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ABSTRACT: In many instances, an inventor or company may own several patents with claims 

covering many aspects of a particular technology. For example, a company may own a patent 

covering a computer processor and a patent covering an assembled computer system. In these 

instances, the patent owner will likely want to license their technologies separately to different 

levels of the marketplace in order to maximize the value received for the use of their intellectual 

property while minimizing the costs to each level of the market. However, in implementing these 

licensing strategies, a patent licensor must be careful not to inadvertently exhaust their patent 

rights, or grant an implied license, thereby precluding collection of royalties from downstream 

companies. This research paper will provide a brief history of the development of the patent 

exhaustion doctrine and introduce the implied license doctrine; discuss some of the major issues 

raised by the Quanta v. LGE case currently under consideration by the Supreme Court; and, raise 

some potential licensing strategies for licensors and licensees in vertical markets. 

* * *  

There have been many recent cases in the field of patent law that have had an impact on 

the preparation and interpretation of license agreements.1 One of the next cases that will 

potentially have an impact on the drafting, interpretation, and enforcement of patent licenses is 
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1 See FRANK X. CURCI ET AL., JENNINGS STROUSS, INTELLECTUAL PROPERTY CLIENT ALERT: 

ADAPTING YOUR LICENSING STRATEGY TO RECENT PATENT LAW CHANGES (2007), 

http://www.jsslaw.com/uploads/pubfiles/IP Client Alert Patent Licensing 11-07.pdf. 
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Quanta v. LGE, a case currently under consideration by the Supreme Court. Specifically, this 

case deals with a patent license agreement in the context of the patent exhaustion doctrine, 

sometimes referred to as the first-sale doctrine, and doctrine of implied license. The dispute 

centers around LGE’s license agreement to Intel covering computer components and systems, 

and LGE’s efforts to enforce their patents against downstream customers of Intel, such as 

Quanta, that used the licensed components to produce systems that infringe other patents owned 

by LGE. Quanta is asserting patent exhaustion as a defense to LGE’s patent infringement claims. 

Recently, there has been a revival in the use of the patent exhaustion doctrine as a 

defense in patent litigation due to the interdependent nature of the computer industry.2 Generally, 

the patent exhaustion doctrine is designed to ensure that the patent owner does not receive more 

license fees than they deserve; licensing different levels of a vertical market does not contradict 

this purpose. Separately licensing different levels of the marketplace is efficient and beneficial to 

the licensor, licensee, and end-user. The licensor is able to maximize the value received for the 

use of their intellectual property, while minimizing the costs to each level of the market and 

reducing the costs to end-users. Licensing different levels of the industry enables a manufacturer 

of a patented component to license the rights to make the patented component of a patented 

system, without having to obtain a license for the patented system that they do not make.3 

Without the ability to license different levels of the industry, the manufacturer of the patented 

component would be required to pay the full value for rights to all patented combinations that the 

licensed component could be used to create.4 As LGE argues in its Brief on the Merits: 

                                                 
2 John W. Osborne, A Coherent View of Patent Exhaustion: A Standard Based on Patentable 

Distinctiveness, 20 SANTA CLARA COMPUTER & HIGH TECH. L.J. 643, 646 (2004). 
3 See Brief of Respondent at 31-32, Quanta Computer, Inc. v. LG Electronics, Inc., No. 06-937 

(U.S. Dec. 3, 2007). 
4 Id. at 31-32. 



Busch  

 

 

3 LAW 791 – High-Technology Licensing 

 

 

[The inability to separately license different levels of a vertical market] 

would force patent holders to demand that manufacturing licensees determine and 

pay the full value of the rights to all combinations and processes in which a 

component is to be used and to build that cost into the component’s price, rather 

than negotiate a limited price for the patent rights in the component and allow 

separate negotiations between the patent holder and downstream purchasers of the 

component who wish to practice the separately patented systems. It is these 

downstream purchasers – the companies that will actually use the component to 

manufacture the patented systems – that will have the best information about the 

real economic value of the patent rights. Indeed, they may be willing to pay 

different prices to practice the patents depending on the particular needs of their 

business. Nevertheless, [Quanta’s] approach would demand that the full and final 

value of these patents be determined at a single point in the distribution chain, 

where the relevant information simply does not exist. That is not only 

economically unjustified, but is a prescription for an inefficient marketplace, 

where free riding would abound.5 

The desire to license different levels of a vertical market is not unique to the electronics 

industry. In the realm of biotechnology these issues may become even more complex where new 

technology may create many different vertical markets. For instance, the discovery of a new 

protein may lead to development of research tools, diagnostic tools, and methods and devices for 

treating patients.6 A licensor may desire to license the patent rights to the different levels of the 

                                                 
5 Id. at 31-32. 
6 Dr. Ariel Reich et al., Advanced Licensing Agreements 2008, Industry Issues and Trends, 927 

PLI/PAT 1033, 1058 (2008). 
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market without fearing a license to the protein manufacturer would exhaust or grant an implied 

license to patents on inventions utilizing the protein to the downstream research tool 

manufacturers, diagnostic tool and method manufacturers, and clinics that may employ patented 

treatment devices and methods. Furthermore, there are potential issues with patent exhaustion 

and implied license when the patented article is able to reproduce itself.7 While field of used 

restrictions may assist in protecting these rights in vertical markets, additional strategies may be 

helpful in further protecting patent rights and preventing defenses of patent exhaustion and 

implied license. 

