Corp. v. Hazelfine Research, Inc., 395 U.S. 100 (1969); cf. Applera Corp. v. M.J. -
-Research, Inc., 309 F.Supp.2d 293 (D. Conn. 2004) (coereion occurs wheré the potential
B .iq;-a-alieensee does not have a “realistic choice” to obtaining a license to a package of patents, and a
:.t;_‘.‘._package. arrangement mustnot be “structured ao_that.no'rea"sonable _buyer-would purchase the
“u1s fights separately™).  Similarly, discriminatory royalties which. economically cause the sartie
resnlt have also been held illegal. IdT; cf. Studiengesellschaft Kohle m.b.H. ‘;v.‘ Northern::
Petrochemical, 225 U.S.P.Q. 194, 197 (N.D. IIL. 1‘984) rev'd & remanded on other grounds,
784 F.2d 351 (Fed. Cll’) cert. demed 478 U. S 11028 (1986) (plalntlff’s offer to Ilcense patent
" separately from package of patents and apphcatlons mcludmg ﬁrst patent at same royalty as the
-entire package held not to be mlsuse where the royalty was no more than that charged for the
| ﬁrst patent ina thu'd party hcense) | R )
- “Trade is restralned frequentlp in an unreasonable .manner- when nghts to nse
individual patents or copynghts may be obtamed only by payment for a pactcage of such nghts-
but the opportunity to .aciquir-e a package of rights does not restrain trade if an alternative
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"+ opportunity to acquire individual rights is fully available.” Columbia Broadcasting Sysé‘ems,
Inc.,; v. ASCAP, 620 F.2d 930,-935-36 (2d Cir. 1980),3cert. denied, 450 U.S. 970, reh, denied,
450 U.S. 1056 (1981) .(perceﬁtage fee licensing of all copyrighted musical compositionsin
- inventory of performing rights organization does not violate the nile of reason under §1 of the
| Sherman Act since users may negotiate directly with copyright owners), see also Western
Electric Co. v. Stewart-quer Corp., 631 F.2d 3.33, 338-39 (4th Cir. 1980), cert. denied, 450
- US. 9.7%1 (1981) (no coercive' package licensing, where no showing that “Westem did not give
[licensee]-a choice to take e.IiCense'under:the Derick-Frosch patent alone or in corrllb'inationr
With other patents on reasonable terms.”) - | . |
- The !Department of Justice has stated that it no longer believes that mandatory
- .-package licensing is inherently unlawful. Package licensing allows the patentee to maximize
r'the net return on its patent pertfolio. ‘The DOJ has recognized that'pacltag'e""licensing can -be
efficient in that it avoids the :nec_es'sity- of costly individual negotiations between the parties with

respect Lto.each- patent,

G.  CONDITIONING LICENSE ON ROYALTIES NOT
... REASONABLY RELATED TO SALE OF PRODUCTS
. COVERED BY THE PATENT '
The pl'OhlblthIl had stated that itis unlawﬁﬂ for a patentee to insist,asa

condxtlon of the llcense thata hcensee pay royaltles not reasonably related to the hcensee )

: sales of products covered by the heensed patent

29

——




. Ttis not per se a misuse of patents to require a licensee to pay royalties based on
a peréentage .of- its sales, evep-though none of the .patents.are used.: Automatic Radio Comparny
v. Hazeltine, 339 U.S. 827, 830-34, reh. denied, 340 U.S. 846 (1950). “A patentempoﬁveﬁ the
owner to exact royalties as high as he can negotiate with the:leverage of that monopoly.”™
Brulotte v. Thys, 379 U.S. 29, 33 (1964), reh. denied, 379 U S. 985 (1965). Likewise; a
patcni;ee/licensor is not required to renegotiate an existing agreement to change the royalty'
- scheme from one based on the‘ri.ghf to use any of group of patents; to one based on.rdyalties for
«each specified patent used.‘ Hull v. Brunswick Corp.,-704 F.2d 1195 (10th Cir. 1983). “If the
g mutual convenience or efficiency of both the licensor and the licensee results in a royalty base
which includes the licensee’s total sales or sales of nonpatentcd*-items,. there can be no patent
‘misuse.” =Magnavox'Co_. v. Mattell Inc., 216 U.S.P.Q.~28,. 59 (N.D. Ill.. 1982); but see = -
) Instruments S.A. v. American_--Holographic" Ine., 57T USP.Q24 1852-(Mas_s. Sup. Ct. 2000)

(agreement purporting to require royalty payments-on-all diffraction grating devices interpreted
~to require royalties only on products coveréd by licensor’s patents, where the agreement did not
" clearly state that the parties-intended to use a percentage of the sales price of all devices asa
. measuring device for the. value of the use of the patented technology)..

<+ =~ However, to use the leverage of a patent fo project royalty payments beyond the

- ~lifg of tfxe patent has been held to be an illegal enlargement of the patent grant. : Brulotte, 379
U.S. at 33. The Eleventh Circuit also has employed a similar rationale in striking down a -
hybri& agreement licensing patent rié_hts and trade secrets,-where' royalty obligations remain -
*+ unchanged after patents expire; as‘unenfor‘ceabl.e beyond the date of expiration of the patents.
| Pitmy Bowes, Inc. v. Mestre, 701_ F.2d 13651 lth Cfr.), cert. denied, 464 US 893:(1983).




A licensor may collect royalties on the manufacture of items based on

confidential information that is- within the scope of a patent application, even where the patent

+.. does not ultimately issue. In Aronson v. Quick Point Pencil Co., the Supreme Court upheld a

contract providing for the payment of royalties in exchaﬁge for the right to make or sella -
.keyhoider even though the patent on the keyholder was ultimately rejected and the licensed
confidential information became public. 440 U.S: 257 (1979). Likewise, a manufacturer niay
-~ be obliged to pay royalties under an agreement invplving- a patent application even though ﬁle
- scope of the issued patent was narrower than the original patent application referred' toin the
- ~agreement. -See Shackelton v. J Kaufinan Iron Works, Inc.; 689 F.2d 334 (2d Cir..1982), cert.
.denied, 460 U.S. 1052 (1983). However, the Sixth and Seventh Circuits have held that the
Brulotte rule precludes enforcement of license provisions extcndiﬁg béyond the statutory patent
grant period for an item that was unpatented at the time the agreefnent was executed, if such
. license provisions were agreed to in:anticipation of patent protection. :Boggild v. Kenner.
- Products, T76:F.2d 1315 (6th Cir. 1985), cert. denied, 477 U.S. 908 (1986); Meehan v. PPG
Indus., Inc., 802 F:2d 881 (7th Cir. 1986), cert. denied, 479 U.S. 1091 (1987).
| A package license agreement which requires the constant payment.of royalties
- beyond the expiration of some of the patents until tﬁe expitation of the last patent has been
--deemed valid. if voluntarily entered into.: Beckman Instruments Inc. v, Technical Development
Corp.,-433 F.2d 55, 61 (Tth Cir. 1970), cert. denied, 401.U.S. 976 (1971}; McCullough Tool
*Co. v. Well Surveys, Inc., 343 F, 2d 381 (10th Cir. 1965), cert. denied, 383 U.S. 933, reh.
“denied, 384 U.S. 947, reh. denied, 385 US..995 (1966), Cohn v. Compax Corp., 220 U.S.P. Q
| 1077, 1082 (N Y. App. Div. 24 1982). :
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Discriminatory licensing rates which impair competition, may constitute patent

" misuse and an antitrust violation. See Laitram Corp. v. King Crab Inc., 245F. Supp. 1019 (D,

. Alaska 1965) (charging twice as much to lessecs of patented shrimp peeling machines in the

_Northwest than to lessees in the Gulf of Mexico area because of the labor costs of the Iessees in

the Northwest, was held to constitute patent misuse where the Northwest canners sufferéd

*.. competitive injury); LaPeyre v. F.T.C., 366 F.2d 117 (5th Cir..,1966) (same practice held to be

-an unfair method of competltlon in violation of Section 5 of the Federal Trade' Commission

Act); Peelers Co. v. Wendt, 260 F. Supp. 193 (W.D. Wash, 1966} (same practice held to be a

. -violation of Section 2 of the Sherman Act). See also Allied Research Products, Inc. v. Heathath
L=Corp., 300 F, Supp. 656, 657 (N.D. I11. 1969) (patentee’s refusal to license its patented -
-~technology to Heatbath “solely because of a personal dispute,” although a license had -

.- previously been granted to Heatbath’s competitor held to be patent misuse. The court declared

. -that “Allied had noright to refuse a license to Heatbath as. to [the pnor hcensee] ™)

In a later case mvolvmg another shnmp peehng patent, a dlstnct court held thata

| umform royalty rate based on uncleaned shnmp poundage was not dlscrxmmatory, even though

| -Ilcensees in the Northwest reahzed less shnmp after the cooklng and cleanmg process than did

licensees in other reglons Laztram Corp V. Depoe Bay Fzsh Ca 549 F Supp 29 1983 1

Trade Cas (CCH) T 65,268 (D Ore 1982)

| In USM Corp V. SPS T echnologzes Inc 694 F 2d 505 513, cert. demed 462
U.s. 1107 (1983) the court held that dlscnmmatory 11censmg rates d1d not constltute patent
mlsuse where plaintiff * made no effort to present ev1dence of actual or probable antlcompetltlve
effect in a relevant matket.”
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The Seventh Circuit has held that an agreement between a patent owner ahd
"., licensees to charge a company a substantially higher royalty for a license than that being paid by
- .other industry mémbers.does not amount to a per se violation of § 1 of the Sherman Act. ‘Such-
--an agreement should be tested under the rule of reason. Hennessey Inds. Inc. v. FMC Corp ,
779 F.2d 402 (Tth Cir. 1985), .
- Although the 1995 IP Guidelines are silent as to the royalty rates to be allowed in
‘ :patent'licehses prior:DOJ statements indicate that it will consider the reasonableness of the

patentee’s ch01ee of: method for approximating the value of the lleense paramount not the

- -actual royalty pa1d on the sale of the patented item. Sales may be a’ reasonable method in some

instances, but not in others Where the patentee and licensee are honzontal competitors, a rule

of reason approach should be employed against the risk of unnécessary cartelization.

. SALES RESTRICTIONS .OF PRODUCTS MADE BY. -
PROCESS PATENT |

_ Wllson ] proh1b1t10n stated that 1t is unlawful for the owner of a process patent
| .to attempt 1o place restrictions on 1ts llcensee s sales of products made by the patented process
smoe it enables the patehtee to attaln morlopoly eohtrol over somethmg not neoessanly sub_] ect
' ~ to his control by virtue of the patent grant. | | |
| A number of courts have analyzetl the va11d1ty of restrletlons on use of an
| '.tmpatented product of a patented proeess In the semmal case, Umted States V.

| Studzengesel!schaft Kohle m. b H the Court of Appeals for the D C. Clrcult held that a hcense
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to a process which permitted the licensee only to use the resulting product, butnot sell it, was

valid., 670 F.2d 1122, 1130 (D.C. Cir. 1981). . .

. In Studiengesellschaft, Ziegler'held‘ a patent on a process for making certain

. ._catalysts (which themselves were useful to make plastics).. Ziegler licensed ong manufacturer

(Hercules) to sell the catalyst made from the process patent. Ziegler required other licensees to

- restrict use of the catalyst solely to meet their own needs for making plastics, and prohibited

. them from selling the catalyst on the open market. The court, using a rule of reason analysis,

held that this was a valid restriction because the patentee was legally entitled to grant an -

- exclusive license to a single licensee if he so desired, thereby prohibiting any use of the process
B . by others.- /d. at 1131. Therefore, the patentee was not deemed to have acted “unreasonably”

-under the antitrust laws since he had taken the less extreme step of licensing additional -

manufacturers, subject to the condition that the resultant product be restricted to their own use.

E _.odd at-1131, 1135, In justifying this conclusion, the court stated that the licensor had no -

monopoly over the unpatented product produced by other processes. The court stated that a de

- facto monopoly of the product can continue only so long as its process remains “so superior to

~other processes that [thé unpatented product] made by those other processes could not compete

commercially. . .” Id. at 1129,

The same Z_iegler. patents and licenses also had been examingd in Ethy! Corp. v.

