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IP monetization refers to a wide range of activities to realize value from intellectual property
rights ownership. It includes traditional licenses, IP auctions, investors that finance IP development or
litigation, patent assertion entities (PAEs), patent pools, strategic IP acquisition companies and invention
capital companies that provide capital and expertise to develop inventions in which they then hold an
interest.
These various IP monetization activities generally involve some form of acquisition of IP rights,
either by license or assignment, and the realization of revenues from those IP rights, either by license or
recovery of infringement damages. Traditional licenses, IP auctions, PAEs, pools, and IP acquisition
companies all fall within one or both of these categories. Antitrust risks arise in the aggregation and
licensing of IP rights. This article reviews the general principles in the antitrust analysis of typical IP
monetization transactions.

___________________________
Published as Chapter 7, IP Monetization 2013: Maximize the Value of Your IP Assets at 313-374 (Practising Law
Institute 2013).

I.

Overview

Historically, the view was that there is an inherent conflict between intellectual property rights
laws that grant “monopolies” and the antitrust laws that prohibit monopoly. An intellectual property right
(IPR) was assumed to confer upon the holder some monopoly.
The IPR laws and the antitrust laws are now commonly viewed as complementary. Both value
innovation, competition and consumer welfare. 1 The view is that the IPR laws do not necessarily confer
monopolies, but confer only the right to exclude others from the areas covered by the IPR. In actuality,
most patents are either never put into practice, or, if practiced, do not convey any market power at all.
Intellectual property rights are considered to be a form of personal property rights. 2 Where the holder of
an IPR tries to extend its market power beyond the scope of the IPR, antitrust laws apply.
Antitrust analysis of transactions involving IPR is highly fact-specific and each scenario should
be analyzed for antitrust risk. This is true even if no risks are immediately apparent, or if a current
transaction seems very similar to a past deal that had little risk.
A.

General Principles

Acquisitions of IPR are unproblematic under the antitrust laws, unless “the effect of such
acquisition may be substantially to lessen competition, or to tend to create a monopoly.” 3 In many cases,
the accumulation of a patent portfolio may have efficiencies in scale. In the context of IP, an acquisition
that crossed the notification thresholds of the Hart-Scott-Rodino Antitrust Improvements Act of 1976
would be reviewed for competitive impact. 4 Acquisitions that were too small to be reported may still be
reviewed at any time under §7 of the Clayton Act.
A monopoly position that is the result of internally developed IPR instead of acquisitions and is
therefore “a consequence of a superior product, business acumen, or historic accident” 5 is inoffensive to
the antitrust laws. The Supreme Court has stated that:
The mere possession of monopoly power, and the concomitant charging of monopoly
prices, is not only not unlawful; it is an important element of the free-market system. The
opportunity to charge monopoly prices – at least for a short period – is what attracts
“business acumen” in the first place; it induces risk taking that produces innovation and
economic growth. To safeguard the incentive to innovate, the possession of monopoly
power will not be found unlawful unless it is accompanied by an element of anticompetitive
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See, e.g., Antitrust Division of the Department of Justice and the Federal Trade Commission Joint 1995
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Intellectual
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Guidelines”)
§1.0
http://www.usdoj.gov/atr/public/guidelines/ipguide.htm; Atari Games Corp. v. Nintendo of North America, Inc., 897
F.2d 1572, 1576 (Fed. Cir. 1990).
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See, e.g., 35 U.S.C. §261 (“[P]atents shall have the attributes of personal property.”).

3

Clayton Act §7, 15 U.S.C. §18.

4

15 U.S.C. §18a.

5

United States v. Grinnell Corp., 384 U.S. 563, 570-71 (1966).
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conduct. 6
The crucial factor in those settings is determining whether an entity with monopoly power has engaged in
anticompetitive conduct and therefore monopolized in violation of §2 of the Sherman Act. This question
in the context of IPR has preoccupied both the Antitrust Division of the Department of Justice and the
Federal Trade Commission in recent years with the increasing variety of IP monetization approaches.7
Enforcement of IPR is one of the areas that have attracted attention, particularly with the
proliferation of non-practicing entities, and the subset of patent assertion entities, that often have the
ability to assert IPR with little exposure to potential counterclaims. However, if the IPR is valid and
enforceable, then actions to enforce it are unlikely to be susceptible to antitrust challenge even if there is
monopoly power. 8
Licenses of intellectual property rights are generally considered pro-competitive. They often
enable the licensor to exploit technology that the licensor may not have the ability to develop or market,
6

Verizon Communications v. Law Offices of Curtis V. Trinko, LLP, 540 U.S. 398, 407 (2004).
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Beginning in 2002, the Federal Trade Commission and the Department of Justice held joint hearings on
“Competition and Intellectual Property Law and Policy in the Knowledge-Based Economy.” The hearings
examined the role of patents in certain industries and fostering innovation, the scope of patents, the role of the Court
of Appeals for the Federal Circuit, refusals to license, common intellectual property licensing practices, patent pools,
standards development, settlements of patent disputes, the impact of many of these activities on consumer welfare,
and comparative international approaches to these issues. Following these hearings, the FTC issued a report in
October 2003, “To Promote Innovation: The Proper Balance of Competition and Patent Law and Policy.”
http://www.ftc.gov/opp/intellect/index.htm. This report focused on the patent system and the role of the Patent
Office, and made several recommendations for improvements in the patent system. The two agencies’ 2007 joint
report, Antitrust Enforcement and Intellectual Property Rights: Promoting Innovation and Competition (2007)
(“DOJ/FTC 2007 IP Report”), summarizes much of the hearings and the literature in the area, and sets forth the
agencies’ analysis of unilateral refusals to license patents, IPR “hold ups” in standards development, and various
IPR licensing practices. Hearings and workshops sponsored by the FTC, DOJ and the U.S. Patent & Trademark
Office continued through May 2010 with a workshop on “The Intersection of Patent Policy and Competition Policy”
(http://www.justice.gov/atr/public/workshops/ip/index.html), and on March 7, 2011 the FTC released a report
entitled “The Evolving IP Marketplace: Aligning Patent Notice and Remedies with Competition” which offers
recommendations on improvements in the patent system, particularly as to notice and remedies.
http://www.ftc.gov/os/2011/03/110307patentreport.pdf In June 2011, the FTC held a workshop on “Patents and
Standard Setting: Tools to Prevent ‘Hold-up’”. http://www.ftc.gov/opp/workshops/standards/index.shtml In
December 2012, the two federal antitrust agencies held a “Patent Assertion Entity Activities Workshop.”
http://www.ftc.gov/opp/workshops/pae/ In January 2013, the agencies issued a “Policy Statement on Remedies for
Standards-Essential
Patents
Subject
to
Voluntary
F/Rand
Commitments.”
http://www.justice.gov/atr/public/guidelines/290994.pdf
8

Professional Real Estate Investors v. Columbia Pictures Industries, 508 U.S. 49 (1993) (lawsuits are
protected by the First Amendment, unless they are “objectively baseless” and brought with anticompetitive intent);
Walker Process Equipment v. Food Machinery & Chemical Corp., 382 U.S. 172 (1965) (seeking to enforce a patent
known to be obtained by fraud on the Patent & Trademark Office may violate the Sherman Act if the other
prerequisites for antitrust liability are met); Handgards, Inc. v. Ethicon, Inc., 601 F.2d 986 (9th Cir. 1979) (fraud is
necessary for any claim under Walker Process, and may be based on knowledge of invalidity or non-infringement
instead of fraud on PTO); Nobelpharma AB v. Implant Innovations, Inc., 141 F.3d 1059 (Fed. Cir. 1998) (Walker
Process and Professional Real Estate Investors are alternative bases to challenge enforcement of IPR); C.R. Bard,
Inc. v. M3 Sys., 157 F.3d 1340 (Fed. Cir. 1998) (fraud in enforcement actions that support antitrust claim may be
based on knowledge of invalidity or non-infringement together with anticompetitive intent); Glass Equip. Dev. v.
Besten, Inc., 174 F.3d 1337 (Fed. Cir. 1999) (Nobelpharma applies to prelitigation conduct to enforce IPR).
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and provide the licensee with access to technology that it could bring to market with its financing,
manufacturing and marketing capabilities. The Antitrust Division of the Department of Justice and the
Federal Trade Commission recognized in their 1995 Antitrust Guidelines for the Licensing of Intellectual
Property (“IP Guidelines”) that licenses might afford efficient exploitation of IPR and enable
complements to come together to the benefit of consumers by lowering costs and speeding the
introduction of new products and services. The key factor is whether the license “harms competition
among entities that would have been actual or likely potential competitors...in the absence” of the
relationship. 9 Therefore, the basic antitrust test for licenses is the rule of reason.
However, the enforcement agencies have also cautioned that the licenses must involve substantial
IPR. The issue is whether the IPR that is being licensed is sufficiently substantial to be licensed and
subject to any related or ancillary restraints contained in the license. The IPR that is the subject of the
license must not be a pretext for an agreement that is in substance a restraint of trade. Thus, for example,
in United States v. Pilkington plc, 10 the Antitrust Division obtained a consent decree settling allegations
that the licenses there related to expired patents and trade secrets for the manufacture of flat glass and
were but pretexts for allocating the worldwide market among competitors, preventing the use of
competing technology and consolidating control of new technology through the use of grant back
obligations.
Licenses among competitors should be closely scrutinized, to ensure that they do not enable
competitors to allocate the market or limit output. Such “horizontal” market agreements are per se illegal.
For example, in United States v. The MathWorks, Inc., 11 MathWorks, Inc. and Wind River Systems, Inc.
competed in the development and sale of software used by aerospace and automotive manufacturers to
design and test dynamic control systems. They entered into agreements that gave MathWorks the
exclusive worldwide right to price and sell Wind River’s MATRIXx product for two years, transferred the
customer support of MATRIXx to MathWorks, required Wind River to stop developing MATRIXx, and
gave MathWorks the option to acquire MATRIXx in two years. The Department of Justice alleged that
these agreements were per se illegal in that they allocated markets and fixed prices in violation of Section
1 of the Sherman Act. The agreements also allegedly unreasonably reduced competition by eliminating
Wind River from the market. The government obtained the divestiture of MATRIXx to restore
competition. 12
Particular types of licenses may require more scrutiny than others, specific types of licensorlicensee combinations may need more review, and the relationships of the IPR involved could require
careful consideration if more than one IPR is involved. Certain types of license restrictions also need
extra care. One court has seemingly endorsed the position that a patent holder can impose onerous license
conditions, such as mandatory cross-licenses and resolution of outstanding litigation, without antitrust
exposure, because a patent holder can after all refuse to license at all on any terms to begin with.13
9

IP Guidelines ¶3.1.

10

1994-2 Trade Cas. (CCH) ¶70,842 (D. Ariz. 1994).

11

United States v. The MathWorks,
www.usdoj/atr/cases/f11300/11369.htm.

Inc.,

No.

02-888-A

(June

21,

2002)

(complaint),

12

United States v. The MathWorks, Inc., No. 02-888-A (E.D. Va. March 17, 2003) (final judgment),
http://www.usdoj.gov/atr/cases/f200800/200890.htm. This case is also an example of conduct that may have been
inoffensive if undertaken by a single entity, but was suspect when engaged in by ostensibly independent entities.
The result may have been different if MathWorks had simply acquired Wind River or the MATRIXx product line.
13

Townshend v. Rockwell International Corp., 2000-1 Trade Cas. (CCH) ¶72,890 (N.D. Cal. 2000).
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However, another court views the position that license restrictions can all be justified by the simple
existence of the IPR being licensed, as being “no more correct than the proposition that use of one’s
personal property, such as a baseball bat, cannot give rise to tort liability.”14 The more prudent approach
in counseling is to assume that IPR holders’ rights are not unlimited. “Intellectual property rights do not
confer a privilege to violate the antitrust law.”15
Trademark licenses less frequently raise the types of issues often seen with patent and copyright
licenses. However, in one case, the Federal Trade Commission alleged that the parties to a trademark
license agreement used the license as part of an agreement to allocate the world market in
microcrystalline cellulose, and obtained a consent order.16 Antitrust issues must be considered when
groups of competitors join to develop a common trademark. 17
Beyond acquisitions and licenses, other transactions involving IPR may also have antitrust risk,
such as standards development, many of which involve IPR. As in most antitrust analysis, the evaluation
of the antitrust implications of such transactions are fact-specific and the transactions are generally
reviewed under the standard of reasonableness.
B.