It is important to pay careful attention to these issues and address them clearly when 

drafting a patent license agreement. During oral arguments in Quanta v. LGE, Chief Justice 

Roberts emphasized that clarity in the license agreement may have avoided these problems and 

the costly litigation: 

[t]here's a lot of uncertainty, uncertainty that could have been cured by how the 

[license agreement] was drafted.8 

So, what methods can a licensor use to clearly delineate the boundaries of the license to retain 

the ability to license downstream manufactures under separate patents? 

This research paper will discuss potential licensing strategies, based upon the current case 

law and the record before the Supreme Court in Quanta v. LGE, which may be used to avoid the 

issues of patent exhaustion and implied license when licensing multiple levels of a vertical 

market. Part I provides an overview and a brief history of the development of the patent 

exhaustion doctrine and implied license. Part II continues with an overview of the factual 

                                                 
7 See Monsanto Co. v. Scruggs, 495 F.3d 1328 (Fed. Cir. 2006) (dealing with the patent 

exhaustion doctrine as applied to the second generation of patented seeds). 
8 Transcript of Oral Arguments in Quanta v. L.G. on January 16, 2008, at Page 8 Lines 10-20. 
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background and legal issues in the Quanta v. LGE case. Part III discusses various strategies that 

a licensor may use to avoid exhausting their patent rights and that a licensee should consider 

when negotiating an agreement. Finally, Part IV briefly concludes. 

I. The Patent Exhaustion and Implied License Doctrines 

When licensing technology that touches different levels of a vertical market, the parties 

should consider issues related to the patent exhaustion doctrine and the implied license doctrine. 

A. The Patent Exhaustion Doctrine  

One narrow form of implied license is embodied in the patent exhaustion doctrine, or 

first-sale doctrine. The patent exhaustion doctrine is aimed at precluding the patent owner from 

obtaining a “double royalty” by exerting power over subsequent sales of an article,9 and 

protecting purchasers of patented goods, who lack knowledge of any restrictions, by allowing 

them to use the patented article without restriction.10 Generally stated, the patent exhaustion 

doctrine provides that a patentee’s unrestricted voluntary sale of a patented article will “exhaust” 

the patent rights with respect to the particular article sold.11 The patent exhaustion doctrine only 

applies to sales occurring within the United States.12 To be clear, transfer in the ownership of a 

patented article does not convey rights in the intellectual property, but it does give the purchaser 

of the article certain privileges to act with respect to the particular copy of the article sold 

                                                 
9 John W. Osborne, A Coherent View of Patent Exhaustion: A Standard Based on Patentable 

Distinctiveness, 20 SANTA CLARA COMPUTER & HIGH TECH. L.J. 643, 668 (2004) (referring to 

“double royalties” as the sine qua non of patent exhaustion), and PATENT LAW HANDBOOK § 5:8 

(2007) (stating that the theory behind the rule is that the patentee has bargained for and received 

the an amount equal to the full value of the goods). 
10 John W. Osborne, Justice Breyer’s Bicycle and the Ignored Elephant of Patent Exhaustion: An 

Avoidalbe Collusion in Quanta v. LGE, 7 J. MARSHALL REV. INTELL. PROP. L. 245, 258 (2008). 
11 PATENT LAW HANDBOOK § 5:8 (2007). 
12 2 ECKSTROM’S LICENSING IN FOR. & DOM. OPS. § 8E:21(2007). 
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without being subject to a claim of patent infringement.13 Furthermore, the doctrine of patent 

exhaustion also applies when an article is sold by an authorized licensee.14 While an unrestricted 

sale of a patented article may give rise to patented exhaustion, the terms of the license determine 

when, or even if, patent exhaustion occurs.15 The restrictions must be reasonably within the 

patent grant; otherwise, the patentee may have gone into the realm of antitrust law where the 

restriction will be judged under the rule of reason.16 Therefore, a patent licensor must be 

particularly careful in drafting their license agreement to make sure that they do not inadvertently 

exhaust patent rights, or include restrictions beyond the scope of their patent grant, by clearly 

defining appropriate restrictions. 