' Hercules Powder Co., 232 F. Supp. 453, 455-56 (D. Del. 1963). In Ethyi .Corp., the district
.court ruled that-Ziegler could not convey an exclusive right to sell the product of the patented
-process. “The court:explgained-that a process patentee “can restrict the use of his process, but he

- cannot place controls on the sale of unpatented articles produced by the process.” Id. However,
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in a supplemental opinion, the court did state (éomewhat semantically) tﬁat, although the
patentee could not convey an exclusive right to séll the catalyst -- which was uhpatented - it
- could convey an exclusive license to use the patented proﬁcs's to make product for the purpose -
- of sale. Thus, the patentee also could pfevent-another licensee from using the process to make
- product for sale. Id. at 460. :
There has been a split of authority in casclaw as to whether a patentee may limit
* the quantity of an Unpateh’ggd product prodiced by-a license under a process or machine patent.
Compare United Statés v. General Hlectric Co., 82F. Supp. 753, 814 (DNJ. 1949), and
American Equipment Co. v. Tuthill; 69 F.Zd 406 (7th-Cir. 1934); with Q-Tips, Inc. v. Johnson &
Johnson, 109 F. Supp. 657 (DN.J. 1951); af'd in part, modified in part, 207 F.2d 509 (3d Cir.
' 1953), cert. denied, 347 U.S. 935 (1954).
An interesting question is whether restrictions in a license of a trade secret™
 process should be treated any differently under the antitrust laws from & process patent license.
" At least one case advises that the licensor of a trade secret process may restrict the use ofa
‘product of that process as long as the restriction may be $aid to be ancillary to a commercially
* supportable licensing arrangement, rather than a sham set up for the purpose of controlling

competition while avoiding the consequences of the antitrust laws. Christianson v. Colt Indus.

R “Operating Corp., 766 F. Supp. 670, 689 (C.D. 1il. 1991), quoting A. & E. Plastik Pak Co. v.

‘Monsanto Co., 396 F:2d 710,715 (9th Cir. 1968). In determining whether a licensing ~
- arrangement is a sham, the court will éxamine-the licensor’s secret process to determine the
extent of know-how or technology exclusively possessed by the licensor, and prov.ided to the
licensee, and whether the substance of such technology may fairly Be said to support ancillary
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. restraints. A. & E. PlasﬁkPalq 396 F.2d at 715: '.'Under the Christianson case, a party
- challenging such a license provision bears the burden of proving by clear and convincing’
- evidence that the arrangement is-a-sham, or that the licensor asserted its trade sccréts with the
- knowledge that no trade secrets existed. - If the challenger fails to-carry this burden of proof,

- . then the court should conclude that the actions of the licensor have a sufficient legal
justification and are reasonably necessary to enforce the licensor’s trade secreis. 766 F. Supp. at
689.

. Sinﬁlar to the owner.of a procéss patent, fhe' owner of a trade secret under
ordinary circumstances may gran't'-lan exclusive license without antitrust implications. 'See
- Frai;sz Denison, D.D 8., Inc. v. Westmore Dental Arts, P.C.; 212U.S.P.Q. 601, 603 (W.D.
Pa. 1981). However, unlike a patent licensor, the licensor of a trade secret is not relying upon
(and hence, not arguably improperly extending) a statutorily-based exciusivity, which :
: :historica]ly has been a concern of the antitrust laws. Thus, at least one commentator has
-suggested-that a licensor of atrade secret process may have somewhat greater latitude under the
antitrust laws than a process patent licensor. ROGER M. MILGRIM, MILGRIM ON TRADE SECRETS

10-175 (1998), v . e

I. . PRICE RESTRICTIONS
The prohibition stated that it is unlawfiil for 4'patentee to require a licensee to
adhere to a1.1y' specified or minimum price with respect to the licensee’s sale of the licensed
product. Under the' Sherman Act; a.combination formed “for the purpose and with the effect of
raising, depressing, fixing, pegging, or stabilizing thé price of a commodity interstate or foreign
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commerce is _il_legal per se.” United States v. Socony-Vacuum Oil, Co., 310 U.S. 150, 223, reh,
denied, 310 U.S. 658 (1940); see also Kiefer-Ste#art Co. v. Joseph E Seagram & Sons, Inc.,
2340 U.S, 211, reh. denied, 340 U.S. 939 (1951), overruled by Copperweld v. Independence

- Tube Corp., 467 U. S..752 (1984); and United States v. Trenton Potteries Co., 273 U.S. 392

(1927). However, not all arrangements among competitors that have an impact on price are per -

- se Sherman Act violations. -Broadcast Music, Inc. v. Columbia Broadcasting Sys., Inc., 441
U.S. 1,23 (1979). See Gerlinger v. Amazon.com, Inc., 311 F. Supp. 838 (N.D. Cal. 2004)

~ {agreement that Amazon.com would not sell books at iﬁ website ata pricé lower than it offered
the same books through intemet shoppers it serviced through Borders.com “does not set a

minimum, maximum or range for the prices Amazon.com can charge for the books it sells on

. the web sites and thus does not constitute per se price-fixing). . -

In 1997, the Supreme Court overruled a thirty-year old precedent, and held that

: -_-vertically—impoéed maximum price restrictions should be analyzed under fhe rule of reaspn; and
. are not a per se antitrust violé.tion; State 0il.Co. v. Khan, 522 U.8.3,118 8. Ct. 275;-(1997),.
overruling Albrech; v. Herald Co., 390 U.S. 145 (1968). The Court expiaincd that although
minimum price restrictions would remainder per se illegal, there was insufficient economic

justification for per se invalidation of vertical maximum price fixing: The Supreme Court

decision in Khan, and much of the per se treatment of price fixing, is outside the intellectual

property context. There is little recent precedent analyzing whether intellectlial property -

... licenses should be analyzed under different standards than other agreements with regard to price

. ...Testrictions,
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The Supreme Court previous_ly has upheld the right of a patent ownei to control

. the prices at which its licensee may sell a patented product. . United States v General Electric

C0..212US. 476 (1926). .
One of the valuable elements of the excluswe right of a patentee is to acquire profit by
the price of which the article is sold. The higher the price, the greater the profit, unless
1t is prohibitory. ‘When the patentee licenses another to make and vend, and retains the
right to continue to make and vend on his own account, the price of which his licensee

.. will sell will necessarily affect the price of which he can sell his own patented goods. 1t
would seem entirely reasonable that he should say to the licensee, “Yes, you may make
. and sell articles under my patent, but not so as to destroy the profit that [ wish to. obtain
by makmg them and sellmg them myself ”
Id at 490
' The Supreme Court and lower courts have apphed the General Electric case
“ narrowly The Supreme Court 1tse1f has explalned that General Electnc glves no support fora
| patentee actmg in concert w1th all members ofan 1ndustry, to issue substantlally 1dent1ca1
 licenses to all members of the mdustry under the terms of which the mdustty 18 completely
o reglmented the producuon of competltlve unpatented products suppressed aclass of
drstnbutors squeezed out and pnces on unpatented products stabrhzed ” Umted States v. United
Stares Gypsum Co 333 U S 364 400 (Frankﬁlrter } concurnng) reh denied, 333 U S 869
(1948) see also Barber-Colman Co V. Natzanal T oal Co., 136 F.2d 339 (6th C1r 1943) (owner

: ofa process patent could not by hcense agreement lawfully control selling pnce of unpatented
articles produced by use of patented machine and proeess).

However the General Electnc holdmg has uot been overturned and has

mamtamed some vrtahty n the lower courts. 'Ihe D. C Clrcult while notmg that General

Electr;c has “been senously questloned aud has survrved twrce only by the grace of an equaIly
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-+t divided couirt,” nonetheles's 'recognized- that it remams “the verbal frame of reference for testing
" ‘the validity of a license restriction in many :SUb.sedue:nt decisions.” Studiengesellschaft Kohle,
670 F.2d at 1131, cifing United States v. Huck Mfg. Co., 382 US. 197 (1965); United States v.
o Lme Marerzal Co 333 Us. 287 (1948) Both the Fourth C1rcu1t and the Supreme Court have
'- employed the General Electric framework in upholdmg agreements challenged as illegal price-
E | ﬂxrng ._Duptan C_o_rp.'v. Deerrnglhken, 444 F. Supp: 648 (D.S.C'. 1977) (agreement between
. -,‘.paterrt owner aiid'llcensing agent as to amount of use royalty to l)e pard by p_lrrehasers of
patented machine did not constitute illegal price-ﬁxing),l aff ’d: in part, rer)“’cr' m part, 594F.2d
_._979 (4th Cir. ll9'7_'9),‘cer_r. de;ried, 444 US IOlS (1980}; Broqdcaerusic, Inc. v. Columbia
_. | Broqclcasﬁng AS))s.,_ I\}.‘IC.., 4_4l US 1 (1979} (l_;let_rk_et lieensing of flat feeof performance rights in
| eopyrighted musieal compositlorrs_-through perf_'onning rights societlies.does not eonstit_ote price-

fixing per s_e)

. “enforce the per se rule agamst resale prrce mamtenance in the mtelleetual property context.’ ”
IP Ger_delmes, at 20,743__-3.‘ Altho_ugh this pronouneement was prior to the _Supreme Court
| _decisiorl in Khafe, glven .the longstending existence of Generql Electric, there is e substantial
quest_iorl yvhe_tlter Khan would cherlg_e the DOJ view orl this lss_ue_, at least outside the arena of
| .maxrmum vertical resale price maintenance. | | | -
o The geographical reach of the Sherman Act in addressmg pnce ﬁxmg was
addressed by the Supreme Court inF. Hojj’man LaRoche Ltd 2 Empragan SA 2004 WL
| 1300131 , _S:Ct (June 14, 2004) 'Ihe case mvolved an alleged mtematronal pnce
| ﬁxmg scheme by manufacturers and drstnbutors of certain vitamins. The Court explained that
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_ ‘the Foreign‘Trade Antitrust Improvement Act provides that the Sherman Act does not apply to
- .. conduct involving trade with foreign countries, encept where such conduct significantly harms
-domestic commerce and has an anti-competitive effect that gives rise to a Sherman Act claim,
However, where price-fixing conduct significantly and adversely affects both customers inside
-and. out51de the United- States, but the adverse foretgn effect is mdependent of any adverse

domesttc eﬁ‘ect the Sherman Act does not apply toa clatm based solely on the forelgn effect.

V AL ACQUISITION' OF INTELLECTUAL PROPERTY

The aeqtusmon and accumulatlon of patents have been 'alyzed under the

) antltrust laws ﬁom two perspectxves -- patents acqulred by mternal mvent[on and patents

' .acqulred from ﬂ'lll‘d partles o “ | S -
| o In general s1mp1y accumulatmg patents by 1ntema1 1nvent1on does not Imphcate
tne antltrust Taws ‘”Ihe mere accumulatlon of patents RO matter how many, is not 1n.and of
1tse1f 111ega1 ” Automat:c Radzo Manuj&cturmg Co Inc. v. Hazeltme Research Inc 339 U S.
827, 834 reh demed 340 U S 846 (1950) Chzsholm-Ryder Co Inc V. Mecca Bros., Inc
| .‘[1983 1] Trade Cas 65 406 at 70 406 (W D N Y 1982) By 1tself “[1]ntense research actmty”
is not condemned by the Sherman Act asa v1olat10n of § 1 nor are its consequences condemned
asa v1olat10n of § 2 Umted States V. E L DuPont de Nemours & C'o 118 F Supp 41, 216 17
.(D Del. 1953), aﬁ’d 351 U S 377 ( 1956), see also Umted States 12 Umted Shoe Machmery
;:‘ECorp, 110 F Supp 295 332 (D Mass 1953) aff‘d per curiam, 347 U.S. 521 (1954)
L1kew1se in SCM Corp V. Xerox Corp the content10n that a large number of patents was
acqtured by defendant w1th a wrongful intent was re_]ected by the Jury on the facts 463 F Supp
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- 983 (D. Conn. 1978), remanded 599 F.2d 32 (2d Cir. 1979), aff’d after remand, 645 F.2d 1195

(2d Cir. 1981), cert. denied, 455°U.S. 1016 (1982). ‘However, whiers a monopolist seeks new

- patents simply to block competitive products, without any intention to protect its own products,

- the antitrust laws may be called into play.

o [O]nce a company had acquired monopoly power, it could not thereafter ec'quire lawful

patent power if it obtained new patents on its own inventions primarily for the purpose
-+ of blocking the development and marketing of competitive products rather than-
primarily to protect its own products from being imitated or blocked by others.