Guidelines

The Antitrust Division of the Department of Justice and the Federal Trade Commission in 1995
issued the IP Guidelines which are consistent with the current view of IPR and antitrust, and in 2007
issued a joint report reaffirming their basic rule of reason analysis of IPR licenses. 18 The 2010 Horizontal
Merger Guidelines provide guidance on how the agencies review all acquisitions among competitors,
including those involving IPR. 19 An exclusive license is considered an acquisition for purposes of
Clayton Act § 7. These, and other guidelines issued by the federal antitrust enforcement agencies,
provide good road maps to counseling.
The IP Guidelines apply to patent, copyright and trade secrets licenses, not to trademark licenses,
which often have different competition implications. They outline the approach of the federal antitrust
agencies in this area, and apply to patent, copyright and trade secrets licenses the same antitrust principles
used to analyze conduct relating to any other type of personal property.
In their guidelines, the agencies define not only traditional products and services markets that
may be relevant in antitrust analyses,20 but also technology and innovation markets. “Technology
14

United States v. Microsoft Corp., 253 F.2d 34, 63 (D.C. Cir.), cert. denied, 534 U.S. 952 (2001).

15

In re Independent Service Organizations Antitrust Litigation, 203 F.3d 1322, 1325 (Fed. Cir. 2000), cert.
denied, 531 U.S. 1143 (2001).

16

Complaint and Consent Order, FMC Corp. and Asahi Chemical Industry Co., Ltd., File No. 981-0237 (Dec.
21, 2000).

17

United States v. Sealy, Inc., 388 U.S. 350 (1967); United States v. Topco Associates, 405 U.S. 596 (1972).

18

DOJ/FTC 2007 IP Report at 102.

19

IP Guidelines ¶ 5.7. The National Cooperative Research and Production Act covers the acquisition of
patents rights in the context of certain types of R&D joint ventures. 15 U.S.C. §§ 4301-05. See Sections II and
VII.A below.
20

The 2010 Horizontal Merger Guidelines provide general guidance regarding how the agencies determine
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markets” are markets in which companies compete in the licensing of intellectual property. They
consist of the intellectual property that is licensed (the “licensed technology”) and its
close substitutes -- that is, the technologies or goods that are close enough substitutes
significantly to constrain the exercise of market power with respect to the intellectual
property that is licensed.
When rights to intellectual property are marketed separately from the products in which
they are used, the Agencies may rely on technology markets to analyze . . . competitive
effects. . . .
IP Guidelines ¶ 3.2.2. “Innovation markets,” sometimes called research and development or R&D
markets, are defined by the agencies as markets in which firms compete in research and development.
The agencies explain in the IP Guidelines:
A licensing arrangement may have competitive effects on innovation that cannot be
adequately addressed through the analysis of goods or technology markets. For example,
the arrangement may affect the development of goods that do not yet exist. Alternatively
the arrangement may affect the development of new or improved goods or processes in
geographic markets where there is no actual or likely potential competition in the relevant
goods.
IP Guidelines ¶ 3.2.3.
With respect to restrictive terms in licenses, the IP Guidelines provide a safety zone. A restriction
will not be challenged by the federal antitrust authorities if it is not one that is “facially anticompetitive”
and therefore per se violative of the antitrust laws, such as price fixing, and either (a) the parties
collectively hold less than 20% of each of the markets that are affected by the restriction, or (b) where no
meaningful market share data can be obtained, there are at least 4 other independent competitors in the
technology or innovation markets involved.
The 2000 Antitrust Guidelines for Collaborations among Competitors 21 cover collaborations
generally, including those based on IPR and R&D. These guidelines provide a safe harbor where the
innovation market involved has at least 3 independent competitors with the specialized assets or
characteristics, and the incentives, to engage in R&D that are alternatives to the R&D of the
collaboration.
The guidelines are only indicators of the position of the federal enforcement agencies. They are
also only persuasive on the courts. There are other sources of antitrust challenges, such as private parties
and states attorneys generals, who may disagree with the approach of the guidelines. While the guidelines
are generally consistent with the judicial precedents, there are some areas in which the guidelines take a
different view of licenses than the precedents might justify. Nonetheless, the various guidelines provide a
good basis for analysis and counseling.

relevant product and service markets in their antitrust analyses. http://www.ftc.gov/os/2010/08/100819hmg.pdf.
The Guidelines are supplemented by the agencies’ 2006 Commentary on the Horizontal Merger Guidelines.
21

http://www.ftc.gov/os/2000/04/ftcdojguidelines.pdf.
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C.

Key Questions

As in most antitrust counseling, a fact-specific analysis is required. The substance of the
transaction, not the form or the parties’ labeling, is key. Therefore, in counseling clients regarding the
antitrust pitfalls in IPR transactions, there are several key factual questions. The application of antitrust
principles to the answers to these questions will determine the appropriate antitrust advice.
The bottom line is the competitive impact of the proposed transaction. Who are the competitors
that may be affected by the deal? Are the parties actual or potential competitors without the acquisition or
the license relationship? Would the deal result in the elimination of an actual or potential competitor as
an independent market participant, or would any market participant be excluded or handicapped as a
result? What might be the impact on prices and outputs in the markets involved in the transaction? What
might be the impact on incentives to innovate? What might happen to the next generation of products?
Who are developing the next generation of products, and what might be the impact of the license on their
ability or motivation to continue development of the next generation? What might be the impact on the
parties’ market positions? Might the transaction help entrench an already dominant market player?
Would the relationship create opportunities for collusion?
In the case of acquisitions, to reach the bottom line and answer the questions of the transaction’s
competitive impact, the first question is whether the IPR being acquired would be added to a portfolio of
competing IPR, in which case the transaction would be a horizontal merger. The 2010 Horizontal Merger
Guidelines provide a blue print for counseling on such transactions. Other questions include what is the
relevant product and geographic markets, who are the market participants and how big are their market
presence, what are the barriers to entry into those markets, and what efficiencies may result from the
acquisition. How would the transaction change the level of market concentration?
In the case of licenses, the first area to review is the business context of the transaction and the
business reasons for the deal. What is the current relationship of the parties? Are they actual or potential
competitors in the area of the license, or do they holding competing technology? If the parties are actual
or potential competitors, then the prospective licensee may already have technology that competes with or
substitutes for the technology that is being licensed. A license between firms with competing technology,
of some of that technology, would be considered “horizontal”. A license that is considered a “horizontal”
arrangement requires closer scrutiny than a “vertical” arrangement between parties on different levels of a
distribution chain, and the agreement would be scrutinized to determine whether there is an impermissible
restraint between competitors.
If the licensee lacks the capability that the license will provide, then the license is considered a
“vertical” license between “supplier” and “buyer” that will generally be subject to more lenient
examination, even if the parties will be competing in the area of the license. There is much less concern
about anticompetitive effects resulting from transactions that do not interfere with competition that would
probably have taken place absent the arrangement. Vertical licenses generally would not affect any
competition that would have existed absent the license. In vertical licenses, the concerns generally are
that the license may foreclose access to a necessary input or a distribution channel, raise rivals’ costs or
may facilitate coordination among competitors.
Where the parties have technologies that are “blocking”, so that one party cannot exploit its
technology without infringing on the rights of the other party, the situation has both “horizontal” and
“vertical” features. In those cases, the technologies are often competing. On the other hand, each of the
technologies may provide a capability that the other lacks. A key factor would be whether the license is
necessary to resolve a technology impasse and has only the scope needed for that resolution, or whether it
is a pretext for market allocation between competitors.

7

Another approach is to consider whether a licensee would need all the IPR involved in order to be
technically, economically and/or legally viable. Package licenses of basic and improvement patents held
by different entities may be needed to ensure that a state-of-the-art product is enabled. Access to only one
of several blocking or complementary patents will not enable the holder to exploit the technology. Where
there is such a clear business need for the license, there is less likelihood of antitrust issues arising from
the grant of the license. On the other hand, if the business reason for the license is to avoid “ruinous
competition” or “stabilize” the market, antitrust questions are more likely.
Therefore, what is the arrangement that the parties are contemplating? What are the business
goals that they are seeking to achieve by this arrangement, and how will the arrangement help them
achieve those goals? How do the parties contemplate the relationship actually working? The nature of
the IPR involved, and the relationships among the IPRs, if more than one IPR is involved, are important,
along with the business reasons for including the particular IPRs in the license. In answering these
questions, the record should also be reviewed. For example, what do the memoranda, PowerPoint
presentations, and emails of the business persons involved in the transaction indicate?
Once these aspects are determined, there is a context in which to analyze the situation. The
business needs for the arrangement and its terms may help demonstrate the reasonableness of the
transaction.
To answer the bottom line question of the competitive impact of the proposed transaction, as with
acquisitions, it is useful to identify the markets that may be affected by the transaction. What products,
services, geographic areas may be involved? Are we looking at technology or innovation markets? The
market positions of the parties in these markets need to be considered. The existence of competing or
substitute technologies or of potentially competing or substitute technologies to the technology that is
being licensed should be determined; their presence may mitigate any restrictive impact of the transaction
on competition. What are the barriers to entry into any of the affected markets? If it is fairly easy to enter
into the markets, then any anticompetitive impact of the transaction may be easily nullified. Does the
arrangement fall within any of the safe harbors of the guidelines? If any safe harbor applies, then there is
generally little cause for concern, so long as the situation is monitored, particularly when a license is
renewed, to ensure that the pre-requisites for the safe harbor continue to be satisfied.
If it appears that the proposed license may have the potential to reduce competition significantly
in some way, such as by excluding or greatly handicapping competitors or potential competitors, or
cutting output or raising prices, then additional factors needed to be considered. What efficiencies might
the license accomplish that cannot be achieved another way? If there are such efficiencies that are
substantial, then it may offset the potential anticompetitive impact of the arrangement. An important
practical question is, who might complain about the transaction, and what might they do about their
complaints?
If the analysis indicates that there are significant antitrust risks to what the parties are
contemplating, then it is important to explore alternatives. In most cases, a viable alternative arrangement
can be developed that could achieve the parties’ business goals, or a close approximation thereof, without
or with fewer antitrust concerns, upon a closer examination of the business goals and how the parties
expected the original proposed arrangement to accomplish those goals.
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II.

Acquisitions of IPR

The “mere accumulation of patents, no matter how many, is not in and of itself illegal.” 22 On the
other hand, the acquisition of patents in pursuit of a monopolistic scheme may run afoul of the antitrust
laws. The court in Kobe, Inc. v. Dempsey Pump Co., 23 found that a violation of Sherman Act §2 in
acquiring, warehousing and enforcing “every important patent” in the area with the intent to exclude
competition.24 For purposes of the antitrust laws, exclusive licenses are considered acquisitions of the
IPR that is licensed. 25
Under the 2010 Horizontal Merger Guidelines, in reviewing transactions the federal agencies
would seek evidence of adverse competitive effects that may result from an aggregation of IPR that either
compete with each other or together occupy a space, creating a patent “thicket”.26 In the case of ex post
review of a consummated transaction, this evidence may be in the form of actual effects observed. In all
cases, they will also review the experience of similar transactions. Major weight is given to the parties’
market shares and the resulting change and degree of concentration in relevant markets. The nature of the
relationship between the parties is also considered, such as whether they were in substantial head-to-head
competition, and whether one of the parties has been a “disruptive” force in the marketplace, such as
being a “maverick” with a new technology or business model, or an aggressive price cutter.
The parties’ “legislative history” on the transaction will be scrutinized closely. Documents that
say the acquisition will “eliminate your primary competitor” and get “relief from price erosion” are likely
to attract attention. The agencies will also seek input from customers, suppliers, competitors,
complementary products suppliers and industry analysts as to the likely impact of the transaction. There
may also be subsets of customers particularly susceptible to any adverse competitive effects from the
transaction.
The analysis is generally conducted in the context of relevant markets that may be affected by the
transaction. In the context of IPR, relevant markets may include traditional products and services markets
identified in the 2010 Horizontal Merger Guidelines,27 as well as technology and innovation markets
described in the IP Guidelines. 28 The impact of the transaction on market concentration is normally
measured by the agencies by the Herfindahl-Hirschman Index of the sum of the squares of the market
shares of the market participants.29 They categorize markets into 3 levels of post-transaction
concentration: unconcentrated markets with HHI below 1500; moderately concentrated markets with HHI
between 1500 and 2500; and concentrated markets with HHI over 2500. Deals that result in an HHI
22

Automatic Radio Mfg. Co. v. Hazeltine Research, 339 U.S. 827, 834 (1950), overruled in part on other
grounds by Lear, Inc. v. Adkins, 395 U.S. 653 (1969).
23

198 F.2d 416 (10th Cir.), cert. denied, 344 U.S. 837 (1952).

24

See Section III.A.2 below.

25

See Section VII.A below.

26

2010 Horizontal Merger Guidelines ¶2.

27

Id. at ¶4.

28

IP Guidelines ¶¶ 3.2.2, 3.2.3.