A dispute over the use of a patented coffin lid established the common law doctrine of 

patent exhaustion. In Adams v. Burke,17 a patent was granted for an improved coffin lid.18 The 

patentee licensed Lockhart & Steelye all rights in the patent for an area within 10 miles of the 

center of Boston and licensed all of the remaining rights in the patent to Adams.19 Burke, an 

undertaker in a town 17 miles outside of the center of Boston, purchased the patented coffin lids 

from Lockhart & Steelye and then used the lids in the territory licensed to Adams.20 Adams sued 

Burke for patent infringement and argued that he had the exclusive right to commercialize the 

lids in his territory.21 The Supreme Court held that the right to restrict the use of the patented lids 

                                                 
13 MODERN LICENSING LAW § 2:36 (2007). 
14 2 ECKSTROM’S LICENSING IN FOR. & DOM. OPS. § 8E:21(2007). 
15 MODERN LICENSING LAW § 2:36 (2007). 
16 2 ECKSTROM’S LICENSING IN FOR. & DOM. OPS. § 8E:21(2007). 
17 84 U.S. 453 (1873). 
18 Id. at 454. 
19 Id. at 454. 
20 Id. at 454. 
21 Id. at 454-55. 
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came to an end when the products were sold to the defendant.22 The Court stated that in the case 

where a patentee licenses their patent rights with geographic restrictions, and a purchaser 

lawfully buys the licensed product within the licensed territory, the purchaser obtains the right to 

use the product anywhere without reference to other rights or territorial assignments of the 

patent.23 

The patent exhaustion doctrine was later extended to cover the sale of a partially 

complete patented article, so long as the article encompasses the essential features of the claimed 

invention.24 In United States v. Univis Lens,25 the United States brought suit against Univis for 

alleged violations of the Sherman Act; however, the decision was ultimately based upon the 

patent exhaustion doctrine.26 Univis owned eight patents covering their finished multifocal 

lenses, but only the invention of a single patent was practiced in making each blank and finishing 

it as a lens.27 Based on this patent, Univis established a licensing program with three classes of 

licensees—wholesalers, finishing retailers, and prescription retailers.28 The license to the 

wholesalers enabled the wholesalers to purchase lens blanks and finish them for retailers; the 

license to the finishing retailers enabled the retailer to purchase lens blanks and finish the lens 

blanks; and, the license to the prescription retailers enabled the retailer to prescribe and fit 

                                                 
22 Id. at 457. 
23 Id. at 455. 
24 John W. Osborne, A Coherent View of Patent Exhaustion: A Standard Based on Patentable 

Distinctiveness, 20 SANTA CLARA COMPUTER & HIGH TECH. L.J. 643, 649 (2004) 
25 315 U.S. 241 (1942). 
26 Id. 
27 315 U.S. at 247-48. 
28 Id. at 244. 
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lenses.29 The lens blanks were not useful for any purpose until they were finished in accordance 

with the patent.30 In determining that the patent exhaustion doctrine applied, the court stated: 

[W]here one has sold an uncompleted article which, because it embodies essential 

features of his patented invention, is within the protection of his patent, and has 

destined the particle to be finished by the purchaser in conformity to the patent, he 

has sold his invention so far as it is or may be embodied in that particular article. . 

. . Whether the licensee sells the patented article in its completed form or sells it 

before completion for the purpose of enabling the buyer to finish and sell it, he 

has equally parted with the article, and made it the vehicle for transferring to the 

buyer ownership of the invention with respect to that article.31 

Thus, the patent exhaustion doctrine was expanded to encompass sales of an article that does not 

currently infringe, but will infringe once the article is completed by the purchaser. It is important 

to note that the court did not consider the instance where the manufacturer of the lens blank and 

the finisher of the lens employ inventions contained in separate patents.32 

The Supreme Court has since relied on and clarified the holding in Univis Lens to find 

exhaustion of patents based upon an analysis of essential features of the patented invention.33 In 

Cyrix v. Intel,34 Intel entered into a cross-licensing arrangement with TI, and TI manufactured 

                                                 
29 Id. at 244-45. 
30 Id. at 249. 
31 Id. at 251, 252. 
32 Id. at 248 (“[T]he invention of only a single lens patent is utilized in making each blank and 

finishing it as a lens. We therefore put to one side questions which might arise if the finisher of a 

particular lens blank utilized the invention of some patent other than the patent which was 

practiced in part by the manufacture of the blank.”). 
33 John W. Osborne, A Coherent View of Patent Exhaustion: A Standard Based on Patentable 