Id. at 1007, ,S;ee also GAF C_or_p.. V. Easmgn Kodak Co., 5:19‘F. Supp. 1203, 1235 (S.D‘.N.Y.
| ‘A The proh1b1tlons of Sectlon 7 of the Clayton Aet agamst asset acqutsltlons likely
to protiuee a substant1a1 lessemng of eompetmon may be apphed to the acqulsmon of patents

_ Eg SCMv Xerox Corp 645 F2d 1105 (2d Cir, 1951), cert demed 455 U.S. 1016 (1982),
‘. 'Automated Bldg Components Inc V. T ruelme T russ Co 318 F Supp 1252 (D Ore 1970)

_. Dole Valve Co 12 Pefg‘ecnon Bar Equrpment Inc 311 F Supp 459 463 (N D Hl 1970)
Moreover an exeluswe hcense can be the equlvalent of an outnght acqulsltlon for antltrust
purposes. See United States V. Calumbza Pzetures Corp 189 F. Supp 153 (S D NY, 1960),

_l | Unzted States V. Lever Bros Co., 216 F. Supp 887 (S D N Y 1963) However excluswe
.. 11censes are not per se 1Ilega1 Benger Labomtorzes Ltd V. R K Laros Co 209 F Supp 639

| 648 (E D. Pa 1962) a ‘d 317 F 2d 455 (3d C1r) cert. demed 375 U S 833 (1963)

| Whlle patent acqulsltlons are not immune from the antltrust laws the analys1s '

should focus on the “market power that will be conferred by the patent 1n relatlon to the market

' posmon then occupled by the acqulnng party ” SCM Corp V. Xerox Corp 645 F. 2d 1195
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1205, 1208 (2d Cir. 1981) {(emphasis in-original), cert. denied, 455.U.8. 1016 (1982). Section 7
of the Clayton Act may prohibit an acquisition if the effect of such acquisition may be .
substantially to lessen.competition, or fo tend to create a monopoly.  Eastman Kodak Co. v.
Goodyear Tire & Rubber Co., 114 F 3d 1547 (Fed. Cir. 1997).

Though acquisitions of patents may be subjected to antitrust scrutiny, the mere
holding of a patent, lawfully acquired, ordinarily should not implicate the antitrust Iaws, ‘The
Second C1rcu1t has explarned that:

Where a company has acquired patents lawﬁrlly, it must be entltled to hold them free
from the threat of antitrust liability for the seventeen years that the patent laws provide.
-'To hold otherwise would unduly trespass upon the policies that underlie the patent law
- system. The restraint placed upon competition is temporarily limited by the term of the

patents, and must, in deference to the patent system, be tolerated throughout the duration
of the patent grants,

645 F 2d at 1212

Although prwate partles may bnng suit for Clayton Act v1olatlons they must allege a

: cogmzable antltrust mjury Thus in Eastman Kodak summary Judgment drsmrssmg a Clayton

'Act claim was afﬁnned since the mere acqulsrtron and enforcement of a patent drd not amount

to antitrust 1n_1ury “Goodyear alleges 1njunes stemmrng from Eastman s enforcement of the

1 12 patent Goodyear however Would have suffered these same mjurres regardless of who
had acqulred and enforced the patent agarnst if... .'l"hese mjunes therefore dld not occur by B
reason of’ that whrch made the acqursrtron allegedly antlcompeutwe i 114 F 3d at 1558

The Justlce Department has stated that 1t w111 analyze acqu1srtrons of mtellectual

_ property rrghts by applymg a merger analysrs to outrrght sales by an 1nte11ectuai propelty owner

) and to licenses that preclude all other persons mcludmg the lrcensor from usrng the lrcensed
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intellectual property. 1995 IP Guidelines, at 20,743-5 to 20,744 (footnote omitted). The
merger analysis employed by the DOJ will be consistent with the principles and standards
articulated in the U.S. Department of Justice and Federal Trade Commission, Horizontal

Merger Guidelines (April 2, 1992). 1d.

VI REFUSALS TO LICENSE -
(jnce a party is deemed amonopolist business practices that might otherwise
. seem ordinary sometimes are subjected to closer antltrust scrutmy One such area concerns
g ‘:-refusals 1o 11cense 1nteIlectuaI property In 11t1gat10n 1nvoIv1ng the computer rndustry, one
: d1stnct court granted a prehmmaly rnjunct:lon against Intel for a.llegedly vmlatmg its
“affirmative duties not to misuse its monopoly power and to compete in a manner whlch does
_ 'not unreasonably or unfalrly harm competltron Inrergraph Corp V. Intel Corp 3 F Supp 2d
'. 1255 1277 (N.D. Ala 1998) However the prelnmnary 1njunctron was vacated on appea] The
) Court of Appeals for the F ederal Crrcmt held that Intergraph had not proven a lrkehhood of
.:success on its Sherrnan Act clalms 195 F 3d 1346 (Fed Crr 1999)
| As stated in the drstnct court $ fact ﬁndlngs Intergraph isa developer of
| computer-a:lded des1gmng and draﬁmg workstatlons In the 1990 S, Intergraph began deSIgnmg
rtworkstatons Whlch mcorporated Intel mlcroprocessors and by the end of 1993 had ceased
further development of its ovrn “Clipper” mlcroprocessor From 1993 to 1997 Intergraph
- :..:recerved conﬁdentlal Infonnatron from Intel related to Intel s mlcroprocessors subject to
| varrous conﬁdentlallty agreements in 1997 Intergraph began threatenmg some InteI customers
“ .w1th patent mfnngement based n part on the use by those customers of Intel microprocessors
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in their products, and Intergraph sued Intel for patent infringement. Intel sought a license under

-the Intergraph patents, and also proposed licensing its own patents to Intergraph. Intergraph

_declined the Intel proposal._ ‘Eventually, Intel invoked the provisions of the confidentiality

.agl_'éements to terminate those agreements and demand retumn of its confidential information.

Intergraph then asserted an antitrust claim against Intel for its refusal to supply it with -

confidential information. Intergraph moved for a preliminary injunction to prevent Intel from

- refusing to engage in business with Intergraph in a manner similar to-that existing between. 1993

: - and _the.commencclmen‘_c;}of the parties’ disputes. .On April 10, 1998, thedlStI‘ICt court granted

the preliminary inj_uﬁctit)n.-. On November 5, 1999, the F ederal Circqit.__Vaca_téd that injunction.

. The district court had found that Intel had monopoly powér in both the MICIOProcessor

. market and in the separate market for Intel micfoprqce_ssors. It found that 1ntergraph was

ST

“locked in” to Intel’s microprocessors and technical information. 3 F. Supp.2d at:1275-76.
-~ . The court then explained that: .
- ‘BEven conduct by a monopolist that is otherwise lawful may.violate the antitrust laws
where it has anticompetitive effects. Image Technical Services, Inc. v. Eastman Kodak
- .Co.,-125 F.3d 1195, 1207 (9th Cir. 1997).... [Tihe court concludes-that Intel has violated
its affirmative dutles not to misuse its monopoly power and to compete in a manner
- .which.does not unreasonabiy or ynfairly harm competition. - :
Idat1277. . .

The co_uﬂ: stated that Intel’s attempt to “coerce Intergraph into relinquishing its
intellectual property rights as a condition of Intel permitting Intergraph to continue asa.- -
competitor in the high-end graphics workstation market” and its alleged inducement for -
Intergraph to discontinue its Clipper microprocessor_developmént evidenced Intel’s “willful
acquisition or maintenance of monopoly power,” in &iolation of Section 2 off_-the Sherman Act.

N
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Id. at 1276-77. Iniits decision, the district court also concfuded that “Intel is an actuel and
~serious competitor 'of Intergraph” and that Itltei'hed “conspir[ed] with Intergraph’s competitors
to take away Intergraph’s customers.” The court therefore found Intergraph likely to succeed
unider Section 1-of the Sherman Act, which prohibits a “contract, combination ... or conspiracy,
in restraint of trade or commerce. . .” Id: at 1280-81.

- ‘The district court also found Intergraph likely to prevail on one or more of the
- following “established theories” of liability under-Séction 2"of-the' Sherman Act: (1) unlawful
refusal to deal and denial of accéss to essential facilities; (2) unlawful monopoly leveraging; (3)
wnlawful coercive reciprocity: (4) use of patented technology to restrain trade; and (5)°
« - retaliatory enforcern_ent of non-disclosure agreements. Jd. at 1277-80. Among the ﬁore
interesting issues raised by the lritergraph decision is its analysis of Intel’s “refusal to deal”
with Intergraph. - - |

On appeal, the Federal Circuit held that none of these theories were supported by

sufﬁment evidence of an antltrust v1olat10n First, the court re]ected the notlon thaI Intergraph
- 4and Intel competed ma ma:rket in whlch Intel had a monopoiy Smce Intergraph potentlally
competed with Intel only in the graph1cs subsystems market, in whlch Intergraph admitted that

Intel did not have monopoly power, the court ruled that Intel’s conduct with respect to

“ Intergraph “docs not constitute the offense of monopolization or the threat thereof in any market -

relevant to competition with Intergraph. - The Sherman Act is a law inthe public, not private,
.interest.” 195 F.3d at 1356.

o Arﬁong the more interesting issues raised by the Intergraph decision isits . -
+ analysis of Intel’s “refusal to deal” with Intergraph. Prior to the Federal Circuit’-s-deeision in
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. Intergraph, several courts had examined the potential limits.on a refusal to license intellectual

property.. A patent owner’s refusal to license its patents ordinarily raises no antitrust scrutiny.

- - However, the circuit.courts have held somewhat differing views on the absolute limits of a

patgntee’s discretion in refusing to license others. At least one appellate court has'e'xplaineci,
without quaIiﬁcatioﬁ, that a patent owner “cannot be held liable under Section 2 fof the -

. . Sherman-Act] . . . by refusing to license the patent to others.”™ Miller Insituform, Inc. v.

| Insituform of . Nartk:'z:{lmerica,--830 F.2d 606 (6th Cir. 1987);‘ see alsoSimpson v. Union Oil Co.,
377U0.8.13, 24.( 1‘964)_,_(“_’1‘116 paﬁe_n_t _iaws which give a 1'.7-yea'.r ﬁbnbpo_lyqn: ‘making, using, or
selling the inveﬁ_tidn? arem pari materia with the antitrust laws. and mo_dify them pro tdnto.”);

. see also Schlajlyi-v.-Car;o-Kann Corp., 1998 U.S. App. .-LEXIS 825b, at*19 (Fed./Cir. Apr. 28,
1998) (unpub.) (“a patentee may lawfully refuse to issue liceénses at all.”}. '--The'l\ginth Circuit

. has promulgated a rule whereby a monopolist’s otherwise unlawful refusal to deal - -

L preSmnptively is justified where the refusal to deal involves patented or copyrighted techﬁology.

See Image Technical Services Inc. v. Eastman Kodak Co., 125 F.3d 1195, 1218 (9th Cir. 1997). .
- Kodak’s contention that its refusal to sell its parts-... . was based on its reluctance to sell
its patented or copyrighted parts was a presumptively legitimate business justification.
.- - Kodak may assert that its desire to profit from its intéllectual property rights justifies its
conduct, and the jury should presume that thls _;ustlﬁcanon is 1eg1t1mately
.- procompetitive. : :
'-_Id, at 1219 (citation.omitted).. According to the Ninth Circuit, the presumption can be i'ebutted,
- such as by evidence that the intellectual property was acquired untawfully, or evidence that the
- desire to profit from its intellectual property was a mere pretext. Jd. )
. At least one subsequent district court decision refused to follow the Ninth -