29

2010 Horizontal Merger Guidelines at ¶5.3.
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increase of under 100 or a total HHI of below 1500 will generally be considered unproblematic.
Transactions with HHI increases of more than 100 points and a post-deal HHI of 1500-2500 often get
scrutiny. Those transactions with post-deal HHI of over 2500 and HHI increases of between 100 and 200
will also often get scrutiny while those with HHI increases of “more than 200 points will be presumed to
be likely to enhance market power. The presumption may be rebutted by persuasive evidence showing
that the merger is unlikely to enhance market power.” 30
The agencies will consider the likely impact of the acquisition on the pricing of products, the
dynamics of market negotiations, output or capacity, and innovation or product variety. 31 They will also
consider the potential for increased collusion, where there is indication that the particular market is
vulnerable to coordinated competitive conduct and the transaction “may enhance that vulnerability”.32
On the other hand, powerful buyers in the market may sufficiently counter any tendency by the
merged entity to raise prices.33 Ease of entry into the market may also alleviate concerns regarding
anticompetitive effects of the transaction. 34 The test is whether entry is likely (in the sense of being
profitable) and can be completed within a time frame and in scale sufficient to deter or counter the
anticompetitive effects of the deal.
“Merger-specific efficiencies”, those “likely to be accomplished with the proposed merger and
unlikely to be accomplished in the absence of either the proposed merger or another means having
comparable anticompetitive effects”, that “enhance the merged firm’s ability and incentive to compete”,
may be “of a character and magnitude such that the merger is not likely to be anticompetitive in any
relevant market”. 35 In the context of innovation, and thus IPR:
“the Agencies consider the ability of the merged firm to conduct research or development
more effectively. Such efficiencies may spur innovation but not affect short-term pricing.
The Agencies also consider the ability of the merged firm to appropriate a greater fraction
of the benefits resulting from its innovations. Licensing and intellectual property conditions
may be important to this enquiry, as they affect the ability of a firm to appropriate the
benefits of its innovation. Research and development cost savings may be substantial and
yet not be cognizable efficiencies because they are difficult to verify or result from
anticompetitive reductions in innovative activities.” 36
Especially significant in the context of recent sales of major patent portfolio, the agencies
conclude that “a merger is not likely to enhance market power if imminent failure...of one of the merging

30

Id.

31

Id. at ¶6.

32

Id. at ¶7.

33

Id. at ¶8.

34

Id. at ¶9.

35

Id. at ¶10.

36

Id.
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firms would cause the assets of that firm to exit the relevant market.” 37
The goal is to determine whether the aggregation “is likely to encourage one or more firms to
raise price, reduce output, diminish innovation, or otherwise harm customers as a result of diminished
competitive constraints or incentives.” 38 These effects may result from the simple elimination of
competition between the parties to the transaction, or the increased “risk of coordinated, accommodating,
or interdependent behavior among rivals.”39 Complete divestiture or licensing of IPR may be required to
resolve antitrust concerns arising from an aggregation of IPR. 40 A similar analysis is conducted when the
transaction involves competing buyers in a market.41

37

Id. at ¶11.

38

Id. at ¶1.

39

Id.

40

See, e.g., In the Matter of Perrigo Co., FTC File No. 111-0083, 76 Fed. Reg. 45801 (August 1, 2011)
(notice containing proposed consent agreement) (divestiture of assets, including IPR, relating to 6 generic drugs);
United States v. Dean Foods Co., Case No. 10-CV-59 (E.D. Wisc. July 29, 2011) (final judgment) (divestiture of
dairy processing plant and trademark required in acquisition of consumer products division of Foremost Farms USA
Cooperative); In the Matter of Grifois, S.A., FTC Dkt No. C-4322 (Decision and Order, July 22, 2011) (divestiture
of fractionation and plasma collection facilities and Koate pdFVII business and brand name); United States v.
Unilever N.V., Case No. 1:11-Cv-00858 (D.D.C. July 18, 2011) (proposed final judgment) (divestiture of value hair
care brands); In the Matter of Hikma Pharmaceuticals PLC, FTC Dkt No. C-4320 (Decision and Order, June 7,
2011) (divestiture of IPR and assets relating to generic injectable phenytoin and promethazine); In the Matter of
Novartis AG, FTC Dkt No. C-4296 (Decision and Order, October 1, 2010) (divestiture of assets and IPR related to
Miochol-E eye care drug in acquisition of Alcon, Inc.); In the Matter of The Dun & Bradstreet Corp., FTC Dkt No.
9342 (Decision and Order, September 10, 2010) (divestiture required of K-12 database, trademark and associated
IPR); In the Matter of Nufarm Ltd, FTC Dkt No. C-4298 (Decision and Order, September 10, 2010) (divestiture of
IPR and assets related to 3 herbicides in acquisition of A.H. Marks Holding Ltd); In the Matter of The Dow
Chemical Co., FTC Dkt No. C-4243 (Decision and Order, April 3, 2009) (divestiture of Rohm & Haas acrylics
assets and related IPR); In the Matter of Whole Foods Market, Inc., FTC Dkt No. 9324 (Decision and Order, March
6, 2009) (divestiture of 32 Wild Oats stores, IPR); In re Teva Pharmaceutical Industries, Ltd, FTC File No. 0510214 (March 7, 2006) (Decision and Order ) (divestiture of assets relating to 15 drugs to resolve investigation of
merger); In the Matter of Nestlé Holdings, Inc., FTC Dkt No. C-4082 (Decision and Order, November 12, 2003)
(divestiture of Dreamery, Godiva, Whole Fruit brands of ice cream and sorbet); In re Ciba-Geigy, Ltd., 123 F.T.C.
842 (1997) (non-exclusive license to third party of patent rights in HSV-tk gene therapy required in merger of two
companies engaged in gene therapy); The Upjohn Co., 121 F.T.C. 44 (1996) (divestiture required of Pharmacia’s
assets in research, development, manufacture and sale of topoisomerase I inhibitors or the treatment of colorectal
cancer); Glaxo PLC, 119 F.T.C. 815 (1995) (divestiture required of Wellcome’s worldwide research and
development assets in research and development for oral drugs for the treatment of migraine attacks, and Glaxo
required for a 10-year period to obtain FTC approval before acquiring more than 1% of any company engaged in
clinical development, manufacture or sale of migraine drugs). Compare Press Release, Federal Trade Commission,
Federal Trade Commission Closes Its Investigation of Genzyme Corporation’s 2001 Acquisition of Novazyme
Pharmaceuticals, Inc., File No. 021-0049 (Jan. 13, 2004), http://www.ftc.gov/opa/2004/01/genzyme.htm (FTC
closed investigation of merger of only two companies engaged in research and development of enzyme-replacement
treatment for Pompe disease, on basis that treatment primarily used for other ailments for which there are
competitive therapies that would likely counter any effort to exercise market power in treating Pompe disease with
enzyme-replacement therapy).
41

2010 Horizontal Merger Guidelines at ¶12.
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III.

Refusals to License, Tie-ins and Package Licenses

In some instances, the very refusal to license may raise antitrust issues. This refusal may arise in
the context of a request for a license that is rejected, or may arise in the context of a licensor taking the
position that a particular IPR will not be licensed unless the licensee also accepts other IPRs, goods or
services or cross licenses to the licensor.
The patent law provides specifically that:
No patent owner otherwise entitled to relief…shall be denied relief or deemed guilty of
misuse or illegal extension of the patent right by reason of his having…(4) refused to
license or use any rights to the patent; or (5) conditioned the license of any rights to the
patent or the sale of the patented product on the acquisition of a license to rights in
another patent or purchase of a separate product, unless, in view of the circumstances, the
patent owner has market power in the relevant market for the patent or patented product
on which the license or sale is conditioned.
35 U.S.C. §271(d). It should be noted that §271(d)(4) differs from the law in some other jurisdictions,
such as some parts of Europe, which effectively requires the patent holder to use or lose the patent.
Compulsory licenses are more readily accepted in some jurisdictions as remedies for a refusal to license. 42
The antitrust laws provide that “[e]very person who shall monopolize, or attempt to
monopolize…shall be deemed guilty of a felony…” Sherman Act §2, 15 U.S.C. §2. It also prohibits
“every contract, combination…or conspiracy, in restraint of trade…” which in rule of reason situations
generally requires a showing of impact on the market that is often inferred from the existence of market
power. Sherman Act §1, 15 U.S.C. §1. The federal antitrust agencies view unilateral unconditional
refusals to license as generally inoffensive while conditional refusals to license that have competitive
impact will be scrutinized, especially where the prospective licensee has market power in the area of the
IPR to be licensed. 43 Therefore, in this area, the patent law might generally reach a result that is
consistent with that under the antitrust laws.
A.

Refusals to license

The general rule is that “[a] patent owner is not in the position of a quasi-trustee for the public or
under any obligation to see that the public acquires the free right to use the invention. He has no
obligation either to use it or to grant its use to others.” 44 Similarly, there is no general duty to license a
copyright. 45 Therefore, even a monopolist may refuse to license a patent. 46 It would seem unlikely that
42

See, e.g., IMS Health Inc. v. NDC Health Corporation, Case C-418/01, 2004 E.C.R. I-05039 (April 29,
2004); China’s Patent Law Article 48.

43

IP Guidelines §2.2; DOJ/FTC 2007 IP Report at 32.

44

Hartford-Empire Co. v. United States, 323 U.S. 386 (1945).

45

Stewart v. Abend, 495 U.S. 207, 228-29 (1990).

46

However, the FTC obtained a consent agreement from Intel settling charges that Intel violated the antitrust
laws by refusing to disclose some microprocessor trade secrets to customers who were accusing Intel of patent
infringement, unless the licensees licensed their patents to Intel. Intel Corp., 128 F.T.C. 213 (1999). The court
found a genuine issue of material fact in In re Microsoft Corp. Antitrust Litigation, 699 F. Supp. 2d 730 (D. Md.
2010), rev’d and remanded on other grounds sub nom. Novell, Inc. v. Microsoft Corp., 2011 U.S. App. LEXIS
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the essential facilities doctrine 47 can be successfully invoked in such a situation. Moreover, the status of
the essential facilities doctrine is in flux following the Supreme Court’s Trinko decision, in which the
Court expressly refused to endorse or repudiate the doctrine but commented that requiring owners of an
essential facility to “share their advantage” with rivals “may lessen the incentive for the monopolist, rival,
or both to invest in those economically beneficial facilities,” compels the courts to “act as central
planners,” and compels “negotiation between competitors [that] may facilitate … collusion.”48
However, a concerted refusal to license is suspect; it can be considered a group boycott. For
example, a cross-license that requires joint approval of the parties before any of the IPR involved is
licensed to a third party may be questionable. Thus the NFL’s licensing system, particularly refusals to
license under that system, was concerted action subject to the rule of reason. 49 In the copyright area, the
Second Circuit has concluded that there may be an antitrust claim if copyright holders agree to limit
licenses to third parties. In PrimeTime 24 Joint Venture v. NBC, 50 a retransmitter alleged that major
broadcast television networks, local affiliates and the National Association of Broadcasters not only
brought baseless infringement suits against it, but also agreed not to license future re-transmission rights
to it. 51
A refusal to license in order to exclude potential competitors from the market place may be an
antitrust violation, if that exclusion extends beyond simply excluding others from use of the IPR. In Data
General Corp. v. Grumman Systems Support Corp., 52 the court held that copyright confers no automatic
antitrust immunity for a unilateral refusal to license. However, that court also indicated that an intent
merely to exclude others only from using the copyright is a presumptively valid business justification for
a refusal to license, so that no violation of the Sherman Act would be found.

9062, 2011-1 Trade Cas. (CCH) ¶77,434 (4th Cir. 2011), where Microsoft allegedly, among other conduct, refused to
license its logo to plaintiff, a competitor in word-processing and spreadsheet applications, while licensing the logo to
others who did not pose a similar competitive threat. Nonetheless, a patentholder is not required to continue to
license its technology when it is promoting newer technology. See, e.g., IBM v. Platform Solutions, Inc., 658 F.
Supp. 2d 603, 613-14 (S.D.N.Y. 2009).
47

The essential facilities doctrine comes into play when an entity (1) with monopoly power in one market
which is an input for another market, (2) is also a competitor in that second market, and (3) uses that monopoly
power against competitors in the second market by denying access to the input. The competitor in the second
market seeking access must show that (a) the IPR owner controls that essential facility, (b) the competitor cannot
practically duplicate that “facility”, and (c) it would have been feasible for the IPR owner to provide access to the
IPR. See, e.g., United States v. Terminal R.R. Ass’n, 224 U.S. 383 (1912); MCI Communications Corp. v. AT&T,
708 F.2d 1081, 1132 (7th Cir.), cert. denied, 464 U.S. 891 (1983); Montgomery Co. Ass’n of Realtors, Inc. v. Realty
Photo Master Corp., 878 F. Supp. 804, 817 (D. Md. 1995), aff’d, 91 F.3d 132 (4th Cir. 1996).