Distinctiveness, 20 SANTA CLARA COMPUTER & HIGH TECH. L.J. 643, 651 (2004) 
34 846 F. Supp. 522 (E.D. Tex. 1994), aff’d without op., 42 F.3d 1411 (Fed. Cir. 1994). 
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chips for Cyrix based upon Cyrix’s own designs.35 After receiving the completed microprocessor 

from TI, Cyrix combined the microprocessor with external memory; without the external 

memory, the processor could not function.36 The ‘338 patent was the only patent involved in this 

lawsuit.37 Specifically, independent claim 1 of the ‘338 patent covered the microprocessor 

produced by TI for Cyrix, and dependent claims 2 and 6 covered the microprocessor when 

combined with certain memory external memory systems.38 The cross-license agreement 

between TI and Intel includes the right to make, use, and sell the inventions covered by the 

claims of the ‘338 patent.39 

In the court’s analysis of the exhaustion of the patent, the court stated that “[t]he patent 

exhaustion doctrine is so strong that it applies even to an incomplete product that has no 

substantial use other than to be further manufactured into a completed patented and allegedly 

infringing article.”40 The court then determined that claims covering the external memory and 

microprocessor combination that Cyrix allegedly infringed did not add anything of patentable 

significance over the claim to the microprocessor alone.41 This distinction helped to clarify the 

rule in Univis Lens by declaring that essential features are patentably distinct features.42 Thus, if 

an article with no substantial non-infringing uses covered by a patent claim is sold, then it is 

likely that all claims that are not patenably distinct are exhausted as well.  

B. Implied Licenses 

                                                 
35 Id. at 527, 531. 
36 Id. 
37 Id. at 527-28. 
38 Id. at 528. 
39 Id. at 525. 
40 Id. at 540. 
41 John W. Osborne, A Coherent View of Patent Exhaustion: A Standard Based on Patentable 

Distinctiveness, 20 SANTA CLARA COMPUTER & HIGH TECH. L.J. 643, 653-654 (2004) 
42 Id. 
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Implied licenses are very similar to the patent exhaustion doctrine in that their purpose is 

to protect purchasers of goods when, at the time of the sale, they were under the impression that 

they would have rights to use the goods they have purchased. However, implied licenses have 

the potential to reach much further than the relatively narrow patent exhaustion doctrine.43 For 

example, when a patent owner sells or authorizes the sale of a component, whether patented or 

not, that has no other use than to practice the invention claimed by the patent, the purchaser of 

the component receives an implied license to practice the patented invention.44 Typically, an 

implied license is inferred from an affirmative grant of consent or permission from the patent 

owner; however, the courts will often look to the entire course of conduct between an accused 

infringer and the patent owner to determine whether an implied license exists.45 Furthermore, 

when a license is implied between parties, the courts will only imply the minimum rights 

necessary to make the contract between the parties effective.46 Therefore, an implied license will 

not be found where there is an express contract that clearly establishes that no license should be, 

or needs to be, implied.47 

In Jacobs v. Nintendo of America,48 Jacobs sued Nintendo alleging infringement of a 

patent relating to a handheld videogame controller that a player could tilt to induce 

corresponding motions in a video game.49 Jacobs had previously sued Analog Devices, the 

company that produced the components used by Nintendo, alleging contributory infringement for 

                                                 
43 69 C.J.S. PATENTS § 346 (2008). 
44 MODERN LICENSING LAW § 10:30 (2007). 
45 69 C.J.S. PATENTS § 346 (2008). 
46 Id. 
47 Id. 
48 370 F.3d 1097 (2004). 
49 Id. at 1098-99. 
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producing accelerometers used to detect the motion of the controller.50 In the settlement with 

Analog Devices, Jacobs granted Analog Devices a covenant-not-to-sue for any alleged 

infringement of the patent, and a license to make, use, sell, and import accelerometers for use in 

tilt-sensitive control boxes.51  

In determining whether Nintendo was licensed under the previous settlement agreement 

with Analog, the court stated that “[i]f all that Jacobs intended to do through the settlement 

agreement was to free Analog of its liability for infringement [the covenant-not-to-sue] would 

have been fully sufficient to serve that purpose . . . [the license grant], however, goes much 

further by granting Analog an affirmative right to engage in the manufacture and sale of 

accelerometers to be used in tilt-sensitive control boxes . . . [t]hat grant comes without restriction 

of any kind.”52 Responding to arguments that the license did not protect Analog’s customers, the 

court inferred an implied license and stated, “[i]t is unlikely that Analog would have contracted 

for the right to manufacture and sell a product knowing that its customers would be unable to use 

the product that it sold them for the bargained-for purpose.”53 A license was implied where there 

was no express restriction and where it was inferred that it was the intent of the parties.  

An implied license will not be found when the seller made the purchaser aware of the 

limitations on the scope of the rights that were conferred with the sale. In LG Electronics Inc. v. 