- Circuit’s institution of a rebuttable presumption of legitimacy, and instead concluded that
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“where a patent or copyright has been lawfully aéq’uired, subsequent conduct permissible under
. the patent or copyright laws cannot give rise to aﬁy liability uﬁder the antitrust laws.” Jnre
Independent Sve. Orgs. An;itrust Litigation, 989 F. Supp; 1131, 1134 (D. Kan.), appeal denied,
129 F:3d 132 (Fed. Cir. 199\7-).' In that case, the court followed the Miller line of cases, and
aﬁirrhed that “a patent holder"ls.linilateral refusal -to sell or license its pﬁtented invention does
not constitute unlawful exclusionary conduct under the antitrust laws even if the refusal impacts
. competition in more than one relevant antitrust market.” 7d. at 1138. The court applied a
similar rule to.a refusal to sell or license copyrighted properties. /d. at 1 142-44.' '
- Although the district court in:Intergraph appeared to accept that Intel’s
. information was proprietzir’y intellectual propetty, in its.discussion of iutel’s refusal to deal the
. court did not directly address the Miller line of cases, nor the rebuttable presumption of -
business justification set forth in Image Technical Services. The Federal Circuit relied on both
Miller and Tmage Technical Services in vacating the injunction. The court noted that ;‘the '
'-antitrusf laws do not negate the patentee’s right to exclude others from patent property.” -
- In tergraph at 1362.- After chasusmg the district court for cmng Image Techmcal Serwces
w1thout recogmzmg its rebuttable presumpuon of busmess Justlﬁcanon in rcfusmg to l1cense
mtx_ellectual property, the Federai Clrcult agreed with the Image Techm‘cal Services court that it
;- could find:“no reported case in which a court had imposed antitrust liability for a refusal to séll
or license a patent or copyright.” Id., quoting Image Technical Services, 125 F 3dat1216. Of
course, an antitrust violation was found in fmage Technical Services itself when the court ruled
that the presumption of valid business justification had been rebutted.  The Federal Circuit then
stated that “the owner of proprietary information has 1o obligaxibn to provide .it,- whethef to'a
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competitor, customer, or supplier.” Id. at 1363. ‘The court found the district court’s conclusion
on this.i_slsue_‘.‘de.void of evidence or elaboration of authority.” Id. . Since there wasno -
. anticompe;itive aspect to Intel’s refusal to.license Intergraph, given the .absence of significant-
_competition between them, the court ruled that there was no antitrust violation. . Jd. |
I’h_e district court also had premised its ruling on the “essential facilities”
doctrine. The district court ruled that Intel’s proprictary information is an essential facility that
Intel could not w1thhold from Intergraph without violation of the Sherman Act As set forth m
- MCI Commumcanons Co v, American Tel. & Tel “the antitrust laws have nnposed on ﬁrms
controlling an essential facﬂlty the obligation to make the facility available on non- .
e .;;i,fdi_scﬂmihatory,tenns.?’_-.708_ F.2d 1081, 1132 (7th Cir.), cert. denied, 464 US 891 (1983). The
| -+:MCI court identified four elements for Liability under the _essentiall facilities doctrine: . .- ‘
(1) control of the essential facility by a monopolist; (2).a c_o_mpéti,tor’s inability -
practically or reasonably to duplicate the essential facility; (3) the denial of the use of
- - the facility to.a competitor; and (4) the _feasibility of providing the fac_ilit:y.{
113233, |
| ‘However, at least one subsequent court has stated that the essential facilities
: .doctrine is inapplicable where the defendant is not a monopolist in a market in which it ..
-~ competes with the plaintiff. See Ad-Vantage Tel. D__irép_tory_ Consultants v. GTE Directories
Corp., 849 F.2d 1336, 1348 (11th Cir, 1987) (rejecting Sherman Act essential fﬁcilities_claim
o :_bec#usg plaintiff did not compete in market where defendant had monopoly power and
defendaﬁt did nét have monopoly power in markef where it.did compete with plaintiff). In
- Intergraph, the Federal Circuit followed this line of reasoning,. sfating that .‘-‘the.éssential-facility
- _f_h_e_ory does not depart from _the need for a_.compe_t_iti\}e' relationship in order to incur Shcrma;l
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~Act liability and remedy.” Tnfergraph, 195 F.3d at 1356. The court explained that no court had

taken the essential facility doctrine “beyond the situation of competition with the controller ef
 the facility. . . . [T}here must be a market in which plaintiff and defendant compete, such that a
: tno’noiaolist extends its mchOpoly to the doMsﬁem market by refusing access to‘th{e faéility it
_ c_ontrels"’ Id.at 1357. Thus, under the Intefgraph ruling, and also taking the rules of Miller

" and Ad-Vantage together, a mionopolist should be free to refuse to license ifs proprietary -

' “intellectual property to another; even if the intellectiial property qualifies as an “essential - |

: facility;” so long as the potential licensee doss not-compéte with the licensor in the market in

which the licensor is a monopolist.”

‘The Federal Circuit also found Intergraph’s use of an altomnative “refusal to deal”
theory unavailing. The court noted thata reﬁlsal to deal may raise'antitrttst: cohcemé if it is
“d1rected agalnst compet1t10n and the purpose is to create mamtam or enlarge a monopoly
Id at 1358 However, since Intel d1d not compete w1th Intergraph there was 1o need foritto
establish a business justification for its actions, Jd. Moreover, the patent infringement lawsuit

filed by Intergraph provided valid grounds for Intel to terminate relations with Intergraph. “The

bringing of a lawsuit may provide a sound business reason for [a] manufacturer o terminate []
relations” with a customer. -Jd., quoting House ofMateﬂale, Inc. v. Simplicity Pattern Co. ,.298
F2d 867, 871 (2d Cir. 1962). |
- The Federal Ciréuit rejected Intergraph’s remaining antitrust théories, primarily
on the ground that the absence of competition by Intergraph il the mlcroprocessor market
* precluded Shennan Act liability for Intel’s.conduct toward it. “Although undoubtedly Jjudges
: would ereate akinder and genﬂet-wOrId of cOmmerce, it is inappropriate to place the judicial
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thumb on the scale of business disputes in order to rebalance the risk from that assumed by the
parties.” Id. at 1364.
-In In re Independent Service Organizations Antitrust Litigation, 203 F.3d 1322

(Fed. Cir. 2000), cert. denied, 2001 U.S. LEXIS 1102 (Feb. 20, 2001), the Federal Circuit

- reiterated that a refusal to sell or license patented technology cannot give rise to antitrust - &

liability absent “illegal tying, fraud in the Patent and Trademark Office, or sham litigation.”
: Unless a pafent inﬁ“ingcment_suit is objectively baseless, the patentee’s subjective motivation in
..exerting statutory rights IS _irrelevaht. See also Sheet Metal Duct Inc. v. Lindab Inc., 55

U.S.P.Q.2d 1480, 1485.(E.D. Pa.. 2000) (patent holder is permitted to maintain its monopoly

- .over a patented product by refusing to license, or to deal only with those with whom it pleases).

| VIL  HATCH-WAXMAN ISSUES.
. The complex interactions between pharmaceutical patent owners and generic

drug companies sometimes touch on the antitrust laws. Not infrequently, a generic company

- violatéd any law. * See www,
-Circuit’s decision simply noted that the proceedlng resultmg in the Consent Agreement ‘is not
before us.” Slip op. at 36, n3 ' I St . P .

7 During the pendency of the appeal from the preliminary injunction, Intel settled an
administrative action brought by the Federal Trade Commission against it which was based, in
part, on Intel’s dealings with Intergraph. In the Consent Agreement, entered March 17, 1999,
Intel agreed for a period of ten years not to withdraw or refuse access to certain technical

information for reasons related to an intellectual property dispute, if at the time of the dispute the

*-customer is receiving such information from'Intel.. Intel is:permitted to:withhold information

specific to any Intel microprocessor that the customer has asserted is infringing its patent,
copyright or trade secret rights, unless the customer agrees not'to seek an injunction for the - -
asserted infringement. The Consent Agreement does not constitute any admission by Intel that it
f¢. govi0s/1999/9903/d09288intelagreement. him The Federal =
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* the patented product prior to patent expiration. In such instances, the patent owner may bring a
suit for infringement under 35 U.S.C. § 271(e)(2)- , notwithstanding the fact that FDA approval
* has not been granted and the product is not on the market. It has been reported that in some
instances, the patent owner and generic company have settled such infringement litigation on
terms including a promise by the generic company not to market its product for a certain time -
and a promise by the patent owner to pay the generic company a sum of money. Such
*-arrangements are at issue in several FTC investigations, as well as private antitrust litigation.
Further monitoring and antitrust enforcement may be foithco.mi'n'g'. ‘Sections 1111 et'seq.'-of the

‘Medicare Act, enacted in November 2003, require certain agréements between branded and

.~ generic drug companies, or among generic drig contpanies, to be filed with the Justice -

Department and the FTC within 10 days of their exccution.
One court has held that an agreement between a generic drug cofmpany and a
- pharmaceutical patent owner, in which the. generic company‘agreed not to market its product for
. aperiod of time is per se illegal under Section 1 of the Sherman:Act. In re: Cardizem '-CD

B AnﬁtrustLitigaﬁon, 105 F. Supp. 2d 682 (E.D. Mich. 2000). The court characterized the

agreement as placmg three restraints on Andxx the genenc company (1) it restramed 1t from
marketmg its genenc version of Cardlzem CD in July 1998 when FDA approvaI was expected
and o’otamed (2} it restrained Andrx from marketlng other generlc versmns of Cardlzem CD

.. not at issue in the patent lltlgatlon 1nclud1ng a reformulated product it had developed and (3) it
restralned Andrx frorn relmqmshmg or compromlslng its 180-day Hatch-Waxman exclusmty
.agalnst other genene drug compames Id at 697. By the time the agreement termmated Andrx
'had been paid almost $90 m1111on dollars by the patent owner, Hoechst Manon Roussel Inc Id.
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at 689. The court ruled that the agreement was an agreement between horizontal competitors to

allocate the United States market for Cardizem CD, and thus was per se illegal. Id. at 699. The

court rejected various argurnents.ﬁ_om the defendants that the agreement was in fact pro- ..

competitive, stating that the plain terms of the agreement belied such contentions. Id. at 703.

... [ T]be clear and unambiguous terms of the Agreement indicate that its main thrust was to
" have Andrx refrain from going to market with its generic version of Cardizem CD

beyond the July 8,.1998 date when. it could have entered the market, and to have Andrx
continue the prosecution of its ANDA (the alleged infringing act) and not otherwise

. compromise its right to the 180-day exclusivity period (which would delay the entry by
others with generic versions of Cardizem CD because, under the scheme of the Hatch-

. Waxman Amendments, these potential generic.competitors would be forced to wait out

this exclusivity period before obtaining FDA approval), and to have HMRI pay Andrx =~ .
tens of millions of dollars as long as Andrx complied. The HMRI/Andrx Agreement, on
its face allocates the entire U.S. market for Cardizem CD and its bloequxvalents to
HMRI for the life of the Agreement. Accordingly, this Court concludes thatitisa
naked horizontal market allocation agreement and thus constitutes a restraint of trade
that is illegal per se under section 1 of the Sherman Antitrust Act and under the various
state antitrust laws at issue here.

Id. at 70506,
On appeal the Sxxth Clrcurt aﬁirmed the drstnct court ruhng that the agreement
was per se 1IIegal under the Sherman Act In re Cardzzem cD Anmrust th 332 F.3d 896 908

(6th C1r 2003) The court stated that the agreement ¢ “cannot be falrly charactenzed as merely

" an attempt to enforce patent nghts or an interim settlement of the patent 11t1gat10n ” Id at 908.

The court also was unpersuaded by eﬁ'orts to argue that the case presented a novel” apphcatlon

of the per se rule, quotmg Supreme Court precedent that “the Sherman Act, so far as pnce~

fixing, agreements are concemed estabhshes one umfonn rule apphcable to all mdustnes alike.”

Id The court also found arguments that the agreement Iacked antrc_ompetrtlye effects and had

procompetitive benefits to be “simply irrelevant” to a per se analysis. Id. at 908-09.
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A Sherman Act violation similarly had been found by a district court inInre
Terazosin Hydrochloride Antitrust Litigation, 1 64 F. Supp.2d 1340 (S.D. Fla, 2000). In that
case, the court ruled that agreemenits between Abbott Laboratories and two generic drug
o 3compauies"were a per se violation of the Sherman Act. The court characterized the agreements
as ones in which the generic companies “fo'fswore competing with Abbott in the United States
: rnarket for terazosm hydrochlonde drugs and promlsed to take steps to forestall others from -

entenng that market for the lrfe of their respectlve agreements in exchange for m1lhons of

- dollars in monthly or quarterly payments *Id .at 1348 49 The court termed the agreements a

classw example ofa temtorlal allocatlon undertaken to m1n1m1ze competluon Id at 1349,
| c1t1ng United States v. Topco Assocs Inc 405 U. S 596 608 (1972)
" However, unhke Cardizem, the Eleventh Clroult reversed th1s deolslon on
appeal, holding that the per se rule was inapplicable to the agreements at issue. 'Ihe Court
remanded for a determmatlon of the Sherman Act issue under a rule of reason analysis. Valley
| Drug Co V. Geneva Pharmaceutrcals Inc 344 F.3d 1294 (l 1‘h C1r 2003)
The Eleventh Crrcmt began _\vith the prop0s1t1or_1 that an agreement b\e_t_ween '

oo_mpetitors to a_l_locate m.a.rl;ets.is ;‘.‘elearly anticom.petittve.” 344 F3d at 1304... .Ii{otvever, the
| .. _. _court explained that Ithe. exlstence .of A_hbott’s patent played a critical role in the antltrust Ny
_ ana1y51s | | : | | -. | . |

If this case merely involved one firm making monthly payments to potential
- competitors in retumn for their exiting or refraining from entering the market, we

would readily affirm the district court's order. This is not such a case, however
" becausé one of the parties owned a patent. ' :
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court noted two ways in which the exclusionary power cannot be exploited (patent pooling and

~ fixing licensee’s sale prices), but then listed the following permissible avenues of exploitation:

" patent. Jd. at 1305. The court rejected the district court’s characterization of the parties’

agree‘ment asa “t_enitorial allocation,” and stated that the.district‘ court had failed to consider the

..summarized its ruling as follows:

Id. The court noted that a patent provided a right of exclusion, which provided the patent owner

- “whatever degree of market power it might gain tbereby.” Id. Such exploitation is “an

incentive to induce investment in innovation and the public disclosure.of inventions.” Jd.- The

5 1) exclude overyone from .produoing the patented article;
2) choose to be the sole stlpplier itself;
3) grant exclusive terntonal hcenses carvmg up the United States among its licensees,
‘z:'cmngssuscmm o [
| 4) “[w]n‘hm reason,” subd1v1de alarkets‘m ways other than temtonal such as by
custorrter class. | o | | . . |
Id. at 1304-05. The court noted that each of Ithese actions were anticompetitive, but yet were

not-violations of the Sherman Act because of the inherent power of exclusion:granted by a-

power to exclude created by the patent rlght d. The court explamed that the partles
agreements were “no broader than” the exclusmnary nght of Abbott s patent and deemed the

“exclusion of infringing competition -, . . the essence of the patent grant.” Id. The court

Because the district court failed to consider the exclusionary power of Abbott's
patent in its antitrust analysis, its rationale was flawed and its conclusion that

* . these Agreements constitute per se violations of the antitrust laws must be ™
reversed. :
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Jd. at 1306,

The court-also discussed several issues it stated were relevant to remand, based
on the arguments raised by the patties. First, it rejected the argument that thie subsequent -
holding of invalidity of Abbott’s patent rendered it inapplicable to the antitrust analysis. Tt |
- .explained that the reasonableness of conduct in question is measured at the time an agreement is
e'ntgred. At the timé of the Abbott agreements, its patent had not been held invalid. Id. at 1306-
07.