48

Verizon Communications Inc. v. Law Offices of Curtis V. Trinko, LLP, 540 U.S. 398, 408 (2004).

49

American Needle, Inc. v. National Football League, 130 S. Ct. 2201 (2010).

50

219 F.3d 92 (2d Cir. 2000).

51

Conversely, joint action by potential licensees refusing to negotiate with a patent holder or seeking
common license terms may be a group boycott in violation of the antitrust laws. See, e.g., Jones Knitting Corp. v.
Morgan, 361 F.2d 451 (3d Cir. 1966); OLA, LLC v. Builder Homesite, 661 F. Supp. 2d 668 (E.D. Tex. 2009); Sony
Electronics Corp. v. Soundview Technologies, Inc., 157 F. Supp. 2d 180 (D. Conn. 2001).

52

36 F.3d 1147 (1st Cir. 1994).
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In Image Technical Services, Inc. v. Eastman Kodak Co., 53 Kodak changed an existing policy and
stopped selling patented and unpatented parts to independent service organizations that repaired Kodak
copier equipment in competition with Kodak’s service business. The U.S. Supreme Court had held earlier
that the plaintiffs can go to trial on their claim that Kodak tied its patented parts to its unpatented parts,
and that Kodak may have market power over its installed base of customers in the aftermarket parts area
because those customers may not be able to switch from Kodak equipment without significant costs. 54
On remand, the jury found that Kodak had used its market power in the supply of patented parts to its
installed base of customers to obtain market position in the supply of service and unpatented parts to
those customers. The Ninth Circuit found that the patentee’s statutory right to exclude others from the
area covered by the patent creates a rebuttable presumption of a valid business justification for a unilateral
refusal to license or sell under the patent. However, the use of that right to exclude, to extend the market
power of the patent to a market beyond the scope of the patent, may be monopoly-leveraging offensive to
the antitrust laws. 55 The Court of Appeals concluded that the presumption of valid business justification
was rebutted by a showing that Kodak refused also to sell or license its unpatented and uncopyrighted
parts, while its patented or copyrights parts accounted for only a small percentage of replacement parts for
its equipment.
In comparison, in In re Independent Service Organizations Antitrust Litigation, 56 the Federal
Circuit found that Xerox did not violate the antitrust laws by its refusal to sell patented replacement parts
to independent service organizations that service and repair Xerox copiers in competition with Xerox.
CSU, an ISO, claimed that Xerox monopolized the market of the service and repair of Xerox copiers.
The Federal Circuit concluded that Xerox had no obligation to sell or license its patented parts. That
court found that Xerox’s motivation for its unilateral refusal to sell or license its patented parts is
irrelevant. It reasoned that there should be antitrust liability only if there was illegal tying, fraud on the
Patent & Trademark Office in connection with the patent, or sham litigation to enforce the patent. CSU
didn’t claim that Xerox tied its patented parts to its unpatented parts, or allege that there was fraud on the
PTO or sham litigation by Xerox. The court stated that, since Professional Real Estate Investors, Inc. v.
Columbia Pictures Industries, Inc., 57 protects litigation to enforce IP rights in such situations, that
precedent also protects refusals to license in such situations. It found that there could be no antitrust
liability if the competitive impact of the refusal to deal was in a market within the scope of the patent.
The Federal Circuit also applied the logic of Data General to copyrighted software and manuals relating
to the copiers, and found that Xerox’s motivation was irrelevant where there was no evidence that the
copyrights were improperly obtained or used to gain monopoly power beyond the scope of the copyright.

53

125 F.3d 1195 (9th Cir. 1997), cert. denied, 523 U.S. 1094 (1998).

54

Eastman Kodak Co. v. Image Tech. Servs., Inc., 504 U.S. 451 (1992).

55

On the other hand, the continuing vitality of the monopoly-leveraging theory is in doubt with the Supreme
Court’s decision in Trinko, 540 U.S. at 415 n. 4 (“to the extent the court of appeals [in considering monopolyleveraging] dispensed with a requirement that there be a ‘dangerous probability of success’ in monopolizing a
second market, it erred”), citing Spectrum Sports, Inc. v. McQuillan, 506 U.S. 447, 459 (1993). See also In re
Independent Serv. Orgs. Antitrust Litig., 114 F. Supp. 2d 1070, 1088-89 (D. Kan.), aff’d, 203 F.3d 1322 (Fed. Cir.
2000), cert. denied, 531 U.S. 1143 (2001) (“A patentee may unilaterally exclude others…even if such conduct
allows the patentee to obtain monopolies in multiple markets.”).
56

203 F.3d 1322 (Fed. Cir. 2000), cert. denied, 531 U.S. 1143 (2001).

57

508 U.S. 49 (1993).
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1.

Standard Essential Patents

An area that is arousing increasing controversy is that of the alleged refusal to license patents
essential to comply with a standard, or to license standards essential patents on reasonable and nondiscriminatory (RAND) or fair, reasonable and non-discriminatory (FRAND) terms. 58
In an unusual action, the FTC charged Negotiated Data Solutions LLC (“N-Data”) with violating
§5 of the FTC Act, without alleging any violation of the Sherman Act, claiming that N-Data’s repudiation
of its predecessor’s commitment to a standards development organization (SDO) regarding royalties for
patented technology in a standard was both an unfair method of competition and an unfair practice.59 NData settled the action by agreeing to honor the commitment and refrain from asserting patent claims on
the license fees. 60
The development processes for standards have also been subject to antitrust challenge and are
discussed in Section XII.
2.

The Non-Use of Acquired Patents May Create Antitrust Risk

The analysis may differ where the refusal to deal is accompanied by non-use of the IPR by the
IPR holder, so that the IPR is not being used at all. The IPR is being withheld from the marketplace
entirely. In that case, there may be a differentiation between “suppressed” IPR that was developed by the
58

E.g., Broadcom Corp. v. Qualcomm, Inc., 501 F.3d 297 (3d Cir. 2007); Microsoft Corp. v. Motorola, Inc.,
2012 U.S. Dist. LEXIS 78670 (W.D. Wash. 2012); Hon Hai Precision Indus. v. Molex, Inc., 2009 U.S. Dist. LEXIS
9165 (N.D. Ill. 2009); Research in Motion v. Motorola, Inc., 644 F. Supp. 2d 788 (N.D. Tex. 2008). While both the
EC and the Department of Justice have recently cleared acquisitions of major patent portfolios that included
standard essential patents, they did so in the context of having F/RAND commitments by the acquirers and
jurisdiction to investigate any later breaches of those commitments. European Commission, “Mergers: Commission
approves acquisition of Motorola Mobility by Google” (Press Release IP/12/129, February 13, 2012)
http://europa.eu/rapid/pressReleasesAction.do?reference=IP/12/129 (visited July 30, 2012); Case No.
COMP/M.6381
Google/Motorola
Mobility
[2012]
C(2012)
1068
http://ec.europa.eu/competition/mergers/cases/decisions/m6381_20120213_20310_2277480_EN.pdf (visited July
30, 2012); European Commission, “Antitrust: Commission opens proceedings against Motorola” (Press Release
IP/12/345,
April
3,
2012)
http://europa.eu/rapid/pressReleasesAction.do?reference=IP/12/345&format=HTML&aged=0&language=EN
(visited August 9, 2012); U.S. Department of Justice Antitrust Division, “Statement of the Department of Justice’s
Antitrust Division on its Decision to Close its Investigations of Google Inc.’s Acquisition of Motorola Mobility
Holdings Inc. and the Acquisition of Certain Patents by Apple Inc., Microsoft Corp. and Research in Motion Ltd.”
(Press Release February 13, 2012) http://www.justice.gov/atr/public/press_releases/2012/280190.pdf (visited July
30, 2012). See also, e.g., European Commission, “Antitrust: Commission opens proceedings against Samsung”
(Press
Release
IP/12/89,
January
31,
2012)
http://europa.eu/rapid/pressReleasesAction.do?reference=IP/12/89&format=HTML&aged=0&language=EN&guiLa
nguage=en (visited August 9, 2012)
59

Complaint, In the Matter of Negotiated Data Solutions LLC, Dkt. No. C-4234 (FTC Sept. 22, 2008),
http://www.ftc.gov/os/caselist/0510094/080923ndscomplaint.pdf
60

Decision and Order, In the Matter of Negotiated Data Solutions LLC, Dkt. No. C-4234 (FTC Sept. 22,
2008), http://www.ftc.gov/os/caselist/0510094/080923ndsdo.pdf In Vizio v. Funai Electric, 2010 U.S. Dist. LEXIS
30850 (C.D. Cal. 2010), claims similar to those made against N-Data were upheld on the basis of United States v.
Line Materials Co., 333 U.S. 287, 314 (1948), that a violation of Sherman Act §1 occurred when a patentee that
participated in developing a standard and made a FRAND commitment, transferred the patent to the defendant with
the understanding that the assignee would repudiate the FRAND commitment and share the profits.
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IPR holder and “suppressed” IPR that was acquired by the IPR holder from others. The standard may be
stricter for conduct relating to acquired technology than that for internally developed technology.
Where the IPR holder developed the technology, the inventor is entitled to a patent if the
technology was patentable, even if there was an intent not to use or license the patent.61 A monopoly that
might result from such non-use of a patent is not an antitrust violation. It is unlikely that an essential
facilities theory would prevail, since the technology is not being used at all.
On the other hand, if the technology that is being “warehoused” was acquired, a different analysis
might apply. The acquisition of technology is subject to Clayton Act §7 and Sherman Act §2, although
the mere accumulation of patents in a single field, no matter how many, is not an antitrust violation.62
Problems may arise, however, based on the intent of the acquirer and how the acquisition of the patents
affected competition. For example, in Kobe, Inc. v. Dempsey Pump Co., 63 the court found that there was
acquisition, non-use and vigorous enforcement of “every important patent” in the field with the intent to
exclude competition. The patent holder also obtained covenants not to compete from the sellers of the
patents that were acquired, and widely publicized its infringement suits enforcing its patent portfolio. The
court there found that the result was a “complete monopoly of the business relating to hydraulic pumps
for oil wells.”
Nonetheless, even if there is suspect suppression of acquired technology by the patent holder, the
inventor of the technology who sold it may not have antitrust standing to challenge the subsequent
suppression of the technology. 64 Moreover, even though the case did not involve IPR but regulated
telecommunications services, the reasoning of the Supreme Court in Trinko would appear to apply to
refusals to license and raise significant doubts as to when, if ever, such a refusal may rise to the level of
an antitrust violation, especially in the context of 35 U.S.C. §271(d)(4).
B.

Tie-ins

If a client wants to grant a license, but only if another patent is licensed or another good or service
is purchased by the licensee, use caution. The bundling of a license with another license, good or service
can create significant antitrust exposure.
For a tie involving a patent to be per se offensive to the antitrust laws, the following need to be
demonstrated: (1) the patent used as the tying item has market power; (2) in order to obtain a license on
the patent, the licensee is required to take something else from the patent holder, an entity related to the
patent holder, or an entity that will give the patent holder an economic interest in the transaction involving
the tied item; and (3) a substantial volume of the tied item is involved. 65 If these three attributes are not
all present, a tie would not be per se offensive to the antitrust laws, but might still be found to be an

61

Hartford-Empire Co. v. United States, 323 U.S. 386, clarified 324 U.S. 570 (1945).

62

Automatic Radio Mfg. Co. v. Hazeltine Research, Inc., 339 U.S. 827, 834 (1950).

63

198 F.2d 416 (10th Cir.), cert. denied, 344 U.S. 837 (1952).

64

See, e.g., McDonald v. Johnson & Johnson, 722 F.2d 1370 (8th Cir. 1983), cert. denied, 469 U.S. 870
(1984); Alling v. Universal Manufacturing Corp., 5 Cal. App. 4th 1412, 7 Cal. Rptr. 2d 718 (Ca. App. 1992).
65

See, e.g., Eastman Kodak Co. v. Image Technical Services, 504 U.S. 451 (1992); Northern Pac. Ry. v.
United States, 356 U.S. 1, 5-6 (1958).