Bizcom Electronics, Inc.,54 the Federal Circuit case that Quanta appealed to the Supreme Court, 

LGE had granted a license to Intel covering the component and system patents; however, LGE 

had specifically excluded the ability of any third-party manufacturers to combine Intel’s 

                                                 
50 Id. at 1098. 
51 Id. 
52 Id. at 1101. 
53 Id. 
54 453 F.3d 1364 (2006), cert. granted, 128 S.Ct. 28 (U.S. Sept. 25, 2007) (No. 06-937). 
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components with non-Intel components and still be covered by the patents relating to computer 

systems.55 The Intel-LGE license required Intel to notify customers of the limitations.56 Intel 

complied and notified customers of the limited scope of the rights granted with the sale or the 

components prior to the completion of the sale.57 Intel’s customers combined licensed Intel 

components with non-Intel components and LGE sued. The Federal Circuit found that “[i]n light 

of [the] express disclaimer, no license can be implied.”58 Here, the customers did not obtain an 

implied license because they were on notice as a matter of contract law.59 

II. Overview of Quanta v. LGE 

Having lost at the district court and at the Federal Circuit on the issue of whether an 

implied license was granted, and having had more success on the issue of patent exhaustion at 

the district court but loosing at the Federal Circuit, Quanta appealed the decision on the issue of 

patent exhaustion to the Supreme Court. The issue in Quanta v. LGE is whether the licensed sale 

of patented components used in a patented system exhaust patent rights in the system.60 Quanta 

argued in their petition for certiorari that when Intel sold microprocessors and chipset 

components under an unrestricted61 license from LGE, LGE’s patent rights to control the only 

                                                 
55 Id. at 1368. 
56 Id. 
57 Id. 
58 Id. at 1369. 
59 MODERN LICENSING LAW § 10:30 (2007). 
60 Argument Preview:  Quanta v. LG, http://www.scotusblog.com/wp/argument-preview-quanta-

v-lg/ (last visited Apr. 8, 2008). 
61 Even though the Federal Circuit found that the sale was properly restricted for the purposes of 

precluding an implied license, Quanta argues that, for the purposes of patent exhaustion, the sale 

was unrestricted because Intel was authorized (not forbidden by contract) to sell the patented 

components to unlicensed system manufactures. Transcript of Oral Arguments in Quanta v. L.G. 

on January 16, 2008, at Pages 4-8. 

http://www.scotusblog.com/wp/argument-preview-quanta-v-lg/
http://www.scotusblog.com/wp/argument-preview-quanta-v-lg/
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reasonable use of the components, use in the patented system, was exhausted.62 LGE argues, in 

its brief on the merits, that the sale of chips by Intel may exhaust patent rights in the purchased 

components but not in the computer systems, which are distinct patented inventions.63 

The oral arguments before the Supreme Court provide insight into the complex issues in 

the case. For brevity, the arguments made are discussed below. Pertinent portions of the oral 

arguments are reproduced or cited in the relevant sections of Part III of this paper. Nevertheless, 

it is not clear what the outcome will be in Quanta v. LGE. Quanta and their amici have argued 

for the elimination of the ability to restrict downstream licensing of a products. 64 LGE and their 

amici are arguing for the continued ability to restrict use rights by contract.65 Additionally, at 

least one proposal for a different resolution to the case has been proposed.66 While the outcome 

is not certain, the established case law and the record before the Supreme Court in Quanta v. 

LGE can serve as a guide to help licensors and licensees avoid various pitfalls when licensing 

technologies across different levels in a vertical market. 

III. Avoiding Exhaustion and Implied Licenses When Licensing in Vertical Markets 

Relying on the established case law and the current record available in Quanta v. LGE, 

patent licensors and licensees can take various steps to protect their interests when negotiating a 

license for technologies that touch multiple levels of a market. 

A. Licensor Strategies and Considerations 

                                                 
62 Argument Preview:  Quanta v. LG, http://www.scotusblog.com/wp/argument-preview-quanta-

v-lg/ (last visited Apr. 8, 2008). 
63 Id. 
64 John W. Osborne, Justice Breyer’s Bicycle and the Ignored Elephant of Patent Exhaustion: An 

Avoidalbe Collusion in Quanta v. LGE, 7 J. MARSHALL REV. INTELL. PROP. L. 245 (2008). 
65 Id. 
66 See generally Id. 

http://www.scotusblog.com/wp/argument-preview-quanta-v-lg/
http://www.scotusblog.com/wp/argument-preview-quanta-v-lg/
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The main objective of a patent licensor, when licensing multiple levels of a vertical 

market, is to efficiently license their technologies in such a way that they can preserve their 

downstream patent rights to maximize their licensing revenue. These objectives can be furthered 

in both the patent prosecution and licensing phases of a licensing program.  

1.Patent Prosecution 

 The ability to draft a clear licensing agreement is, to a large extent, dependant on having 

clearly defined patent rights. To the extent possible, patentees should contemplate their licensing 

strategy early on in the inventive process and during patent prosecution. While the patent 

prosecution phase is largely beyond the scope of this research paper, there are at least a couple of 

licensing issues that can be mitigated in light of the current patent exhaustion and implied license 

case law. Furthermore, even if the patent prosecution phases is complete, these considerations 

are also applicable when selecting the claims to include and exclude from a license agreement. 