[W1le conclude that exposing settling parties to ‘antitrust liability for the -

_ exclusionary effects of a settlement reasonably within the scope of the patent
merely because the patent is subsequently declared invalid would undermine the
patent incentives. Patent litigation is too complex and the results too uncertain
+ . -for parties to accurately forecast whether enforcing the exclusionary right -

through settlement will expose them to treble damages if the patent 1mmun1ty

were destroyed by the mere invalidity of the patent. :
«Id. at 1308, ‘The court held that to the extent that a party demonstrates “nothing more™ than
subsequent invalidity, it is insufficient to render the patent irrelevant to the antitrust analysis.
Id. at 1309. The court also ruled that Abbott’s monetary payment to the generic companies did
not constitute a per se antitrust violation.

" If Abbott had a lawful right to exclude competitors, it is not obvious that

competition was limited more than that lawﬁﬂ degree by paymg potentlal

.competitors for their exit. . = ‘
Id. The court stated that in some instances the size of the payment might indicate that the -
parties lacked faith in the merits of a"patent suit, but ruled that it was difficult toinfer such bad
faith from the record in the case before it. Jd. at 1309-10. The court noted that the Sixth Circuit
appeared to take a dlﬁ‘erent view in In re Cardrzem CD Antitrust ngatzon 332 F.3d 896, 908
(6_th Cir. 2003), but explained that the “antitrust anaiysis cannot ignore the scope of the patent
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-exclusion.” Id. at 1310-11. See aiso Asahi Glass Co., Ltd. V. Pentech Pharmaceuticals, Inc. .

289 F.Supp.2d 986 (E.D. Pa. 2003) {settlement of infringement suit providing free product to

- defendant to:sell in Puerto Rico, and permission to enter remaining U.S. market on entry by

another generic company is not an antitrust violation; settiement led to increased competition).

.- Another district court refused to dismiss a suit brought by a generic manufacturer
which alleged that a settlement agreement between another generic company and a branded

company violated the Sherman Act. -Biovail Corp. v. Mylan Laboratories, Inc., 2002 U.S. Dist.

- .LEXIS 672_6_,'(N D. W.Va. Mar. 22, 2002). The court ruled that a‘suﬂicient_.allegati'on of anti-

- competitive behavior and antitrust injury had been made to survive a motion to dismiss. -

.. The Federal Trade Commission brought an administrative action based on.

- settlement of several patent infringement suits which Schering-Plough Corporation had filed
.....against generic drug.companies.- In-a decision dated June 27, 2002, an administrative law judge.
---dismissed the complaint. In re Scherzng Plough Corp et al., Docket No. 9297 (F.T.C. Jun. 27,

" ) 2002) located at httu //www fcc aov/os/casehst/d9297 htm The facts as descnbed in the

h _ ..oplmon lndieate that Schenng—Plough brought two patent mfnngement sults related to
: apphcanons to market genenc verszons of Sehermg 8 mlcroencapsulated potassmm chloride

| products ”

The F’TC? Comp.laint alleged that Schering sued Upsher—Smit':h'for-patent

. infringement in 1995, and then settled that litigation in 1997. The Complaint alleges that

. through this seitlement agreement, Schering agreed to make unconditional payments of $60

million to. Upsher-Smith; Upsher-Smith agreed not to enter the market, either with the allegedly
infringing generic product, or with any other gen_erie version of the product 20, until September -
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2001; both parties agreed to stipulate to the dismissal of the litigation without prejudice; and
Schering received licenses to market five Upsher-Smith products.
' The FTC Complaint also related to a suit filed by Schering in 1996 against ESI
" Ledetle, Inc., a division of American Home Products Corp., which was settled in'1998. The
‘Complaint states that AHP agreed that its ESI division would not market any generic version of
Schering’s product until January 2004, would not market more than one generic version of’
" Schering’s product between January 2004 and September-2006, and would niot support any
“study of the bioequivalence or therapeutic equivalence of a generic version of the product until
September 5, 2006. ' According to the Complaint, AHP received a payment from Schering of $5
‘million, and an additional payment of $10 million when its generic product received FDA
approval in 1999,
*In dismissing the Complaint, thé ALJ provided the-following summary: - -
" Based upon the theories advanced by Complaiat'Counsel; for Complaint Counsel to
prove that the agreements to settle the patent litigation between Schering and Upsher-
Smith and between Schering and ESI were anticompetitive requires a presumption that
the ‘743 patent was not valid or that Upsher-Smith’s and ESI’s products did not infringe
- the-*743 patent. There is no basis in law or fact to make that presumption. In addition,
- Complaint Counsel has- failed to meet its burden of proving the relevant product market -
or that Schering maintained-an illegal monopoly within that market. Despite the-*
emotional appeal which may exist for Complaint Counsel’s position, an initial decision
must be based on substantial, reliable evidence and well reasoned legal analysis. [Tlhe -
violations alleged in the Complaint have not been proven and the Complaint will be
dismissed.” - Connoe " RN '
Id a4
- -The ALJ determined that the rule of reason should govem the antitrust analysis,
© . The ALJ explained that “[w]ithout established case law holding that temporal market

- allocations pursuant to a patent or payments-ini connection with the seftlement of patent '
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. litigation are per se violations, the ‘considerable experience’ needed to support per se

condemnation is lacking and application of the per se rule is inappropriate.” Id. at 98. When

o -'analyzmg the facts the ALJ found srgntﬂcance in the ewdence that (i) it was uncertain how the

_patent Irtrgatlon would have concluded (id) the genenc company would have been unhkely to
! market 1ts product unt11 the htrgatron was concluded and (111) under the settlement, the generic
.company was penmtted to. enter the market prior to expiration of the patent
More specifically, the ALY found that the FTC’s wrtnesses “did not reach an
opinion as to whether the [Schenng] patent is invalid or 1nfnnged by Upsher—Sm1th s or AHP’ s '
products ” Id at 21 The ALJ also rehed on ev1dence that there ‘is 110 way” to determrne the |
date or the outcome of the Judrcral determmatron of the patent 11t1gat10ns Id at 74 The ALJ
| I.-‘-also found that even though Upsher—Smrth and ESI had final FDA approval as of November
, 1998 and June 1999 respectlvely, to market therr respectlve products “1t is hrghly unhkely that
| ., elther would have marketed on those dates whxle patent htrgatron was strll pendmg ” Id at 74
o The ALJ drstlnguished the Cardzzem and Terazosin decrsrons by statlng that they
| “dld not mvolve ﬁnal settlements of patent 11t1gat10n and they d1d not mvolve agreements
perrnlttrng the genenc company 1o market its product before patent expn'atlon ? Id at 98. The
.. ALJ noted that “[u]nder the Upsher-Smrth settlement agreement for example consumers are
en_]oylng low pnced generrc versions of [Schenng § product] today In the absence of the
settlement itis 1mp0551b1e for anyone to say whether there would be genenc comp.etrtlon.today
) or not because we can’t know who would have won the 11t1gatron » Id at 100. I-Iavmg noted

that there was 1o proof that there was any delay in generic market entry because there was no
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proof that the Schering natent was invalid or not infringed, the ALY concluded that there was no
proof of anticompetitive effects from Schering’s agreements. -
[Tlo prove anticompetitive effects, Complaint Counsel must prove that better settlement
agreements or litigation results would have resulted in Upsher-Smith and ES! selling
. ‘their'generic equivalents prior to September 1, 2001 and January 1, 2004. Complaint
Counsel did not demonstrate this. Nor has Complaint Counsel brought forth evidence
that the entry dates agreed upon were “unreasonable.” Thus, without sufficient evidence
to prove that Upsher-Smith or ESI would have entered the market sooner than the
agrecments allow, Complaint Counsel failed to prove that any unlawful delay resulted
from the agreements
: Id at 103
On appeal to the full Comm1ssmn the _;udgment was reversed See
ttp //WWW fcc goy/os/ad]]gro/d9297/03121800mmlss1onopm1on ]gdf (Dec 18 2003) The :
Comm1551on explamed that a naked agreement to pay a potentlal compet1tor to delay 1ts entry
: date could loglcally be treated the same way [as a naked agreement to allocate busmess by
. customers or geographrc reglon] because an allocatlon of trme is analogous to an allocauon of
geographm space Sllp op at 12 Absent proof of other oﬁ'settmg cons1deratlon the
Commrssron ruled 1t is log1ca1 to conclude that the quzd pro quo for [a payment from a branded
: _company to a genenc] was an agreement by the genenc to defer entry beyond the date that
represents an otherw1se reasonable lmgatmn compromrse Shp op at 26. The Comm1ssmn
held that reverse payment” agreements should not be cons1dered per se rllegal but explamed
_ that such agreements ra1se a “red ﬂag mandatmg further mqurry Id at 29 The Commrssxon

specifically re_}ected the ALJ s op1n1on o the extent it requ1red an 1nqu1ry into the merits’ of the

underlylng patent su1t Id at 35 After revrewmg the ev1dence, the Commlssmn found that the
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.. payments from Schering were for delayed generic entr’ylinto the market which, under the

circumstances, was an agreérnent that unreasonaﬁly restrains commerce. Jd. at 79. -

| .' .- In.another.case involving generic.pharmaceuticals, a district court denied a

‘motion by a; patentee (Bristol-Myers Squibb Co.) to dismiss antitrust claims brought against it
by several generic compénies related to the drug buspirone. In re‘Busp}'}one Patent Litigation,
185 F. Supp.2d 363 (S.-D.N.Y..ZOQZ). The antitrust plaintiffs contended that BMS engaged in
fraud by submitting information to the FDA that a pa;ent covered the use of buspirone, when in
. fact it did not. The plaintiffs also contended that after BMS listed the 365 patent in the Orange
Book, it pursued pateni-infn‘ngement suits against generic comp'anies ‘and obtained an-
automatic stay of FDA approval of generic products, knowing it was making false statements.
The court agreed with the antitrust plamtlffs that there was no objective basis for BMS to assert
that the patent cIalmed the use of buspirone, and dismissed patent 1nfnngement cases. BMS
‘ ralsed the Noerr-Pennington doctrine as a defense to the antltrust suits. However ‘the court
ruled.thai the act of listing was more in the nature.of a:ministerial act than a-petitioning activity

(which constitutes an attempt by a private party to influence government decision-making), that

Noerr-Pennington immunity did not-apply to its listing actions, BMS also argued that the listing
“was linked to its patent infringement suit, bringing it within the scope-of petitioning activity.
| Hdwever, the court ruled that the listing and lawsuits were independent acts, since BMS could
have brought a suit without relying on the Orange Book listing. The court also ruled that a
Walker-Process type exception to Noer"r—Penning\ton existed here for fraudulent mis-listing of

.-the *365 patent. The court also concluded that the patent listing and subsequent patent
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infringement suits were objectively baseless and therefore came within the sham exception of
the Noerr-Pennington doctrine. -+ - |
R One district court dismissed antitrust actions against two pharmaceutical
companies based on settlement of litigation, in which a generic company dismissed a patent
- challenge and agreed fo stay off the market with its generic produc:t until-"patent‘ eﬁpiration, in

.. exchange for a payment of $21 miltion and a license to distribute the patent owner’s product. In
- re Tamoxifen Citrate Antitrust Litigation, 2003 U.S. Dist. LEXIS 9156 (E.DN.Y. May 13,

+..2003). In Tamoxifen, the. generio;:company {Barr) had prevailed.in the district court on a charge
| of patent unenforceability for inequitable conduct. The. parties settled on.appeal, and
-successfully moved to vacate the judgment of the district court. Subsequent ANDA filers

challenged the patent on grounds similar to Barr, but did not prevail.