16

unreasonable restraint of trade, 66 which is much more difficult to demonstrate if the attributes are absent.
The federal antitrust agencies have indicated that they would balance the anticompetitive effects and
procompetitive efficiencies of a tie involving IPR. 67
The early common presumption that an IPR conveyed market power was eventually abandoned in
the IP Guidelines, the patent law, and most modern lower court case law.68 The Supreme Court
eliminated any doubt by ruling in Independent Ink, Inc. v. Illinois Tool Works, Inc.69 that there is no
presumption that a patent conveys market power. After reviewing its precedents on tie-ins, particularly
where patents were involved, and the 1988 amendment to section 271(d)(5) of the Patent Act expressly
renouncing any presumption of market power in a patent, the Supreme Court concluded there was no
basis for any such presumption surviving in the antitrust context. Therefore, tying arrangements
involving patents are unlawful only if there is proof of market power in the tying patent.
A tie can be found not only by express agreement, but also by conduct. For example, in C.R.
Bard, Inc. v. M3 Systems, Inc., 70 the court found that modifying a patented biopsy gun so that only the
patent holder’s needles can be used with the gun effectively imposed a tie.
For intellectual property, a finding of a tie may have repercussions beyond antitrust. If a tie in
violation of the antitrust laws is found, then it is also a misuse of the patent, in which case the patent
holder cannot enforce the patent against any infringer at all, until the misuse has been purged.
The existence of an impermissible tie may arise in the context of patent pools and package
licenses. In the copyright area, the block booking of movies is still a source of tying claims. In those
cases, a film distributor requires movie theatres to book less desirable films in order to be permitted to
exhibit a potential blockbuster. Trademark licenses, especially in the context of franchises, often raise
issues of improper tie-ins. 71
The initial question in evaluating a tie is the business reason for the tie. If separate IPRs are
involved, are they blocking or complementary IPRs, so that it is as a practical matter not feasible to use
only one of the IPRs without also using the other? If the IPRs are complementary or blocking, then there
is a substantial business reason for the tie.
If the IPR is being tied to something that is distinct and not needed to practice the IPR being
licensed (or, if needed, obtainable elsewhere), then the market power commanded by the IPR needs to be
66

See, e.g., United States v. Microsoft Corp., 253 F.3d 34, 95-97 (D.C. Cir. 2001); Static Control
Components v. Lexmark International, 487 F. Supp. 2d 861, 869 (E.D. Ky. 2007).
67

DOJ/FTC 2007 IP Report at 114.

68

See, e.g., 35 U.S.C. §271(d)(5); Orion Electric Co. v. Funai Electric Co., 2002 WL 377541 (S.D.N.Y. Mar.
11, 2002).

69

547 U.S. 28, 126 S. Ct. 1281, 1293 (2006).

70

120 F. Supp. 2d 1145 (N.D. Ill. 2000).

71

See, e.g., Susser v. Carvel Corp., 332 F.2d 505 (2d Cir. 1964), cert. dismissed, 381 U.S. 15 (1965); Siegel
v. Chicken Delight, Inc., 448 F.2d 43 (9th Cir. 1971); Redd v. Shell Oil Co., 524 F.2d 1054 (10th Cir. 1975); Principe
v. McDonald’s Corp., 631 F.2d 303 (4th Cir. 1980); Krehl v. Baskin-Robbins Ice Cream Co., 664 F.2d 1348 (9th Cir.
1982); Packaging Supplies, Inc. v. Harley-Davidson, Inc., 2009 U.S. Dist. LEXIS 25732 (N.D. Ill. 2009).
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examined. The market position of the tying technology may be insignificant, or there may be several
competing technologies, in which case the tie is not a per se violation of the antitrust laws and also
unlikely to be found to be an unreasonable restraint on trade. This may be the case especially with new
and untried technology, which the holder might package with other items to increase its attractiveness to
potential licensees. However, if the tying technology is the dominant technology, then there may be
market power that is being abused by the tie. In the context of patents particularly, the situation must be
monitored over time. A patent that may not have any market power when a license was first issued, may
have substantial market power when the license is up for renewal.
The impact of a tie involving IPR with substantial market power must be examined. The extent
of the exclusion of other suppliers of the tied item from potential customers is an important factor; these
competing suppliers may be denied significant access to the marketplace, if their likely customers are
buying the tied item from the IPR holder and not from them because of the customers’ need for the tying
IPR.
C.

Package Licenses

A package license might be characterized as a tie in which both the tying item and the tied item
are IPR. 72 The licensor bundles several patents and/or technologies into one license. The reasoning of
LePage’s Inc. v. Minnesota Mining and Manufacturing Co., 73 regarding the antitrust analysis of loyalty
rebates and discounts, might indicate that certain royalty structures can be construed to create package
licenses.
The key question is the need for such a package license. What are the relationships among the
technologies that are bundled in the package? Are they complementary technologies that must be used
together to make a complete product or service? Are they basic and improvement technologies that
should be used together to produce state-of-the-art results?
If there is no need to have the technologies in one package, then the question is what is the
business need for the package. A more appropriate arrangement may be separate licenses for each of the
patents or technologies in the proposed package, or at least to have separate licenses also available along
with the package. The arrangement might otherwise be susceptible to challenge as a tie-in arrangement
offensive to the antitrust laws, particularly if the tying technology has market power.
IV.

Patent Pools

Patent pools may be viewed as packages of technologies from more than one source.74 Two or
more technology owners may license their technologies to each other, with the right to sublicense to
others, or they may license their technology to a third party that will sublicense the pooled technology to
72

See, e.g., IP Guidelines ¶5.3. Cf., U.S. Philips Corp. v. International Trade Commission, 424 F.3d 1179
(Fed. Cir. 2005), cert. denied, 126 S. Ct. 2899 (2006) (in context of patent misuse, a package license does not
require the licensee to use all the IPR licensed).
73

324 F.3d 141 (3d Cir. 2003), cert. denied sub nom. 3M Co. v. LePage’s Inc., 542 U.S. 953 (2004).

74

Blanket licenses in the copyright context might be analogous to patent pools. Broadcast Music Inc. v. CBS
Inc., 441 U.S. 1 (1979). The Department of Justice found unobjectionable a non-exclusive web-based joint news
registry that the Associate Press organized, into which content owners place material that may be licensed
individually or otherwise by methods the owners select. Business Review Letter of Antitrust Division, Department
of Justice, dated March 31, 2010, relating to AP news registry.
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others.
Participating in pools is not uncommon, especially in the high tech and standard setting
contexts. 75 Pools are often pro-competitive and expedite the exploitation of technology. They may
facilitate the integration of complementary technologies, reduce transaction costs, clear blocking
positions, and avoid costly infringement litigation. Yet, the creation and administration of a patent pool
can pose serious antitrust risk as pools may restrict competition among the contributors of IPR to the pool
and in markets downstream from the pool, and may also dampen innovation.76 Package licenses from the
pool may raise tying issues. 77 Key elements of the pool, such as purpose, scope, administration, and
control of the flow of competitive data among pool members, must be carefully considered. 78
The first key question is the purpose of the pool. Often that explains the need to have all the
technologies in a pool to provide common access to licensees. If the separately owned technologies
placed in the pool are blocking or complementary technologies, then a pool may be the only practical way
to exploit these technologies and the federal agencies view such pools as typically procompetitive.79
Otherwise, a license of only one of the technologies involved may have little value, since the licensee
would not have assurance of access to the other technologies that are needed along with the licensed
technology.
Even if some of the technologies being pooled should be packaged, each of the technologies
being pooled should be reviewed to determine whether that technology needs to be pooled with the others
to fulfill the purpose of the pool and provide potential licensees with a package of technologies from
different sources that will enable the licensees to produce a good or service. If the pool has only the
technologies needed to fulfill the purpose of the pool, then the pool is probably pro-competitive; it
enables a stronger offering to potential licensees and access to the market for the owners of the
technologies. In that case, even if the pool will be the only source of such a package of technologies, its
creation is unlikely to be challenged as anti-competitive.
If the technologies that are being pooled are not blocking, complementary, or a basic technology
and its improvements, then the business reasons for creating the pool should be determined. Concerns
that may be raised by these considerations are amplified if the parties are actual or potential competitors
outside the pool, in the area that is covered by the pool, especially if they hold significant market
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positions. 80
If in fact the technologies being pooled are substitutes for each other, so that they are really
competing technologies and practicing one of them will not infringe on any of the others, the better
approach may be for the technologies not to be pooled but for the technology owners to compete for
licensees and license their technologies independently. The pool may include more technology than is
warranted. However, if the “duplicative” technologies cannot be fully utilized on a “standalone” basis,
but must be combined with other technologies that are available only in the pool, that may justify
including those “duplicative” technologies in the pool. 81 One approach may be to have all technologies
be contributed to the pool on a non-exclusive basis and to remove the “duplicative” technologies from the
pool, so that the “duplicative” technologies can be licensed in competition with the pool, perhaps in a
competing pool together with complementary technology that was contributed to the pool on a nonexclusive basis.
The federal antitrust agencies have favored the use of third party technical experts to determine
which technologies should be included in the pool, and some major patent pools have been organized
with such a system. 82
Beyond the antitrust pitfalls of over-inclusion in patent pools and package licenses from such
pools, the case of U.S. Philips Corp. v. International Trade Commission, 83 is a reminder that package
licenses are also subject to attack as patent misuse rendering all the patents in the license unenforceable.84
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Restrictions on the contributors to the pool should be reviewed for their potential impact. The
central issue with restraints relating to a pool is whether they are reasonably ancillary to the pool’s
legitimate purpose. Are the licenses of technology to the pool exclusive, so that the technology owners
may not license the technology directly to others? Are the technology owners free to develop
improvements without being required to contribute those improvements to the pool? If improvements
must be licensed to the pool, what terms will be required? The federal antitrust agencies are concerned
that requirements to license future technology to the pool at minimum cost may dampen participants’
incentives to innovate, since free riding may be facilitated.85 Any collateral agreements relating to the
pool should be reviewed. There should be a clear business reason for agreements that relate to the
functioning of the pool.
The administration of the pool also needs to be carefully arranged. The better approach may be to
have a third party administer the pool, negotiate with licensees and establish terms and royalties. The
policy of the pool should be to make licenses generally available to all financially qualified applicants,
and to charge royalties that are related to the particular package of technologies licensed. Antitrust
exposure may be lessened if the royalties charged by the pool are small relative to the value of the
downstream products incorporating the pool’s IPR. Tie-in implications should be considered. Grantback
requirements should be carefully limited. Firewalls among pool participants and the pool may be
appropriate, to ensure that data flows and activity coordination are limited to that needed for the
functioning of the pool.
Finally, the pool’s impact on future innovation should be considered.86 What might be the impact
of the pool, as structured, on the incentives to continue to develop new technology in the area?
V.

Cross Licenses

Unlike the other situations discussed in this article, there is a two-way technology flow in a crosslicensing situation. The parties in a cross-license are licensing their respective technologies to each
other. 87 They might be viewed as a subset of patent pools.
As in other situations where more than one IPR are involved, a key issue is the need for the crosslicense. Does each of the parties need the technology of the other in order to fully utilize its own
technology? Are the parties’ technologies complementary, so that neither can bring a product or service
to market without having access to the other’s technology? Or are the parties’ technologies blocking each
other, so that each cannot use its own technology without infringing upon the other’s rights? Is one
party’s technology an improvement upon the other’s, so that the first can’t use its technology without
infringing on the other’s rights, but the other cannot provide a competitive product or service without the
first’s improvement? In these types of situations, a cross-license may be the only practical way of
enabling the parties to fully exploit their technologies.
On the other hand, if the parties do not need both sets of technologies in order to fully exploit
¶75,229 (D.N.J. 2006) (granting motion to dismiss allegation of an illegal patent pool because plaintiff had not
proved the pool to be a per se tying arrangement, citing Philips).
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their own technology, then the question must be asked why there is the linkage of the technologies in a
cross-license. Separate and independent licenses of the parties’ technologies might be more appropriate.
VI.