 Draft Each Claim so that it is Infringed by Only One Level of the Market. During the 

patent drafting process the claims should be drafted with one single level of the market in mind. 

For example, if a patentee is seeking patent protection for a new computer processor and system, 

the patent drafter may want to draft each claim so that they are infringed by one of: computer 

component manufacturers, or computer system manufacturers. Similarly, if it is a biotechnology 

patent for a protein and a related therapeutic device, each claim might be drafted so that they will 

only be infringed by either: the protein manufacturers, or the device manufacturers. In some 

instances, a portfolio may already have at least one claim spanning several levels of the market. 

In other instances, it may be beneficial to have a claim spanning several levels of the market. In 

these instances, a licensor may want to explicitly exclude these claims in the license agreement. 

By explicitly avoiding such claims, any subsequent license agreement can more easily be divided 



Busch  

 

 

15 LAW 791 – High-Technology Licensing 

 

 

between the different levels of the market while reducing the likelihood that there will be 

arguments that an implied license was created. Like Jacobs v. Nintendo where a license was 

implied due to the intent of the parties, these arguments may be put forward because it is 

plausible that the party would have contemplated that these claims would have been included in 

the license agreement. The argument is less plausible where the claim does not encompass any 

activity in which the licensee engages. 

 Ensure Distinct Inventions are Restricted or Divided into Distinct Patents. In Cyrix v. 

Intel, the court clarified the patent exhaustion doctrine by stating that does not apply to claims 

that are patentably distinct. Therefore, a patent applicant should take any opportunity possible to 

establish patentable distinctness between the claims aimed at different levels of the market 

during the patent prosecution phase. The patent applicant may want to consider separating claims 

targeted at different levels of the market into separate patents. This can be accomplished through 

the use of divisional applications. Divisional applications may be filed voluntarily or pursuant to 

a restriction requirement; however, those filed pursuant to a restriction requirement will be more 

beneficial when establishing the file wrapper. According to the Manual of Patent Examining 

Procedure (“MPEP”), “the claims of an application may properly be required to be restricted to 

one of two or more claimed inventions only if they are able to support separate patents and they 

are either independent or distinct.”67 The MPEP defines the term independent as “unrelated” and 

continues by explaining that it means “that there is no disclosed relationship between the two or 

more inventions claimed, that is, they are unconnected in design, operation, and effect.”68 The 

MPEP explains that related inventions are distinct “if the inventions as claimed are not 

                                                 
67 MANUAL OF PATENT EXAMINING PROCEDURE (EIGHTH) § 803 (construing 35 U.S.C. § 121 

(1999)). 
68 MANUAL OF PATENT EXAMINING PROCEDURE (EIGHTH) § 802.01. 
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connected in at least one of design, operation, or effect (e.g., can be made by, or used in, a 

materially different process) and wherein at least one invention is PATENTABLE (novel and 

nonobvious) OVER THE OTHER (though they may each be unpatentable over the prior art).”69 

A patent applicant may want to try to induce a restriction requirement from the patent office, 

requiring an election between claims targeted at different levels of the applicable market. This 

will help establish the patentable distinctiveness in the file wrapper of the patent application 

thereby precluding the argument that the doctrine of patent exhaustion is applicable. 

2.Patent Licensing 

In drafting a license agreement or covenant-not-to-sue, the licensor will likely want to 

design the contract so that any sales that would exhaust patent rights fall outside of the definition 

of an authorized sale. Thus, the patent exhaustion doctrine is not triggered. Furthermore, the 

licensor will want to expressly provide what is and is not covered by the license agreement to 

mitigate arguments that an implied license was granted. There are a number of strategies that a 

licensor may want to consider. 

Enumerate the Patents and Claims Included in and Excluded from the License. The 

licensor should be clear in what is covered by the license—those patents and claims that were 

drafted to be infringed by the level of the market in which the licensee participated. Furthermore, 

the licensor should be clear in what is not covered by the license by explicitly excluding 

downstream claims. Therefore, a licensee may avoid all future liability for claims that they 

would otherwise directly infringe. The licensee will not be able to exhaust claims applicable to 

downstream companies, because any transfer under the other patents would be unauthorized with 

respect the patent exhaustion doctrine. A licensee may still worry about liability for indirect 

                                                 
69 Id. 
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infringement of the patents aimed at downstream levels of the market; however, these fears can 

be eliminated with a covenant-not-to-sue. 

Condition the License on the Requirement that Licensed Products are Only Sold to 

Licensed Companies. If the licensor conditions the license so that the licensee can only sell the 

product to downstream companies that are also licensed, any sale of an article will not be 

authorized under the terms of the agreement and the patent exhaustion doctrine will not apply. 

During oral arguments in Quanta v. LGE, Justice Ginsburg asked counsel for Quanta why this 

strategy was not employed in the license agreement: 

JUSTICE GINSBURG: . . . [I]f the patentee wants to maintain control 

further down the line, why doesn't the patentee just limit the licensee to selling to 

people who are licensed?  