.-/__\“-‘

In the subsequent class action antitrust suit, the district c.;ourt found that the
settlement agreement was not anticompetitive because the parties “actually resolved their -
' coﬁ;plex:litigatiﬁn, and in so doing'they cleared the field for other generic manufacturers to
- challenge the patent.”-Id. at *31. The court stated that this distinguished the Tt amoxiﬁn case
‘from ,cases:ls.uch as Terazosin and Diltiazem. The court also stated Tamoxifen differed from
prior cases:in that “no pattern of settlements or continuing behavior is involved.” Id. at ¥39,
- . Finally, the court ruled that there was no antitrust injury, since generic comﬁetition was
precluded by the patent owner’s successful enfbrcément of the patent against other generic
.- companies, which is not anti-competitive__ conduct. Id. at ¥42-45,
-Settlement agreements between branded and generic companies also were called

into question in I re Ciprofloxacin Hydrochloride Antitrust Lit., 261 F. Supp.2d 188




AE.D.N.Y .2003). In that case, the generic companies settled patent litigation by acknowledging

patent validity and agreeing to drop efforts to market a generic ciprofloxacin product prior to

- expiration of Bayer’.s-patent. ‘The generics also entered into- a supply agreement with Bayer,

: whereby Bayer elther would supply 1ts product to the genencs for dlstnbutlon orto make

quarterly payments mto an escrow account estabhshed for the genencs Id at 196 . Bayer chose
to make payments, instead of supplying product, and its payments to the escrow account
through. December 2003 were stated to total approximately $398 million. 7d.

The district court acknowledged some "facial'nppeal’f to applying the per se rule

to the agreements. Jd. at 232. However, it noted that the per se rule is applied to “narrow,

G ,ear_efully demarcated categories™ of behavior. Jd. In analyzing the ciproﬂe;xacin agreements,
the court noted that they did not exceed the scope of Bayer’s patent rights. It distinguished the
: g;,;‘.,,di_sn'ict court decisions in Cardizem and Terazosin on that basis, conclnding that the agreements
cat issue there covered noninfringing and potentially noninfringing preducts_. Id: at 241. The
- .court also noted that the ciprofloxacin agreements finally resolved pending litigation, and did
not create a-‘bottleneck” for future generic challengers to Bayer’s patenf. Id at 242-43, The
. court stated that this cireum.s_tance also_.was distinct from the facts of :Cardi;zem and Terazosin,
-~ Id. Finally, the court explained that “when patents are in\'rolve_d, case law directs that the
. exclusionary effect of the patent must be considered before making any detennination asto
“whether the alleged rest:raint is per se illegal.” Id. at 249.. The. court noted rhat Bayer’s patent,
- until it expired or was invalidated, “lawfully precludes . . . any generic p‘roduct 'containing the

s compound mproﬂoxacm hydrochloride.”. Id. at 250. Since the agreements “do not restrict.
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. infringement causes of actioni.“However; an infringement suit initiated without bad faith does

.- competition in areas other than those protected” by the patent, they are not per se illegal. .
«.'The court noted as follows: =
= :-Although a policy in favor of settlement of litigatioh'éannot save a pér'\se violation from
the strictures of the Sherman Act, a rule that too quickly condemns actions as per se
- illegal, potentially chilling efforts to research and develop new drugs and challenged the

~ patents on brand-name drugs does competltlon and thus the Sherman Act a
© disservice: ‘ R : :

Id -at-256.

- VIIL BAD FAITH LITIGATION

" -Generally, conduct which tends to restrain competition unlawfully in‘an
““appropriately defined relevant market constitutes an antitrust violation. Bad faith in initiating a

lawsuit is considered such conduct, and thus has been recognized as a'defense to patent

-not violate the Sherman 'Act, because there is a presumption of patent validity. Handgards, Inc.
- v. Ethicon, Inc., 601 F.2d 986 (Sth Cir. 1979), cert. denied, 444 U.S. 1025 (1980) and 743 F.2d
©1282:(1984), cert. denied, 469-U.S. 1190 (1985) establishes that an infringement suit is -
presumptively in good faith. See also C.R. Bard Inc. v: M3 Sys. Inc., 157 F.3d 1340, 1369

(Fed. Cir. 1998), cert. denied, 1198, Ct. 1804 (1999). This presumption can only be rebutted |
by clear and coﬁvincing evid’ence_lhat thg patentee acted in bad faith in eriforcing the patent
*.. because he'knew the patent was invalid. See Argus Chem. Corp. v. Fibre Glass-Evercoat- Co.,

- Inc., 8‘1.2 F.2d 1381, 1385-86 (Fed. Cir. 1987) (pre-trial oorreSpondenlce containing allegations
by an accused infringer that the patent is invalid cannot be turned into evidence that the patentee 7
.kncw the patent was invalid when it instituted an infringement suit).
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- - A defendant in a patent infringement action must prove three elements to
establish a § 2 Sherman Act violation: (1) by clear and convincing evidence that patent suit was

pursued in bad faith; (2) that plaintiff had specific intent to monopolize.the relevant market; and

-(3)-that a dangerous probability of success existed. Argus Chem. Corp. v. Fibre Glass-

Evercoat, 645 F. Supp. 15 (C.D. Cal. 1986), aff’d, 812 F.2d 1381 (Fed. Cir. 1987).

- IX. - FRAUD ON THE PATENT OFFICE

’Ifhe Supreme Court, in Walker Process Equipment, Inc. v. Food Maghinety &

- Chemical Corp., 382U.S. 172 (1965), held that the maintenance and enforcement of a patent

procured by fraud on the Patent Office may be grounds for an action for monopolization or

distinguished “intentional fraud,” which is actionable, from mere “technical fraud,” which the

. Court described as an “honest mistake™ as to the effect on patentability of withheld information.

Hoat177. .

- In Brunswick Corp. v. Riegel Textile Corp., 152 F 2426 1, 265 (7th Cir. 1984),

- cert. denied, 472 U. S. 1018 (1985), Judge Posner stated that getting a patent by means of a-

fraud on the Patent Office can, but does not always, violate §2 of the Sherman Act. The court

explained that three conditions must be satisfied besides proof that the defendant obtained a

- patent by fraud: - -

- a, - The patent must dominate a real market. .See American Hoist & Derrick
Co., 725 F.2d 1350 (Fed. Cir.), cert. denied, 469 U.S. 821 (1984).
Although the Patent Office doés not require that an invention have.
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. -commercial value, only apparent utility, the patent must have a
- significant impact in the m_érketplace iﬁ order to have any anti-trust
B significance.
.+b.. . The invention sought to be patented musti not be -.p;ltentable.. Plaintiff |
' :musf show that “but for” the fraiid, no patent would have issued to
' 'anyone.
c. The patent must have some colorable Vélidity,' conferred, for c)'(ample, by
fhe'patentee’s efforts to enforce it by bringing patent infringement suits.
- .The fact that a patent has some apparent validity by virtue of being issued
** ig insufficient.
In Argus Chemical Corp. v. Fibre Glass-Evercoat Co., Inc.; 812°F, 2d 1381,
1384 (Fed. Cir. 1987), the Federal Circuit refused toeétend the fraud sfandard‘ under:Waiker
. Process to conduct that is inequitable. "The Court relied on its decision in American Hoist &
Derﬁék Co., supra, and the Ninth Circuit case, Agricultural Equip., Inc. v. Ofchard-Rite Lid,

592 F.2d 1096 (9th Cir. 1979),in holding that under Walker Process, “knowing and willful

patent fraud is required to establish a violation of §2 of the Sherman Act based on the use of an

invalid-patent:to monopolize a segment of the market.’i Id at 1385 (quoting Agricultural -
Equip. Inc., 592°F.2d at 1103-04). | .

| Patent misuse alone does not constitute a Walker Process violation. American

. Hoist & Derrick, 725 F.2d at 1367. The traditional Sherman Act elements must also be

established: (1) an analysis of the relevant market and (2) an examination of the exclusionary
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power of the illegal patent claim. : Walker.Process, 3 82 U.S. at 177. American Hoist &
Derrick, 725 F.2d at 1366. - |

In Nobelpharma AB v. Implant Innovations; Inc:; 141 F.3d 1059 (Fed: Cir.-
1693), the Federal Circuit upheld a jury verdict awarding antitrust damages for a Wa!ker
Process-type claim. The court explained the analysis as follows: =

[1]f the evidence shows that the asserted patent was acquired by means of either a
fraudulent misrepresentation or a fraudulent omission and that the party asserting the
patent was aware of the fraud when bringing suit, such conduct can expose a patentee to
liability under the antitrust laws.... Such a misrepresentation or omission must evidence

" aclear intent to deceive the examiner and thereby cause the PTO to grant an invalid

~ patent.... In contrast, a conclusion of inequitable conduct may be based on evidence of a

- 1gsser misrepresentation or an omission, such as omission of a reference that would
merely have been considered important to the patentability of a claim by a reasonable
examiner, N oo S S '

“Id. at 1070. The court further explained that a Walker Process claim “must be based on
| e--';_e.;-,;.:aindependent and clear evidence of deceptive intent together with a clear showing of reliance,
<+.I57.e., that the patent would riot have issued but for the misrepresentatidn or omission.” Id. at

1071,

-+ The enforcement or'rasse'rtion of the patent is an element necessary to establish

* Walker Process attitrust liability. K-Lath v. Davis Wire Corp., 15 F. Supp. 2d 952-(C.D. Cal.

+-'1998); see also California Fastern Labs. v. Gould, 896 F .2d.400, 403 (9t1_1“Cir. '1990). “Where
| the patentee has not threatened-an hlﬁingement‘claim, such that there is no jurisdiction: for an
- action seeking a declaration of invélidity or unenforceability, dismissal under Fed R.Civ.P.

- 12{bX6) of a Walker Process claim is warranted. K-Lath, 15 F. Supp. Zd-at.96'3-’64.' -
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I an alleged infringer is successful in making out 2 Walker Process claim, it can
recover treble the damages sustained by it, and the cost of the suit, including reasonable -

attorey’s fees. Walker Process,- 382 U.8.at 178,

X. .LITIGATION RELATED ISSUES _
A, . JURISDICTION OF THE FEDERAL CIRCUIT - |
i. Phtént Misuso 1ss.ues N o
The Court of Appeals for the Foderal Clrcuﬂ: (CAFC) has excluswe Jurisdiction
on aII patent issues pursuant to 28 U S. C § 1295 and wﬂl be bound by its pnor decisions and
N those of the Court of Customs and Patent Appeals (CCPA) |