License Restrictions Generally, Particularly in Networks of Licenses

Just as licenses are generally beneficial to the exploitation of IPR and to consumer welfare,
restrictions in licenses are often recognized to be pro-competitive, by enabling the efficient and effective
exploitation of IPR, and preventing free riding. Therefore, most license restrictions are tested under the
reasonableness standard. For example, field of use restrictions, limiting the licensee’s right to practice the
licensed IPR to a particular industry, customer group or product type, are common and generally
inoffensive to the antitrust laws. In many situations, such as an agreement by the licensee not to
challenge the validity of the licensed patent 88 or restrictions on resale of a patented product,89 patent
concerns may be greater than antitrust concerns.
For most license restrictions, key questions are whether the restriction enables the licensor to
exert control beyond the scope of the patent and whether the restriction is reasonable and ancillary to a
“commercially supportable” license that is not a sham for anticompetitive purposes. 90 Therefore, the
restriction should be reasonably related to the licensed IPR. If there are questions about the competitive
impact of the restriction, who may complain about the restrictions and what are possible alternatives
should be considered. Where the licensor holds substantial market power, even restrictions that generally
raise little controversy may come under antitrust attack. The FTC reached a settlement with Intel
regarding its practices that allegedly limited access to computer Central Processing Unit and Graphics
Processing Unit markets, which required modifications to the change of control terms in licenses with 3
of its competitors, to decrease the potential of those terms to limit the ability of the competitors to enter
into mergers or joint ventures or to raise capital.91
Some license restrictions are considered per se violations. As a matter of counseling, clients
should be advised against attempting to dictate the terms, particularly prices, at which licensees sell
products produced under license. 92 Less often, the parties may attempt to restrict the terms at which the
licensor will license to others. That should also be avoided.
A network of licenses with licensees who compete with each other should also be reviewed to
ensure that it does not actually effectuate a cartel among the licensees, using the licensor as a hub and
conduit. Exclusive territories and output limitations that are unilaterally imposed by a licensor on its
licensees may be reasonable as a method to exploit its IPR efficiently and effectively. However, if such
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terms are included in other licenses granted by the licensor at the behest of licensees, they are suspect.93
The business reasons for the terms should be explored. It is not uncommon that the business
goals can be achieved, or approximated, by alternative license terms that are less suspect under the
antitrust laws. For example, if the concern is that the licensee may sell the licensed product at such a low
price that a percentage royalty will yield little revenue for the licensor, then the royalty might be set at the
greater of a minimum dollar amount per unit and a percentage of the licensee’s revenues.
VII.

Exclusivity

Although exclusivity is common in licenses, it can lead to antitrust concerns. Whether a license
is exclusive is determined by its substance, and how it is actually implemented, not by how the parties
label it. An exclusive license is tested under the rule of reason. A key factor in the test is whether the
parties would be actual or potential competitors absent the license.
A.

Exclusive License

It is common that a licensor will agree not to license others in a specified area, be it geographic,
use or customer group, and not to practice the IPR itself in that area. With this exclusivity, the licensee
has the security of knowing that it is the only holder of the IPR in the area, and can devote its best efforts
to exploiting the IPR without concern about free riders. Exclusive licenses are generally acceptable under
the antitrust laws especially if other potential licensees can license similar technology from others, or if
the exclusivity is unlikely to have significant impact on prices or output levels in the market generally
even if specific competitors may be adversely affected. In many situations, exclusive licenses can be
viewed as simply substituting the licensee for the licensor in the marketplace, and therefore not changing
the competitive landscape. Moreover, refusals to license are generally not offensive to the U.S. antitrust
laws. 94 In the rare case whether the licensor controls IPR that is an essential input for some products or
services, then exclusive licenses might be attacked under the essential facilities doctrine.95
An exclusive license may also be viewed as the acquisition by the licensee from the licensor of
the licensed IPR. The scope and terms of the license (such as a license of all rights under a patent for the
remaining life of the patent) may have the effect of a transfer of the IPR for all practical purposes. In that
case, Clayton Act §7, 15 U.S.C. §18, would apply, to determine whether the transaction is an acquisition
that may tend to lessen competition or create a monopoly. 96
An exclusive license may raise concern under §7 if the licensor and licensee are actual or
potential competitors in the area in which the IPR is practiced, and there are few other competitors in that
market. An exclusive license in that context may result in the exit from the market of one of the few
competitors, leaving the market even more concentrated, and may violate §7. Similarly, an exclusive
license may raise concern if the licensee is already the owner or exclusive licensee of a substantial
amount of competing technology, so that the acquisition of the licensed IPR may result in the licensee
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holding much of the IPR in the area. 97
In the Matter of Biovail Corporation 98 is a case where the exclusive license of an essential input
foreclosed competition from the licensee’s competitors. Biovail manufactured and sold the drug Tiazac.
When Andrx Pharmaceuticals, Inc. developed a generic version of this drug and certified to the FDA that
it did not infringe any patents, Biovail entered into an exclusive license with DOV Pharmaceuticals, Inc.
for a patent covering a unique formulation of the active ingredient in Tiazac. Biovail then attested that
this patent covered the approved formulation of Tiazac, which prevented the FDA from granting final
approval to Andrx’s generic equivalent, and forced Andrx to defend its product. Thus, Biovail’s
exclusive license raised substantial barriers to entry into the market and gave it the power to exclude
competition. Biovail entered into a consent decree with the FTC which required it to return part of the
rights to the DOV Pharmaceuticals patent and prohibited it from taking any action that would trigger
additional statutory stays on final FDA approval of a generic form of Tiazac. 99 Similar issues have arisen
in the trademark context where a licensee has obtained exclusive licenses from sports leagues and
associations. 100
In many collaborations, particularly in the biotechnology area, where exclusive IPR licenses are
often coupled with an investment by the licensee in the licensor, the premerger notification requirement
under the Hart-Scott-Rodino Antitrust Improvements Act of 1976, 15 U.S.C. §18a, may also be triggered,
because of the sizes of the parties and of the transaction.
B.

Exclusive Dealing/Non-Competes

Exclusive dealing is involved where the licensee is restricted from licensing similar or competing
technology from others, or from developing its own IPR in the area. It provides incentive to the licensee
to focus on the licensed IPR, and comfort to the licensor that knowledge transferred to the licensee might
not be used to benefit the licensor’s competitors.
A factor that should be considered is whether the access of other IPR holders to the market would
be substantially restricted by the unavailability of the licensee. If the licensor has a network of exclusive
dealing licenses, so that many licensees are restricted from dealing with similar or competing IPR, then
there might be such a restrictive effect on the market place. This was the situation in the first Microsoft
case, where the per unit license fee charged by Microsoft to computer manufacturers, regardless of
whether the Windows operating system was actually installed on a particular computer, effectively
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foreclosed other operating systems from being installed on computers produced by those manufacturers
and therefore from the market. 101 The government’s position turned on the substance of the arrangement,
not the form, focusing on the impact of the fee structure and not the characterization of the relationship by
the parties. Similarly, in United States v. Dentsply International, Inc., 102 the U.S. challenged a
manufacturer’s dealer restrictions as effectively prohibiting its network of dealers from representing
competing makers of prefabricated artificial teeth, and excluding competing makers from the majority of
available distribution channels. The Third Circuit reversed the judgment after trial for Dentsply,
commenting that “the firm that ties up the key dealers rules the market,”103 and remanded with
instructions for injunctive relief against Dentsply.
If there will be foreclosure of competitors of either the licensor or the licensee from the
marketplace as a result of the exclusivity, then there should be consideration of the complaints that may
be made and how, and of the practical alternatives to the proposed arrangement. 104
C.

Co-Exclusive Licenses

A “co-exclusive” license is midway between an exclusive and a non-exclusive license, in the
sense that the licensee is sharing rights only with one other entity. In many cases, this occurs when the
licensor reserves the right to compete with the licensee but agrees not to license any other licensees. In
other cases, the licensor licenses two licensees with the same rights.
One case highlights a pitfall in drafting co-licenses with two licensees. In Cook Incorporated v.
Boston Scientific Corp., 105 Angiotech granted co-exclusive licenses to Cook Incorporated and Boston
Scientific Corporation to produce and market stents that are coated using Angiotech’s patented
technology with medication for the treatment of arteriosclerosis. These licenses were embodied in a
single document and granted Cook and Boston Scientific worldwide co-exclusive rights under
Angiotech’s technology. None of the parties could assign its rights or obligations under the agreement
without the prior consent of the others.
Cook contracted with a third party to handle obtaining regulatory approval for its stents and to
sell its stents. Boston Scientific notified Cook that it considered Cook’s arrangement with Guidant a
breach of the license agreement, and issued a press release to that effect. Cook filed an action seeking a
declaratory judgment that it was not in breach of the Angiotech license, and alleging that Boston
Scientific had violated the Lanham and Sherman Acts by sending the notice letter and issuing the press
release. Cook alleged that Boston Scientific’s interpretation of the license renders it a horizontal restraint
of trade by giving Boston Scientific a veto over the arrangement that Cook, Boston Scientific’s
competitor, had with Guidant to produce stents.
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On a motion to dismiss, with respect to Cook’s Sherman Act claim, the Northern District of
Illinois, Eastern Division, ruled that the Angiotech license agreement might be concerted action that
violates the antitrust laws, if Boston Scientific’s interpretation of it is correct. The court ruled that Cook
stated a claim, even though Cook would have invalidated the license it received from Angiotech if it
prevails.
The case was ultimately resolved on unrelated grounds. However, the fact that Cook’s complaint
withstood a motion to dismiss demonstrates that there are significant antitrust risks in following
Angiotech’s approach in licensing its IPR.
Some lessons might be learned from this case. First, it may be wiser not to embody multiple
licenses to different licensees in one document executed by all the licensees. It is entirely possible that
Angiotech’s intent was that it, and only it, would have the right to approve the actions of its licensees, and
not that the licensees would have the right to review each other’s activities. The consent clause in
question might have been drafted without taking full account of the fact that both licensees were
signatories.
Second, it is wiser not to permit licensees to have a veto on the activities of other licensees. This
is the prudent approach for all licenses. Such a veto arrangement creates a situation where competitors
can restrict each other’s activities. In any event, the licensor can retain a right of approval over the
licensee’s sublicense arrangements.
Finally, this type of situation can arise in the context of licenses involving know-how, copyrights
or trademarks, and so care should be taken in those contexts too. All types of licensees may feel that they
have an interest in the activities of other licensees and want to have some powers over those activities.
With the possible of exception of franchise licenses, where specific state statutes may have an impact, it is
wiser not to permit a licensee to have review rights over the activities of other licensees.
VIII.

Territorial, Use, Customer Restrictions

It is common to include in licenses restrictions on the geographic areas within which the licensee
may use the technology granted, the uses to which the technology may be put, and the customers to whom
products or services using the technology may be provided.
The general rule is that such restrictions are tested under the standard of reasonableness. 106 In
particular, 35 U.S.C. §261 provides that a patent holder may “grant and convey an exclusive right…to the
whole or any specified part of the United States.” Territorial restrictions may have pro-competitive
effects. 107
However, where the licensor and licensee are competitors, care must be taken that the restrictions
are not a horizontal allocation of markets in the guise of a license à la Pilkington.108 Similarly, if a
licensor has a network of licenses containing such restrictions, with licensees who are competitors of each
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other, care must be taken that the restrictions are unilaterally imposed by the licensor, in its sole judgment
as to how its technology should be exploited. The licensor should not be reacting to requests from
licensees for restrictions on fellow licensees or otherwise acting in ways that may facilitate a horizontal
market allocation among its licensees.109
One factor that should be reviewed is whether the restrictions extend beyond the scope of the IPR
licensed. For example, in Pilkington, the license restrictions prohibited the licensees from using any
competing technologies outside of the licensed territories.
IX.

Resale Price and Output Restrictions

Under State Oil v. Khan110 and Leegin Creative Leather Products v. PSKS, Inc. 111, resale price
setting is judged under the rule of reason. Therefore, it is generally permissible under federal antitrust
law for a licensor to set the prices at which a licensee may sell products under license, unless
anticompetitive impact is found.112 Nonetheless, the prudent course with respect to resale prices,
particularly minimum resale prices, may still be to do no more than to suggest them. Many states have
specifically retained a per se prohibition against resale price setting.
Minimum output requirements are generally inoffensive under the antitrust laws, since they tend
to increase output and decrease price, both ordinarily pro-competitive outcomes. However, maximum
output restrictions should be very carefully reviewed. While the courts have generally reviewed
maximum output restrictions under the rule of reason standard,113 the IP Guidelines (¶3.4) include them
within the category of potentially per se unlawful license provisions where the parties are actual or
potential competitors. While the courts have generally reasoned that the licensor could have prevented
any output at all by refusing to grant the license, the impact of the restriction is effectively the same as
resale price maintenance, so that there is a similar basis for finding these restrictions questionable.
Moreover, to the extent there is a network of licenses containing price and/output restrictions,
there is the potential of an agreement among competitors to set prices or output that violate the antitrust
laws. Cross-licenses or pools of competing licenses containing such terms may be vulnerable to such
attack. Licenses from a single licensor containing such terms that are monitored vigorously by licensees
might be found to be improper horizontal collusion among the licensees.
X.

