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Intellectual Property Law Alert - U.S. Supreme Court Intellectual Property
Limits A Patentee’s Ability To Enforce Downstream
Patent Rights

Held: When a patentee sells a patented product, that product is no longer
within the limits of the patent monopoly. Instead, the sale exhausts all
patent rights, which yield to the common law against restraints on
alienation.

In , the U.S. Supreme
Court has ruled that (1) a patentee’s decision to sell a product exhausts
all of its patent rights in that item, (2) its rights are exhausted irrespective
of whether that sale takes place in the U.S. or a foreign country, and (3)
to the extent the patentee has purported to restrict such rights
contractually, it is limited to enforcement through contract law.

Details

A U.S. patent permits its patent holder “to exclude others from making,
using, offering for sale, or selling [its] invention throughout the United
States or importing the invention into the United States.” 35 U.S.C. §
154(a). For a period of 20 years, whoever engages in one of these
activities, “without [the] authority” of the patent holder, may be liable for
patent infringement under 35 U.S.C. § 271(a).

As a general matter, when a patentee sells one of its patented products,
its patent rights in that product are said to be “exhausted.” The effect of
this sale is that “[t]he purchaser and all subsequent owners are free to
use or resell the product just like any other item of personal property,
without fear of an infringement suit.”

Impression Products, a reseller of toner cartridges, refilled and resold
cartridges made by Lexmark. Impression Products was sued for
infringement of two product lines, one consisting of refurbished toner
cartridges resold in the U.S., and another consisting of cartridges sold by
Lexmark abroad and imported by Impression Products. The question
presented in Impression Products was whether post-sale reuse and
resale restrictions constitute “without authority” under the Patent Act such
that they can be enforced through an infringement lawsuit. Secondarily,
the question presented was whether the location of the sale by the
patentee to entities outside of the U.S. would be treated any differently.

In reliance on the language “without authority” as contained in Section
271, the U.S. Court of Appeals for the Federal Circuit had concluded that
patentees were entitled to restrict downstream resale and reuse of their
products. It reasoned that the presumption of exhaustion does not apply
where the seller restricts post-sale use because such sale is “without
authority.”


https://www.supremecourt.gov/opinions/16pdf/16-341_8n59.pdf

U.S. Supreme Court Holding

The Supreme Court decision reversed the Federal Circuit, disagreeing
with the Federal Circuit's characterization of exhaustion as a presumption
and instead concluding that exhaustion is a limit on the scope of the
patentee’s rights. The monopoly provided by the Patent Act is exhausted
by the patentee’s sale, which transfers rights wherein “the buyer is free
and clear of an infringement lawsuit because there is no exclusionary
right left to enforce.”

In addressing the implications of this decision for licensing, the Supreme
Court clarified that, in its view, “[a] patentee can impose restrictions on
licensees because a license does not implicate the same concerns about
restraints on alienation as a sale.” Thus, the sale of the product is the
sale by the licensee, treated “as if the patentee made the sale itself.”

The Supreme Court addressed foreign sales separately. Analogizing to
recent copyright case law, the Supreme Court held that it could likewise
find nothing in the Patent Act that would indicate an intention to restrict
patent exhaustion as to foreign sales.

Takeaways

As the Supreme Court stated, “[e]xhaustion does not depend on whether
the patentee receives a premium for selling in the United States, or the
type of rights that buyers expect to receive. As a result, restrictions and
location are irrelevant: what matters is the patentee’s decision to make a
sale.” Companies with a business model that includes technology
licensing as an integral part of their business will want to consider
reviewing those licenses to ensure sufficient protection and evaluating
their strategy with regard to enforcement of unauthorized downstream use
or sales.

For more information, contact the Barnes & Thornburg attorney with
whom you work or a member of the firm’s Intellectual Property Law
Department in the following offices: Atlanta (404-846-1693), Chicago
(312-357-1313), Columbus (614-628-0096), Dallas (214-258-4200),
Delaware (302-300-3434), Elkhart (574-293-0681), Fort Wayne
(260-423-9440), Grand Rapids (616-742-3930), Indianapolis
(317-236-1313), Los Angeles (310-284-3880), Minneapolis
(612-333-2111), South Bend (574-233-1171), Washington, D.C.
(202-289-1313).
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