- & - -Antitrust Issues

: ,Tile CAFC has exclusive jurisdiction over any.complaiﬁt involving an antitrust
-claim and a non-trivial claim arising under the patent laws. 'The CAFC will apply the law of the
originating circuit to antitrust claims over which it has jurisdiction because of the existence of
non-trivial patent claims. Nonetheless, even in such instances, the Federal Circuit will apply its
- own law to “rosolyo;sooos‘ .tl.lot clearly mvolve our eﬁolooipe juﬁsdioﬁon.” Nobelpharma -AB V. |
... Implant Innovations, Inc., 141 F.3d 1059, 1067 (Fed. 'Cir; 1998) (applying F,_e&eral Circuit law
. to question of “whether conduct in the prosecution of a patent is sufficient to strip a patentee of
its immunity from the antitrust lapvs*’). “Regional circuit law applies only to such issues as
relevant market, market power, damages, etc., which are not unique to patent law. Id. at 1068,
Confusion had existed regarding whico circuit has jurisdiction to resolve an
 antitrust claim under the Sherman Act where the patent laws provide the answers to the
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. detenn_inative'issues. In one case, the Seventh Circuit and CAFC claimed they lacked : E
.- junisdiction. The Supreme Court settled the jurisdicﬁonal-disputc by holding that the Seventh
- Circuit was the proper forum.in-such-;a case. Christenson v. Colt Indus. Operating Corp., 798
F.2d 1051 (7th Cir. 1986), 822 F, 2d 1544 (Fed. Cir.), cert. granted 484 U S 985 (1987),
) vaoated 486 U S 800 (1988) see also Cygnus T herapeuhc Sys V. Alza Corp 92 F 3d 1153,
_ ;_:1‘161 (Fed, Cu‘.- 1996), Lootrte W Ultraseal-Ltd, 781 -F.2d 861, 871 (Fed.: Clr. 1985).
B. NOERR-PENNINGTON IMMUNITY AND PATENT LITIGATION
In the antltrust context, even though an actor s conduct is allcgedly anti- )
| competltlve the Noerr—Penmngton doctnnc has tradltionally conferred antltmst 1mmun1ty 'on
_ such conduct when it 1nv01ves thc petltlonmg of a branch of the federal govemment See
Eastern RR. Presrdents Conference v. NoerrMotor Frezght Inc 365 U S 127 (1961) Umted
| .‘:Mme Workers V. Pennmgton 381 U S 657 (1965) Thls pentlomng nght has been held to
) mclude the nght to petltlon the federal courts viaa lawsult that is not cons1dered to be sham
litlgatlon Calyforma Motor Transport Co V. T ruckmg Unlzmzted 404 U S 508 (1972) In
: Proj%sszonal Real Estate Investors Inc 12 Columbza chtures Industrtes Inc 508 U S 49
(1993) the Supreme Court artzculated a deﬁnruvc standard for what constltutes “sham
_htlganon'___ e S TR TS S R P BT T PRI
o o In Professzonal Real Estate. several Iarge motlon letcture studlos sued a hotel
| owner for copynght mfnngemcnt based on the fact that the hotel rented copynghted wdeodlscs
to 1ts guests for v1ew1ng on 1n~room v1deodlsc players The hotel owner ﬁled an ant:trust
- .:c.ounterclalm alleging that th1s lawsult was 1nst1tuted only to restram trade. and was sham

68




litigation. - Id. at 52. In affirming the grant of summary judgment for the hotel owner on the
- copyright claim and for the motion picture studios on the antitrust-counterclaim, the Supreme
-~ Court defined sham litigation employing the following two-part test:
- First, the lawsuit must be objectively baseless in the sense that no reasonable litigant
- could realistically expect success on the merits. If an objective litigant could conclude
- that the suit is reasonably calculated to elicit'a favorable outcorne,... [then] an antifrust
claim premised on the sham exception must fail. Only if challenged litigation is
.- -objectively meritless may.a court examine the litigant’s subjective motivation. Under
this second part of our definition of sham, the court shonld focus on whether the
bascless lawsuit conceals “an attempt to interfere directly with the business relationships
of a competltor ' '
Id at 60 61 (footnote om1tted) (ﬁrst empha51s added) (quotmg Eastem R R Presidents
Conference W NoerrMotor Frezght Inc 365 U S 127 144 (1961)) Thus in arnculatmg rts
deﬁmtlon of sham Imgatlon the Court ha.s created a tugh hurdle in order for the antltrust
clalmant to overcome the Noerr—Penmngton 1mmumty
| Perhaps the most mtngumg aspect of the Professzonal Real Esz‘are deClSIOIl as it
relates to patent hngatlon IS the Court s comment that it need not decxde here whether and if

$0, to what extent Noerr perrmts the 1mposxt10n of ant:[trust 11ab111ty for a htlgant s fraud or

other mlsrepresentatlons ? Id at 61 n. 6 (c1t1ng Walker Process Equzpment Inc.v. Food

| Machmery & Chemzcal Corp 3 82 U S 172 176-77 (1965)) Because the Court dld not
exp11c1t1y apply its ana1y31s to cases 1nv01v1ng fraud or mlsrepresentatlon the apphcab111ty of
the two-part sham l1t1gatlon test to Handgards and Walker Process claims remain open issues m
the Supreme Court However because Handgards clanns have been exphc:tly analyzed in the
”past as sham excepnons to Noerr—Pennmgton unmumty, see Handgards Inc V. Ethzcon Inc

743 F 2d 1282 1294 (9th Cir. 1984) (“We beheve that Handgards I estabhshed a standard that
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.. embodies both the Noerr-Pennington immunity and the sham exception.”), cert. denied, 469

U.S. 1190 (19835), it. appears that the two-part sham litigation test of PRE may apply to

Handgards claims. See, e.g., Bio-Technology General Corp. v. Genem.‘ech,r Inc., 267 F.3d 1325,

- 1333 (Fed. Cir. 2001); Novo Nordisk of North America, Inc. v. Genentech,-lnc;,-'- 885.F. Supp.

) 522, 526 (S.D.N.Y 1995); see also C.R. Bard Inc. v. M3 Sys. Inc., 157 F.3d 1340 (Fed.:Cir.

1998), cert.. denied, 119 S. Ct. 1804 (1999).

. The applicability of the two-part sham litigation test to Walker Process-claims is

o .perhaps less clear. Prior to-Professional Real Estate, Noerr—Pe_nningtdn immunity and Walker

. Process claims were two distinct doctrines which were analyzed in separate contexts. After

twice declining to decide the issue, the Federal Circuit now has-ruled that the sham -litigation

-test does not apply to Walker Process.claims. Nobelpharma ABv. Implanr Innovations, Inc.,

: 1-.141 F3d 1059 (Fed. Cix. 1998). :See also Q-Pharma; Inc. v. Andrew. Jergens Co., 360 F3id
;--1295 (Fed. Cir. 2004) (it never is-an antitrust:violation to bring a suit for patent infringement

- 'ﬁnless the patent was obtained through willful fraud on the Patent Office or the suitis a sham to

.. interfere with a competitor’s business relationships).

The “objectively baseless™ standard of the PRE test has not been easy to meet in

| the Federal Circuit. In'both Filmtec Corp. v. Hydranautics, 67 F.3d 931, 939 n.2 (Fed. Cir.
. ,~1995), cert. denied, 117 S. Ct. 62 (1996) and Carroil Touch, Inc. v. Eleciro Mechanical Sys.,

~Inc., 15 F.3d 1573, 1583 n.10 (Fed. Cir. 1993), although the patentee lost on its infringement

claim, the court still held that the claim was not “objectively baseless,” thereby entitling the

patentee to Noerr-Pennington immunity from an antitrust counterclaim. -
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One district court denied ‘a' motion by a patentee (Bristol-Myers Squibb Co.) to
dismiss antitrust claims brought against it by sevéral generic companies related to the drug
L ,bﬁspirone._, In're Buspirone Patent Litigation, 185 F. Supp.2d 363 (S.D.N.Y. 2002). The
-antitrust plaintiffs contended_'that BMS engaged in fraud by submitting information to the FDA
that a pate‘ﬁtj covered the use of buspirone, when in fact it did not. The plaintiffs also contended

- that after BMS listed the 365 patent in the Orange Book, it pursued patent infringement suits

-.. against generic companies, and obtained an automatic stay of FDA approval of generic

- products, knowing it was making false statements. The court agreed with the antitrust plaintiffs
.that there was no objective basis for BMS to assert that the patent claimed the use of buspirone,
and dismissed patent infringement cases. BMS raised the Noerr-Pennington doctrine as a
. defense to-the antitrust suits. However, the court ruled that the act of listing 'was more in the
nature of a rﬁinisterial act than a petitioning activity (which constitutes -an attempt by a private

- party to influence government decision-making}, that Noerr-Pennington immunity did not apply
- ito its listing actions. BMS also argued that the listing was linked to its patent infringement suif,
bringing it within the scoi)e of petitioning activity.'How.evér, the court ruled that the listing and
3 iéwsu'its were iﬁdéﬁeﬁdeﬁf acts,smce BMS could haﬁé brought a suit without relying on the
Orange Book listing. The court also ruled that a Walker-Process type exception to Noerr-
| . Pennington existed here for frandulent mis—li'sting of the "365 patent. The court also concluded
 that the patent listing and subsequent patent infringement suits were objectively baseless and
therefore came within the sham exception of the Noerr-Penningtor doctrine. |

The court in Organon, Inc. v. Mylan Pharm., Inc., 293 F. Supp.2d 453 (D.N.J.

2003) ruled that listing a patent in the Orange Book is not a “petitioning activity” for which
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Noerr-Pennington iﬁﬁmunity can apply. ‘On the facts, however, the court dismissed an antitrust
. claim:because it found that there was a reasonablé basis for listing the patent in the Orange
-Book. Patent infringement actions brought on the listed patent were protected by Noerr--
-...-Pennington, and antitrust claims based on those infringement suits were dismissed because thcy
were deemed not to qualify within the “sham litigation™ exception to the immunity. . -
An administrative law judge recently ruled that actions takeh by a party in -
persuading the California Air Resources Board (“CARB”) to adopt certain regulations - -
' .. . ‘pertaining to gasoline additives was-protected from antitrust scrutiny by Noerr-Penningl;an
immunity. In re Union Oil Company of Caledrm’a, No. 9305 (F.T.C. Nov. 25, 2003), located at
-~ hitp:/~www . ftc.gov/0s/2003/11/031126unionoil pdf. “In Union Qil, it was --alléged that Union Oil
~misled CARB into adopting 'reguiaﬁons which were covered by then-pending patent R
. applications which the company had filed. The ALJ ruled that CARBacted ina quasi-
‘legislative manner, as opposed to a quasi-adjudicatory manner, and thus Union Qil’s actions
“'were protected acts of petitioning the govemment. The ALJ explained that in assessing whether
. -.arbody.acts'in a Quasi—Iegislaﬁve'qr quasi-adjudi'catory-manner,_ the following fa;cto;s shpuld ber B
analyzed: (1) the level of political discretion granted to the body; (2) whether the body was
setting policy; (3) the procedures-used during the rulemaking; and (4) the authority invoked by
. the body during rulemaking. Id., slip.op. at 34, citing Western States Petroleum Ass’nv.
.Superior Court, 9 Cal. 4" 559, 565 (1995). After finding that CARB’s actions were quasi-

‘legislative, the ALY ruled that because the anticompetitive harm alleged . . . arises from-the

- . adoption of regulations that substantially overlap [Union Oil’s] patents, the harm arises from

govemmental action and thus Noerr-Pennington applies. Id. at 49. The ALY also ruled that

72




Union Qil’s actions in seeking to persuade certain industry groups to petition CARB were
.protected by Noerr-Pennington as “indirect petitidning..”. Finally, the ALT held that the FTC did
not have jurisdiction to cvaluate Union Oil’s alleged fraudulent actions toward the industiy
.. groups that were not related to its dealings with CARB. The ALJ explained that the FTC_ may
' ﬁavc jurisdiction over cases that “touch on patent law,” but does not have jurisdiction over
allegations that “depend on and require the resolution of substantial questions of federal batent
law.” Id. at 64. Since the ALJ viewed the allegations of the complaint as “requiring an

k3

examination of the scope of patents and infringement or avoidance thereof,” it concluded that

- .. there was no jurisdiction for the FTC to resolve the matter. /d. at 65.

| -An_interesting question is whether Noerr-Pennington immunity applies to pre-

-~ litigation threats of litigation. In a decision by a di‘.rided panel, in Cardtoons, L.C. v. Major

- League Baseball Players Association, 1.82 F.3d 1132 (10th Cir. 1999),-fhe Tenth Circuit held
; _tliat “whether or not they are consummated,” pre-litigation threats are entitled to Noerr-: -

.. Pennington immunity to ,the. same extent as litigation itself. Jd. at 1137. The court also held.

. that:the two-part PRE sham test must be applied to pre-litigation threats. Zd. The court noted

that it was following the decisions of three other circuits which have addressed the issue. Id. at

1136, citing McGuire Oil Co. v, Mapco, Ine, 958 F.2d 1552, 1558-60.(11th Cir. 1992); CVD,
Inc. v. Raytheon Co., 769 F.2d 842, 8750‘-51 (1st Cir. 1985); Coastal States Mfg., Inc. v. Hunt,
‘ 6 9.4_ F.2d.1358 (5th Cir. 1983).. The court stated that applying the immunity fo pre-litigation

| threats “is especially imﬁortant;in the intellectual property context, where waming letters are

- often used as a deterrent against infringement.” Jd. at 1136, n 4, citing Matsushita Elec. Corp. v.
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~Loral Corp., 974 F. Supp. 345, 359 (S.D.N.Y. 1997); Thermos Co. v. Igloo Prods. Corp., 1995

U.S. Dist. LEXIS 14221 (N.D. Ill. Sept. 27, 1995).