Grant backs

It is also common to include in licenses grant backs from the licensee to the licensor of
improvements that the licensee makes in the licensed IPR. There are usually good business needs for
including such grant backs. For example, without the grant back, the licensor may have put the licensee
in business and enabled the improvement, but put its own IPR at risk of obsolescence without sharing in
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the benefits of the improvements. Grant backs encourage licensors to offer IPR to licensees who could
improve the technology, without fear that the licensee will make the IPR obsolete. Therefore, grant backs
are judged under the rule of reason.114
Grant backs that are non-exclusive generally raise no questions under the antitrust laws. More
questions are raised and antitrust exposure becomes a concern when the grant backs are exclusive and the
licensee is restricted from licensing the improvements to others or to use it. Such exclusivity is especially
suspect if the licensor has a network of licenses with an exclusive grant back requirement. Market
conditions need to be reviewed to analyze the impact of the network.
The scope and term of the grant back requirement should be carefully considered. Are all
improvements on the licensed IPR to be granted back to the licensor? Or are only improvements in a
particular area of use or particular uses of improvements to be granted back? Would the grant back
requirement cover IPR that would not infringe the licensed IPR? What use may the licensor make of the
granted-back IPR? What sublicensing rights, royalties are involved? What rights does the licensee retain
to the improvements?
Beyond the four corners of the grant back, the relationship of the parties, whether they are
competitors, and their respective market positions need to be considered. The impact of the grant back
requirement on incentives to innovate should also be considered. If the grant back is too onerous on the
licensee, it may have little incentive to improve the licensed IPR since it may not get much of the fruits of
its labors.
XI.

Royalties

Royalties terms more often raise misuse than antitrust issues.115 Such issues may arise
particularly in the context of hybrid licenses involving more than one type of IPR or where multiple
patents are involved.
From the patent misuse perspective, the key is to ensure that royalties are not attributable to
patents past their expiration. Post-expiration royalties are patent misuse, while they are unlikely to be
considered an antitrust violation.116 In fact, such arrangements may be pro-competitive, 117 in permitting a
lower or no royalty in the early years of a license, when the licensee may have little cash flow, and may
be still be just learning the technology, beginning to apply it and introduce it into the marketplace, and in
enabling the licensor to recoup the delay in return on the license by collecting royalties for a longer period
than the patent term. For example, in the biotech area, the IPR licensed may not be incorporated into
products, but may be used to develop products, so that there may be a lag of many years before any
114
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income is generated from the use of the IPR that is licensed. One possible approach to such a situation is
to establish the royalty amount, and then to schedule deferred payments of that royalty.
Similarly where multiple patents are involved, there is no necessity under the antitrust laws to
have royalties that diminish as the patents under the license expire; the earlier to expire patents may be of
substantially less value than the later to expire, so that maintaining the same royalty rate throughout the
term of the license may merely be reflecting the true value of the license. Nonetheless, the conservative
approach is to have royalties decrease as the licensed patents expire.118
Differentiated royalties, where different licensees pay different royalties, generally don’t raise
antitrust issues unless competition is affected by the handicapping of licensees.119 Total sales royalties,
where the royalty payable is based on the licensee’s total sales of a product, whether or not the particular
item used the licensed IPR, may raise antitrust issues. 120 The more prudent course may be to have
royalties clearly related to the use of the licensed IPR.
Similar to resale price restrictions, the rule of reason applies to licenses that set sublicense
royalties and/or provide for sharing of sublicense fees. 121
XII.

Standards Development Activities

Another area in which IPR is often important and where antitrust implications may arise is
standards development.
Standards often increase consumer welfare and efficiency by establishing uniform approaches
that enables interoperability and scale. For example, the adoption of the standard for an electrical outlet
enabled the development of a wide range of appliances without the need for a multitude of adaptors.
Nonetheless, the standards development process, and standards themselves, may be abused and create
anticompetitive effects. For instance, in Allied Tube & Conduit Corp. v. Indian Head, Inc., 122 the
Supreme Court affirmed the Section 1 liability of a member of a fire safety association for influencing the
association to adopt a biased safety code to benefit its product and disfavor competing products. In
118
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American Society of Mechanical Engineers v. Hydrolevel Corp., 123 the Supreme Court held an association
liable for the anticompetitive acts of its agents, where the agents were members of a subcommittee that
drafted an industry standard to benefit their employer’s competitive interests.
Standards, and the standards development process, are generally tested under the rule of
reason.
Some of the factors that may be considered are whether there is economic detriment to an
excluded or non-qualifying firm, 125 the scope of the restrictions in the standard, 126 how the standards are
applied, 127 and whether a boycott or price fixing is involved. 128
124

Standards often incorporate IPR and require licenses of IPR. The activities of holders of IPR
essential to the implementation of a standard may be subject to antitrust scrutiny, both during the
development of the standard, and after the standard has been adopted. At the development stage,
standards development organizations commonly require all participants to disclose any IPR that may be
essential to a standard being developed, and to agree to license the standard essential IPR (SEP) on
reasonable and non-discriminatory terms (RAND) to enable compliance with the standard. The federal
antitrust agencies consider negotiations during the standards development process by the SDO with the
SEP holder on the precise terms of such licenses possibly to be procompetitive and therefore unlikely to
be per se unlawful. 129 There may be antitrust and other implications of a possible failure to disclose
SEPs, and of the royalty structure and other terms that the holder of SEPs demands in licenses to enable
compliance with the standard. 130
In In re Dell Computer Corp., 131 the FTC alleged that Dell had violated Section 5 of the FTC Act
through its participation in the Video Electronics Standards Association (VESA). While a member of
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VESA, Dell supported a design standard for a computer bus design, the VL-bus. Dell certified to VESA
that the standard did not infringe on any Dell patents. In fact, a year earlier, Dell had received a patent
covering the mechanical slot configuration used on the computer motherboard to receive the VL-bus card.
Not only did Dell apparently fail to disclose this patent, but, once the standard was implemented, Dell
informed VESA members who were manufacturing computers using the new design standard that they
were infringing Dell’s patents. The FTC alleged that Dell harmed competition by hindering, preventing,
and raising the costs associated with the acceptance of the VL-bus standard. In addition, the FTC alleged
that Dell’s actions had chilled willingness to participate in industry standard setting efforts. Dell entered
into a consent decree which required it to cease all efforts to enforce the patent.
In Unocal, 132 the FTC alleged that Unocal had violated Section 5 of the FTC Act in its dealings
with the California Air Resources Board (CARB), by subverting California’s regulatory standard-setting
process relating to low-emissions gasoline. Unocal participated in CARB rule-making proceedings to
develop regulations and standards governing the composition of low-emissions gasoline. During the
rulemaking, Unocal also worked with the industry groups that provided information to CARB. Although
Unocal knew that the United States Patent and Trademark Office had allowed most of the pending patent
claims based on its emissions research, Unocal concealed this information from CARB and other
participants in the CARB proceedings. The FTC alleged that, until the announcement of its patent rights,
Unocal continued to perpetuate the false and misleading impression that it did not possess, or would not
enforce, any proprietary interests relating to reformulated gasoline (RFG). By the time Unocal announced
its patent rights, the low-emissions gasoline standard was about to go into effect and the refining industry
had spent billions to implement the standard.
The complaint alleged that Unocal’s misrepresentations harmed competition and led directly to
the acquisition of monopoly power in the technology to produce and supply low-emissions gasoline to
California. Unocal’s “patent ambush” also enabled it to undermine competition and harm consumers in
the downstream product market for low-emissions gasoline in California. In the absence of Unocal’s
alleged fraud, CARB would not have adopted RFG regulations that are substantially covered by Unocal’s
patent, the terms on which Unocal could enforce its proprietary interests would have been substantially
different, or both.
Unocal moved to dismiss the complaint on the grounds that the Noerr-Pennington Doctrine
protected its activities and Complaint Counsel had insufficiently alleged Unocal’s actual or threatened
monopoly power. 133 The Administrative Law Judge found that Unocal’s interactions with CARB were
protected by the Noerr-Pennington Doctrine, 134 and that while the interactions between Unocal and the
industry groups were not immune under Noerr-Pennington, the FTC did not have jurisdiction to decide
the patent issues related to those interactions. He therefore dismissed the complaint. On appeal, the
Commission reversed and vacated the Initial Decision, reinstated the complaint, and remanded the case. 135
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The FTC and Unocal ultimately reached a settlement in connection with Chevron Corporation’s
2005 acquisition of Unocal. 136 Chevron and Unocal agreed: (1) not to enforce any of Unocal’s patents
concerning low emissions gasoline; (2) not to take any new action to recover any damages or costs for
alleged infringements of any of the patents; (3) not to collect any fees, royalties or other payments, in cash
or in kind, for the practice of any of the patents, including but not limited to fees, royalties, or other
payments, in cash or in kind, to be collected pursuant to any license agreement; (4) to disclaim or dedicate
to the public the remaining term of the patents; and (5) to move to dismiss, with prejudice, all pending
legal actions relating to the alleged infringement of patents.
In Rambus Inc., 137 the FTC alleged that Rambus had violated Section 5 of the FTC Act by
participating in the work of an industry standard setting organization, JEDEC, without disclosing that it
possessed a patent and several pending patent applications that covered technologies ultimately adopted
in some JEDEC standards. According to the FTC, Rambus perfected its patent rights, and once the
standards had become widely adopted, enforced those patents against companies manufacturing products
in compliance with the standards. The Administrative Law Judge dismissed the FTC’s claims, finding
that Complaint Counsel did not demonstrate (1) that the challenged conduct amounted to a pattern of
anticompetitive acts and practices, (2) exclusionary conduct, (3) intent, (4) causation, (5) anticompetitive
effects or (6) that manufacturers needed to use Rambus’s technology to comply with the standard.138 The
Commission reversed the ALJ and found that Rambus had in fact violated Section 2 of the Sherman Act
and Section 5 of the FTC Act. 139 The Commission found that a key factor was whether the specific
standards development process created a reasonable expectation of non-deceptive conduct that Rambus’s
behavior failed to meet, and rejected Rambus’s argument that its non-disclosure of information relating to
its patent applications was necessary to protect trade secrets. 140 The D.C. Circuit reversed, finding that,
even if there would have been anticompetitive impact if Rambus had engaged in deception to avoid being
excluded from the standards, there would have been no anticompetitive effect if Rambus had only
avoided making assurances that it would demand only RAND license fees. 141 It reasoned that “an
otherwise lawful monopolist’s use of deception simply to obtain higher prices normally has no particular
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tendency to exclude rivals and thus to diminish competition.”142
Private plaintiffs have also brought antitrust claims based upon alleged misconduct relating to
standards development. 143 For example, in Townshend v. Rockwell International Corp., 144 Townshend
invented the technology underlying the 56K modem and licensed it to 3Com (then U.S. Robotics).
Townshend sued Rockwell and Conexant for patent infringement. The defendants asserted counterclaims
under Sections 1 and 2 of the Sherman Act alleging that Townshend and 3Com conspired to obtain
invalid patents relating to 56K modems, to fraudulently procure an industry standard for the operation of
products involving Townshend’s technology, to deny the technology to 3Com’s competitors or condition
the availability of the technology on reciprocal dealing with 3Com. They claimed that Townshend and
3Com had lobbied the International Telecommunications Union to adopt an industry standard based on
Townshend’s technology. The court ultimately dismissed the counterclaims for failure of proof.145
XIII.

Some Additional Considerations

Antitrust issues may have implications beyond the antitrust remedies that are available to the
injured party, if the doctrine of patent misuse is invoked. And foreign law implications should be
considered where cross-border situations are involved.
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A.

Misuse

Misuse may in some circumstances be a more important consideration than antitrust. That is
because misuse may be found even when there is no antitrust violation, 146 and because misuse results in
unenforceability of the IP rights against the world, and not just liability to the other party in litigation.
“[P]atent misuse is not an affirmative claim, but rather a defense that ‘results in rendering the patent
unenforceable until the misuse is purged.’” 147
Misuse is a form of the “unclean hands” doctrine that was developed in the patent context, most
often in the context of finding that the patent holder extended the scope of the patent beyond its legal
scope. 148 Some courts have extended it to copyright situations.149 With the Federal Circuit’s en banc
opinion in Princo Corp. v. Int’l Trade Comm’n 150 clarifying the standards for patent misuse, the tests for
misuse and antitrust have converged substantially. Under Princo, a practice is patent misuse only if it
prevents competition that the patentholder could not prevent through enforcing the patent.151
B.