MS. MAHONEY: Presumably because in this circumstance -- it's not in 

the record -- but presumably Intel wouldn't agree to these terms unless it in fact 

was given authority to sell, no matter how it was going to be used, because 

otherwise it would still be on the hook for liability. And -- and presumably they 

could have done something that would have required an agreement with -- you 

know, between -- only sell to someone with an agreement. But for whatever 

reason the parties didn't negotiate that term. Perhaps Intel wasn't willing to do it 

that way.70 

This provision renders any sale to an unlicensed downstream manufacturer unauthorized for 

purposes of the patent exhaustion doctrine; therefore, the doctrine will not apply and the licensee 

will be liable for contributory infringement of the patent. Thus, this option is very favorable to 

                                                 
70 Transcript of Oral Arguments in Quanta v. L.G. on January 16, 2008, at Pages 7-8. 
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the licensor, but does not accomplish the goals of the licensee. For these reasons, a licensee may 

try to bargain for a notice requirement, like Intel did in Quanta v. LGE. 

Assign Patents Aimed at Each Level of the Market to Different Companies for 

Purposes of Implementing a Licensing Program. A sale authorized by one patent owner does 

not exhaust patent rights in patents owned by another. During oral arguments in Quanta v. LGE, 

this concept was expounded upon by counsel for LGE: 

MR. PHILLIPS: . . . A sale authorized by one patentee does not exhaust 

patents held by a different patentee. So we wouldn't even be in this case if it 

turned out that [LGE] didn't just – [LGE] didn't happen to have all of these rights 

in the first place. I mean, if [Quanta] bought the chips and if [the previous owner 

of these patents] had held on to some portion of the system patent [instead of 

selling it to LGE] in this case, there is no question that [the previous owner of 

these patents] would [still] have the full opportunity [to enforce the system patent] 

-- that sale didn't exhaust their rights in that patent.71 

Therefore, a licensor in a vertical market may want to consider forming distinct entities to license 

technologies at each level of the market. However, a license may still be implied;72 therefore, the 

licensor will likely want to include a disclaimer of implied license with respect to the patents 

held by the other companies. 

Grant a Covenant-not-to-Sue Instead of a Traditional License Agreement. “There is an 

increasing trend to refuse to grant patent license and only give limited covenant not to assert 

                                                 
71 Id. at Pages 51-52. 
72 See, e.g., Anton/Bauer, Inc. v. PAG, Ltd., 329 F.3d 1343 (Fed. Cir. 2003). 
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because of the concerns over the first sale doctrine.”73 In Jacobs v. Nintendo, the court stated that 

a covenant-not-to-sue would have been sufficient if all Jacobs intended to do through the 

settlement agreement was to free Analog of liability for infringement without granting any rights 

to downstream manufacturers such as Nintendo. Therefore, instead of a license agreement, a 

licensor may instead prefer to grant a covenant-not-to-sue. A covenant-not-to-sue is also 

sometimes referred to as a covenant-not-to-assert or a nonassertion agreement.74 It is a 

contractual agreement that a patent owner will not assert the patent against the other party.75 

While the particulars of drafting a covenant not to sue are beyond the scope of this paper, the 

drafter should generally draft the agreement “carefully with respect to intended limits on scope: 

1. With respect to included patents; 2. With respect to specific entities (think about limits on 

entities to allow for, or prevent the extension of Covenant Not to Assert to other entities as the 

result of mergers or acquisitions); 3. Covenants Not to Assert can include termination provisions 

if claims are asserted against grantor by the grantee.”76 Furthermore, as displayed in Jacobs v. 

Nintendo, a licensee may be reluctant to accept a covenant-not-to-sue, without more, if their 

customers would not be able to use the product as intended. Thus, in order to avoid a fate similar 

to Jacobs, a licensor will want to exercise extreme caution if anything more than a generic 

covenant-not-to-sue is included in the agreement. 

B. Licensee Strategies and Considerations 

                                                 
73 Maureen S. Dorney, Patent Licensing Overview, 895 PLI/PAT 333, 339 (2007) (“Covenants 

not to assert are increasingly being used instead of the grant of a patent license in many types of 

situations where a license (even non-exclusive) is believed to have potential adverse 

consequences (again, here the primary concern is the ability to preserve the right to collect 

downstream royalties or patent exhaustion issues).”). 
74 BRIAN G. BRUNSVOLD & DENNIS P. O’REILLEY, DRAFTING PATENT LICENSE AGREEMENTS 18 

(5th ed. BNA Books 2004) (1984). 
75 Id. 
76 Maureen S. Dorney, Patent Licensing Overview, 895 PLI/PAT 333, 339 (2007). 
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The main objective of a patent licensee, in most cases, is to obtain a reasonable priced 

license for their specific applications while ensuring that their liability for patent infringement is 

eliminated. To the extent possible, the licensee will want to enable their customers to freely 

integrate the licensed components into other products without fear that those products will 

infringe other patents held by the licensor. 