-+ ... The reasoning in the Cardtoons panel decision quickly was adopted several other

.. courts. See Miller Pipeline Corp. v. British Gas plc, 69 F. Supp.2d 1129, 1138 (S.D. Ind.
: 1999); Avery Dennison Corp. v. Acco Brands, Inc., 2000 U.S. Diét,_ LEXIS 3938, *67 (C.D.
~Cal. Feb. 23, 2000}. However, on rehearing en Hanc, the Tenth Circuit reversed the panel .

- _dGQiSi.On-_-_ Cardioons, L.C. v: Major League Basebal] Players Association, 208 F.3d 885 (10

Cir. 2000). The court drew a distinction between Noerr-Pennington immunity from antitrust

. claims, and immunity based on the First Amendment right to petition to the government. The
5. court explained that Noerr-Penningtfon immunity is based, at least in part; on statutory
o cqnst:uctio_n of ;_the Sherman Act and “is not completely. interchangeable with cases based solely
. onthe righj: to petition.” . Since thé claims at issue were for prima facie_‘to_rt, libel and
.. negligence, and were not Sherman Act claims, Noerr-Penningtor did not apply.  The court also
... Tejected an immunity based on the right to petition, since the Constitution requires that such
... petition be made “to th_ej Govemnment.” The pre-litigation letters were not s:ent to the .
. govemnment, nor even kpown to the government, prior to the declaratory judgment action filed

. by Cardtoons. A dissenting opinion would have granted immunity from tort liability for pre-

litigation cease-and-desist letters, in order to “provide breathing space to the First Amendment

right to petition the couts, further the interests that right was designed to serve, and promote

.. the public interest in efficient dispute resolution.”

The Second Circuit has approvingly cited McGuire Oil, and stated that Noerr-
Pennington immunity applies “generally to administrative and court proceedings or to steps
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preliminary to such proceedings.” PrimeTime 24 Joint Venture v. National Broadcasting Co.,
219 F.3d 92, 100 (2d Cir. 2000). The en banc Cafdtobnsdecision was ‘citéd'approvingly in
- Porsche Cars North America, Inc. v, Lloyd Design Corp., 2002 U.S. Dist. LEXIS 9612, *128-
130 (N.D. Ga. Mar. 28, 2002) (“the Noerr-Pennington doctrine does not immunize parties from
liability based on claims arising out of purely private communications outside the context of
.litigation.”}. |
“The court in ¢ -Témq/xiﬁm Citrate Antitrust Litigation, 2003 U.S. Dist. LEXIS
9156 (EDN.Y. May 13, 2003), declined to address the “difficult question” of whothera
- .Settlement Agreement which dispdSes of Iii:igation is itself protected by 'Naerr—Penningtbn ’
immunity. The court cited cases standing for the proposition that concerted activify among co-
- defendants in settling litigation was protected activity, while settlements iaetween adverse”
parties are not protected. 7d. at ¥38, n.11, qitiil_g Hisé v. Philip Morris, fﬁc., 46 F. Supp.2d 1201
- (N.D. Okla. 1999), aﬁ" 'd; 208 F.3d 226 (10" Cir. 2000) and I» re Cardizem ﬁntftmst Lfﬁgatz.'on,
105 F. -Sup'p.2d 682 (E.D. Mich. 2000). The distlicf court in In re Ciprofloxacin Hydrochloride
Anﬁrru&t Lit., 261 F. Supp.2d 188 (E.D.N.Y. 2003) refused an effort to apply Noerr-Pennington
- immunity to the parties” settlement agreements. Id. at 212-13. The court ruled that this effort
- was “casily refuted” since the agrgements were private agréements between the antitrust
" defendants, in which the court in‘the patent case was said to have played no role other than
signing the Consent Judgment. Id.
Although originally applied to federal causes of action, Noerr-Pennington also
has been applied to state law causes of action. Raines v. Switch M., 44 USP.Q2d 1195 .
(N.D. Cal. 1997). - - |
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C. - - COMPULSORY VERSUS PERMISSIVE ANTITRUST .
COUNTERCLAIMS IN PATENT INF RINGEMENT ACTIONS

Another issue which commonly arises in the patent/antltrust lltlgatlon context is
.whethe.r an antltrust. counterclalm is compulsory or permrsswe when ra:lsed ina pattent _
| .mfnngement action. In Tank Insulanon Intl, Inc v. Insultherm Inc 104 F 3d 83 (Sth Cir. ),
 cert. demed 118 S. Ct. 265 (1997) the Frﬁh Circuit held thata Sherman Act antitrust claim |
wasnota compulsory counterclalm ina patent mfnngement action. ln thIs case, the dlstrlct
o court had dismissed an anutrust clann by an alleged mfrmger rulmg that itwasa compulsory
: .. counterclalm to an earlrer patent mfrmgement action whrch had been warved by the alleged
_ 1nfnnger ] fallure to assert it in the mfrmgement answer. On appeal the Frﬁh C1rcu1t found the
.' ant1trust cla1m to meet the estabhshed deﬁmuon ofa compulsory counterclarm under Federal
Rule of C1v1l Procedure 13(a) but rehed on Merca:d Corp V. Mrd Conzment Inv Co 320 U.S.
661 (1944), as creaung a hmlted exceptron thereto “for antltrust countercla.rms in whlch the
a gravarnen is the patent mfrmgement lawsult 1n1t1ated by the counterclalm defendant ” Tank
. Insulatzon Int’l, Inc 104 F 3d at 87. However the Fifth C1rcu1t stopped short of extendmg this
| Mercozd exceptlon to every antitrust counterclaun resultmg from patent mfrmgement lltlgatron
' Because both Mercmd’s and Tank Iusulatlon Intemauonal’s counterclanns Wwere S0 factually
--s1m11ar in allegmg “that the patent 1nfrmgement 11t1gat10n v1olated the antrtrust laws ” the Fifth
Circuit found it unnecessary to decide whether all antitrust countercla1ms should receive like
treatment. Id. at 87-88; see also Hydranautics v. FilmTec Corp., 70 F.3d 533 (9th Cir. 1995).
Courts questioning the validity of Mercoid, and indicating that antitrust

counterclaims grounded on assertion of patents are compulsory to an action for patent
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infzingement, include Criﬁcc’:l—Vac Filtraﬁon -Corp V. Minuteman Int’l, 233 F.3d 697 (2d Cir.
2000), cert. demed 532 U.S. 1019 (2001) Glztsch Inc 12 Koch Eng g Co 216 F.3d 1382 (Fed.
| Clr 2000), Burlmgton Indus., Inc. v, Mlhken & Ca 690 F.2d 380 389 (4th Clr 1982) and
USM Corp V. SPS Techs Inc 102 F.R. D 167, 170»’71 (N D. IlI 1984) Antltrust clanns based
- on assertion of an mvahd paIent were dismissed because they should have been asserted as
counterclalms in the underlymg mfrmgement sult Eon Labs v. SmithKline Beecham C’orp .
. 298 F Supp 2d 175 (D Mass 2003) See also Amer:can Packagmg Corp v. Golden Valley
Mrcrowave Food.s' Ino 1995 WL 262522 (E D. Pa. May 1 1995) (rulmg that Walker Process
antltrust clanns are compulsory counterclalms)
o In Crmcai-Vac the Second C1rcu1t held that a Sherman Act monopohzatlon
clalm based on ant attempt to enforce an mvahd patent was a compulsory counterclalm toa
_ patent mfrmgement action. The court stated thatMercozd should be l1m1ted to its facts which it
.charactenzed as an attempted mlsuse of a va11d patent Crmeal-Vac 233 F. 3d at 702-03 In
| Glrtsch the Federal C1rcu1t dlstmgmshed Mercozd on the ground that it dealt w1th the a‘olllty to

raise a misuse defense ma second mfnngement action when 1t hacI not been raised asa defense

in the first action, whereas Glztsch mvolved a declaratory _]udgment suit for ml_suse after a
* motion to amend the answer in the infringement action had been denied as untimely. Glitsch,

216 F.3d at 1385-86.
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XL..  ANTITRUST AND MISUSE ISSUES IN -

OTHER TYPES OF INTELLECTUAL PROPERTY B
A, TRADEMARK LAW

The Lankiam Act, in 15 US.C. § 11156)(7), explicitly provides that use of 2

mark in violation of the antitrust laws of the Umted States iIsa defense in trademark

":l;mfnngement actlons even for 1ncontestab1e trademarks However successful assertlon of thlS

defense has proven to be 1o easy task. See Carl Zezss Sﬁftung V. VEB Carl Zezss Jena 298 F.

‘ Supp 1309 13 14 15 (S D N Y 1969) (drsnnssai of antltrust mlsuse defense because defendant
icould not meet heavy burden of provmg that trademark 1tse1f was the “basw and fundamental

| vehrcle” used to accomphsh the antrtrust wolatlon) aff d 433 F 2d 686 (2d Crr 1970), cert.
:demea’ 403 U. S 905 (1971) See al.s'o Esree Lauder Inc 12 Fragrance Counter Inc 52
U S P Q 2d 1786 1789 (S D N Y 1999) (“an antrtrust—related trademark misuse case is not

1mp0551b1e to mamtam asa matter of law Nevertheless the defense is extremely narrow. ”)

Whether atrademark ‘misuse’ whlch does not nse to the level cf an antrtrust

vrolatron is cogmzable asa defense or afﬁnnanve cause of act1on is less clear In Juno Onlme

Servzces LP V. Juno Lrghtmg, Inc,, 979F Supp 684 (N D 111 1997), the court refusedto

recogmze an afﬁnnatwe cause of actlon for tlademark misuse. Characterlzmg the hlstory of

a.fﬁnnatrve clalms of patent mlsuse as 7 suspect and notlng that plamtrff presented no case
.r.perrmttmg aclaim for trademark misuse, the court dlsmrssed a cause of actlon for trademark
" misuse. In Northwestem Corp V. Gabrrel Mfg Co 48 U S P Q 2d 1902 (N D. Ill 1998), the
court hkew1se noted the checkered hlstory of the trademark mrsuse defense Charactemzmg

| trademark misuse as a ‘phantom defense,” the court ruled that “1f” the defense exrsts “i t ,
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probably is limited fo mrsrepresentatlons _]ust as patent and copynght misuse is lunlted to

' anticompetltwe conduct.” Id at 1907-09

B,  COPYRIGHTLAW

o Sirmlar to the patent misuse defense sorne’umes asserted m. patent infnngement
| surts the defense of copyrrght mlsuse may be avallable to an aIleged copynght mfnnger when
| the copynght owner has utrhzed the copynght in & manner v1olat1ve of the pubIrc policy

:: embodred in the grant of a copynght ? Lasercomb Amer’tca Inc V. Reynolds 911 F 2d 970

N ‘978 (4th C1r 1990) In Lasercomb the Fourth Clrcuit held that it was copynght misuse for a

software developerto mclude anticompetitwe clauses in his Ilcenses whlch could potcntially

: outlast the term of the oopynght Id at 97 8 79. The Fourth Crrcult also coneluded that an

_ .antltrust v1olation need not be shown in order to assert a successful copynght misuse defense

| 4Id at 978 The N1nth Clrcuit re-afﬁrmed the defense of copynght mlsuse in A&M Records Inc.
"v Napster Inc 239 F 3d 1004 (9ﬂ1 C1r 2001) but re_;eoted its apphcabllrty to the case on the

grounds that there was no ev1dence that the plalntrffs sought to control areas-outsrde of their

grant'of monopoiy Id. at 1071—72 .Other circuits have recognized that copyright misuse is a

= defense to a clann of copynght mfrmgement See DSC Comm Corp v, Pulse Comm Inc 170

F 3d 1354 (Fed ClI’ 1999), Triad Systems Corp V. Sourheastern Express Co 64 F. 3d 1330
' (9th Clr 1995) (recognrzmg copynght mlsuse defense), Statzc Conrrol Components Ino V.

2003) (copynght misuse

Dallas Semzoonducror Corp 2003 WL 2 16665 82 (M D. N C.
is appropnate counterclazm in mfnngement su1t but isa cornpulsory counterclatm that cannot
be raised ina separate actron).. =
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Although the copyright misuse defense is available in some circuits, thi-s is not
7 .the nﬂe everywhere. Because the Supreme Court-has never explicitly recognized the copyright
. misuse defense, some courts have not allowed it to. be asserted in defense of a copyright
infringement action. See, e.g., Allen-Myland, Inc. v. International Business Machines Corp.,
746 F. Supp. 520; 549 n.45 (E.D. Pa. 1990) (court noted in dictum that “[m]ost courts which
have addressed [the validity of the copyright misuse defense] have held that violation of the

antitrust laws cannot provide a valid defense to a copyright infringement claim™).
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