Require that the Licensee Give Notice to their Customers that Use of the Patented 

Component to make Certain Systems Violates the Licensor’s Patents. A licensor will likely try 

to require that a licensee only sell to authorized licensees of the licensor. This will not achieve 

the goals of the patent licensee because they will still be liable for contributory patent 

infringement if they accidently sell to someone who is not also licensed under the patents. 

Compliance with this provision may potentially be problematic given that the licensee may not 

have complete knowledge of other licensees at any given moment. Therefore, like Intel in the 

fact pattern of Quanta v. LGE, a patent licensee should try to negotiate a simple requirement to 

notify their customers of the limited rights prior to the sale. This will completely limit the 

licensee’s potential liability for patent infringement and will be easy to administer. If the licensee 

does not comply, they will only be liable under contract law. The licensor will not necessarily 

preclude the future application of the doctrine of patent exhaustion, but they will likely avoid any 

implied license problems.  

 Use License Provisions to Promote Licensee’s Other Products or Services. During the 

oral arguments in Quanta v. LGE, counsel for LGE explained that Intel negotiated a license that 

would allow their customers to produce systems licensed under LGE’s patents so long as the 

systems only incorporated Intel components: 
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MR. PHILLIPS: . . . [T]here's no serious basis for doubting what Intel 

knew precisely what it was getting in this. It was getting peace on both sides of 

the aisle in terms of litigation, and it knew that there were separate patents here 

and that when it sold the chips it would certainly be entitled to assume that there 

would be exhaustion. That's the provision you read. But when it sells the chips, it 

didn't know and it specifically gave notice that it recognized that that doesn't 

remotely say what the right answer is with respect to the systems and with respect 

to the methods. And that to me, Mr. Chief Justice, is the fundamental distinction. 

CHIEF JUSTICE ROBERTS: Well, they're happy with that because the 

notice says you can't -- you can only use this with Intel products. So they're happy 

with that solution as well.77 

To the extent that a licensee can negotiate additional rights, similar to those obtained by Intel, the 

licensee can help protect their customers from future litigation while promoting additional 

products and services. However, given the outcome in Jacobs v. Nintendo and the problems 

raised by this type of provision in Quanta v. LGE, a licensor may only want to grant a generic 

covenant-not-to sue or a license only extending to patents and claims covering the end products 

sold by the licensee.   

Require an Assignment Clause and Representations in a Covenant-not-to-Sue. Not all 

licensees will be amenable to a covenant-not-to-sue. A licensee interested in a long term 

collaboration to jointly develop products may object to this arrangement because it affords very 

few rights. A licensee in an adversarial licensing situation will likely consider this option 

because their main objective is to discharge their liability for patent infringement. Unlike a 

                                                 
77 Transcript of Oral Arguments in Quanta v. L.G. on January 16, 2008, at Pages 51-52. 
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license agreement, a covenant-not-to-sue is a personal agreement that does not automatically 

bind any subsequent patent owners.78 Therefore, a grantee must make sure that the covenant-not-

to-sue extends to subsequent patent owners.79 Additionally, as in any intellectual property 

agreement, the grantee should also request an express representation of ownership of the 

intellectual property covered by the covenant.80 Furthermore, a covenant-not-to-sue is presumed 

to only cover rights of action the grantor has at the time the covenant is granted.81 A patent 

application does not give the owner a right of action.82 Thus, to the extent that any patent 

applications are encompassed by the agreement, rights in those patents will not be encompassed 

in the covenant.83 The grantee of the covenant will likely want to ensure any patent applications 

and the resulting patents are included in the covenant, as well as an express representation that 

the grantor has a cause of action.84 

IV. Conclusion 

Until the Supreme Court clarifies the scope of the patent exhaustion doctrine in Quanta v. 

LGE, the established case law and current record in Quanta v. LGE are the only guiding lights 

for licensors and licensees navigating the treacherous but desirable path of licensing in vertical 

markets. Licensors will generally want to use a combination of licensing techniques to avoid 

exhausting their patent rights while also ensuring that an implied license is not granted. 

Licensees will want to ensure that their liability for infringement is eliminated. Licensors and 

                                                 
78 Maureen S. Dorney, Patent Licensing Overview, 895 PLI/PAT 333, 339 (2007). 
79 Id. 
80 BRIAN G. BRUNSVOLD & DENNIS P. O’REILLEY, DRAFTING PATENT LICENSE AGREEMENTS 18 

(5th ed. BNA Books 2004) (1984). 
81 Id. 
82 Id. 
83 Id. 
84 Id. 
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licensees alike may find the suggestions set forth above useful in achieving their objectives while 

navigating this path. 