Self-Replicating Technologies

The question before the Supreme Court in Bowman v. Monsanto Co. 152 highlights the interplay
between licenses, antitrust and the patent exhaustion/first sale doctrine in the context of self-replicating
technology. Genetically modified seed which reproduces when planted may be the quintessential selfreplicating technology. Self-replicating technology presents a case study of the appropriate limits of
patent rights which has broad implications. Bowman may also be a case study of overlooking license
drafting and contracts in overreliance on patent rights.
Monsanto perfected a transgenic trait that enabled plants to be resistant to certain herbicides. It
licensed seed manufacturers to develop seed with the patented trait and to sell the seed to licensed seed
dealers. Licensed seed dealers were authorized to sell the seed only to farmers who accept a license from
Monsanto. The farmers’ licenses prohibited them from saving any seed from resulting crops for
replanting or from supplying seed for replanting. Farmers may sell the resulting crops to grain elevators.
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Some farmers bought Monsanto’s genetically modified seed, planted the seed and used some of
the saved seed from the resulting crop to plant the next crop, in breach of Monsanto’s license. Monsanto
sued those offending farmers that it could identify, for patent infringement. If there is no patent
infringement in this context, then a contract prohibiting the use of saved seed would be fully subject to the
antitrust laws, the standard of whether there has been an unreasonable restraint of trade. Whether there is
infringement turns on whether there was a first sale or patent exhaustion.
The first sale doctrine is based on the common law doctrine against restraints on alienation of
chattels.
The owner of a patented objected may sell, destroy or repair it, but may not
rebuild/remanufacture it, reverse engineer it or make a copy of it. The classic case is Adams v. Burke 153,
where patented coffin lids were licensed to coffin makers to incorporate into coffins to sell within
designated territories. However, the coffins were being used by buyers outside the designated territories.
The Supreme Court found that the patentholder may restrict where the coffin lids are made and sold, but
may not restrict where the lids are used once they are sold.
The two most recent Supreme Court decisions on patent exhaustion/first sale are United States v.
Univis Lens Co. 154 and Quanta Computer, Inc. v. LG Electronics, Inc. 155
Univis involved a patent covering specialized lens blanks and a process to grind and polish those
lens blanks into finished eyeglass lenses. Univis established a system of licenses to lens blank makers,
lens finishers and to eyeglass retailers, setting sales prices at each level, though Univis collected revenues
only from lens blank makers. The only function of those lens blanks were to be ground into eyeglass
lenses and incorporated into eyeglass frames. The Supreme Court therefore found that the sale of the lens
blanks exhausted all the patent rights in the blanks, and Univis could not under the patent law control
subsequent sales of the blanks, even as those blanks were processed under the patent into eyeglass lenses.
The system of licenses controlling sales prices through the production and distribution channels were
struck down under the Sherman Act, as per se illegal vertical price fixing. 156
It was over 40 years later before the Supreme Court revisited patent exhaustion. In the interim,
the Federal Circuit appeared to shape patent exhaustion as triggering only when there has been an
unconditional sale of the patented item. In Mallinckrodt, Inc. v. Medipart, Inc.,157 which involved
patented medical apparatus marked with the notice “Single Use Only” that hospitals transferred to a
reconditioner to enable reuse, the Federal Circuit found that “[i]f the sale of the UltraVent was validly
conditioned under the applicable law such as the law governing sales and licenses, and if the restriction on
reuse was within the scope of the patent grant or otherwise justified, then violation of the restriction may
be remedied by action for patent infringement.” In B. Braun Med., Inc. v. Abbott Labs.,158 which
involved a medical valve sold on condition that it will be used for only one purpose, the Federal Circuit
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confirmed that “[t]his exhaustion doctrine, however, does not apply to an expressly conditional sale or
license. . . . violation of valid conditions entitles the patentee to a remedy for either patent infringement or
breach of contract.” As a result, a patentholder may by contract impose post-sale restrictions that can be
enforced under patent law. When a patented item has been sold under conditions, breaches of the
conditions may be patent infringement, which carries greater remedies than breach of contract.
In Quanta Computer, Inc. v. LG Electronics, Inc., 159 the Supreme Court unanimously found that
the authorized sale of a patented item exhausted the patentholder’s patent rights in the particular item.
Arguably contract remedies remain available for any breaches of the conditions of sale.160 LG licensed
Intel to sell chipsets manufactured under LG’s patents with notice to buyers that separate licenses were
required from LG to incorporate the chipsets with non-Intel products. Quanta did not get a separate
license from LG to incorporate its Intel chipsets into computers, arguing that LG’s patent rights in those
chipsets were exhausted when Quanta bought them from Intel with the requisite notice. The Supreme
Court found that the chipsets substantially embodied all the patented technology. There was no other use
for the chipsets except to be incorporated computers under LG’s patents. Intel’s sales to Quanta were
undisputedly in compliance with the license from LG. Therefore, the authorized sales of the chipsets to
Quanta exhausted LG’s patent rights in those chipsets and LG had no patent rights in any products
containing those chipsets.
The Supreme Court has yet to address the question of the rights of the buyer of the patented selfreplicating item, in the replication. The situation of genetically-modified seeds highlights the issue. In
the case of Monsanto’s transgenic seeds, the Federal Circuit held in Monsanto Co. v. McFarling 161 and
Monsanto Co. v. Scruggs 162 before Quanta, and reaffirmed in Monsanto Co. v. Bowman 163 after Quanta,
that Monsanto has full patent rights in the second generation seed in all cases and may recover for patent
infringement for unauthorized use of saved seed.
In both McFarling and Scruggs, the farmers bought genetically modified seed from licensed seed
dealers, and planted and used saved seed. The Federal Circuit reasoned that the second generation, saved,
seed was never sold by farmers planting their saved seed and therefore there can be no sale triggering first
sale/patent exhaustion cutting off Monsanto’s patent rights in those particular seeds. Moreover, under
Mallinckrodt and B. Braun, saved seed restrictions in Monsanto’s licenses to farmers may be enforced
under patent law, because they were conditions on the sales of the seed to the farmers. Therefore,
farmers’ use of saved seed in breach of the saved seed restrictions is patent infringement. The Supreme
Court denied certiorari in both McFarling and Scruggs.
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Footnote 7 in Quanta states that “We note that the authorized nature of the sale to Quanta does not
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Bowman’s certiorari petition to the Supreme Court raises the issue of first sale/patent exhaustion
of self-replicating technology outside the context of a purchase specifically of Monsanto’s genetically
modified seed, which brings it outside the fact pattern of McFarling and Scruggs. Farmer Bowman
bought commodity soybean seed from a grain elevator. Commodity seed is a random mix of seed
purchased by the grain elevator from many sources, and in Bowman’s case includes saved seed sold by
farmers who purchased and planted Monsanto’s seed. Monsanto’s licenses allow sales of saved seed to
grain elevators and for the sale by grain elevators of saved seed mixed with other seed. It was undisputed
that Bowman’s grain elevator seed purchases were authorized sales by the grain elevator, that were not
subject to a license agreement between Monsanto and Bowman. Bowman planted his purchased
commodity seed and saved seeds from the resulting crops for replanting. Therefore, parts of Bowman’s
crops had Monsanto’s patented traits.
Monsanto sued Bowman for patent infringement for the unauthorized planting of commodity and
saved seeds that contain some with Monsanto’s patented traits. Bowman argued that there was first
sale/patent exhaustion when seed with Monsanto’s technology was sold to the grain elevator, that barred
any patent claims on succeeding generation seeds.
Monsanto won summary judgment at the district court, with judgment for over $84,000. 164 The
judgment was affirmed by the Federal Circuit.165
Following its reasoning in McFarling, the Federal Circuit found that the sale of second generation
seed to grain elevators and subsequent sale of that seed mixed with other seed by grain elevators to
Bowman were authorized but concluded that because Bowman’s saved seed was not sold in any
authorized sale there was no first sale/patent exhaustion in that saved seed. It cited the Supreme Court’s
decision in Quanta for the proposition that a seed “substantially embodies” later generation seeds so that
patent exhaustion might apply to the later generation seed, but only if “the ‘only reasonable and intended
use’ of commodity seeds is for replanting them to create new seeds”. The Federal Circuit found that,
even if there was an authorized sale that exhausted the patent rights in the commodity seeds that were sold
to Bowman, it was unclear that the “only reasonable and intended use” of commodity seeds was planting;
the seeds might be used for feed, for example. The Federal Circuit reasoned that “even if Monsanto’s
patent rights in the commodity seeds are exhausted, such a conclusion would be of no consequence
because once a grower, like Bowman, plants the commodity seeds containing Monsanto’s Roundup
Ready® technology and the next generation of seed develops, the grower has created a newly infringing
article”. It stated that the “fact that a patented technology can replicate itself does not give the purchaser
the right to use replicated copies of the technology.” Farmers “have the right to use commodity seeds …
for any other conceivable use, [but] they cannot ‘replicate’ Monsanto’s patented technology by planting it
in the ground to create newly infringing” articles. The Federal Circuit cited Scruggs that finding patent
exhaustion in “subsequent generations of self-replicating technology would eviscerate the rights of the
patent holder.”
As of this writing, the Supreme Court has requested the Solicitor General’s views on the certiorari
petition. The questions presented in Bowman’s petition are: “Whether the Federal Circuit erred by (1)
refusing to find patent exhaustion in patented seeds even after an authorized sale and by (2) creating an
exception to the doctrine of patent exhaustion for self-replicating technologies?”
If the Supreme Court grants certiorari in Bowman and decides Bowman on the merits, the
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ramifications of its decision may be far reaching, given the growth in self-replicating technology.
Regardless of the Court’s ruling, Bowman is also a reminder to draft licenses more comprehensively.
If a buyer like Bowman may be subject to patent infringement claims for replicating a selfreplicating object, buyers and sellers of patented self-replicating objects may need to develop different
business models. In that event, it may behoove businesses like grain elevators and farmers each to require
representations, warranties and indemnities from their suppliers, regarding the presence of any patented
items in the purchase and the existence of any conditions placed by the patentholder on sales of the
patented items that may be included in the sale.
Conversely, if first sale/patent exhaustion is found to cut off patent claims in the patented selfreplicating objects purchased by buyers like Bowman, then patentholders may need to develop a different
business model. Patentholders like Monsanto may try to recover the full value of the patent in the item in
the first transaction. 166 They may still attempt to control the distribution of the patented items by
contract. 167 Those contracts would be subject to scrutiny under the antitrust laws, and contract remedies
will be available for any breaches of conditions that withstand antitrust scrutiny.
Even if there is patent exhaustion, a patent holder may sell or license sales of objects embodying
its self-replicating technology under contracts that restrict the disposition of second-generation objects
replicated from the purchased object, and enforce the restrictions under contract law. In a situation such
as Bowman’s, Monsanto could have permitted sales of seed embodying Monsanto technology on
condition that the second-generation seed be either consumed or sold to buyers who agree to either
consume the seed or isolate that seed from other seed and sell the seed only for consumption.
Alternatively, Monsanto could require that second-generation seed be sold only to approved buyers who
have agreed to Monsanto’s conditions. Monsanto might try to include in its licenses restrictions on sale
of seed to grain elevators. It might also revise its licenses to compel segregation of Roundup Ready®
crops from other crops. In all cases, Monsanto would have contract remedies for breach of the condition.
In all cases, such provisions may have been helpful to a patentholder like Monsanto. Instead,
Monsanto conceded that its licenses permitted unconditional sales to grain elevators and in turn to
Bowman, and relied entirely on its patents to preserve its distribution scheme. With more
comprehensively drafted licenses, Monsanto might rely on Mallinckrodt to recover for patent
infringement of any breaches if there is no patent exhaustion, and recover contract remedies if there is
patent exhaustion.
C.

Foreign Law

Where there are parties from outside the U.S., foreign law may need to be considered. In some
cases, the foreign law that may be relevant may take a more restrictive view than the U.S. of permissible
IPR license relationships.
For example, in the European Union, the 2004 Technology Transfer Block Exemption Regulation

166

While the Federal Circuit was persuaded by Monsanto’s argument that it is impossible as a practical matter
to do so at least in the context of transgenic seeds, so that a finding of first sale would “eviscerate” the value of the
patent, that is an argument that could also have been made in Univis and Quanta.

167

Quanta, 553 U.S. at 637 fn. 7. It arguably means that, regardless of the availability of any infringement
claim, patent holders may enforce contracts that include a saved-seed restriction, unless other laws, such as antitrust
or state laws, bar the contract.

38

(TTBER), 168 accompanied by Technology Transfer Guidelines, are intended to simplify the application of
competition rules to the licensing of IPR, and to bring the EU regime closer to the U.S. approach.169
Although the 2004 law contains some significant changes from the earlier TTBER, those changes do not
fully align the policy of the European Community with that of the U.S.
The 2004 law contains market share thresholds for the application of the block exemption. The
TTBER applies where the combined market share of parties to licenses who are competitors does not
exceed 20% or the individual market share of parties who are not competitors does not exceed 30%.
These thresholds apply for the duration of the agreement, although there is a grace period of two years
following the year in which a threshold is first exceeded and the agreement is no longer eligible for
protection under the block exemption.
The law also includes a list of hardcore restrictions, which, if included in an agreement,
disqualifies the agreement from the exemption. In general, agreements between competitors are more
stringently regarded than those between non-competing entities, but price fixing, output restrictions, and
market or customer allocations are generally prohibited regardless of the relationships of the parties to the
agreement.
Agreements that fall outside the block exemption, and therefore not protected by the exemption,
must be individually analyzed under the Guidelines and may be individually struck from an agreement.
The TTBER also specifically excludes from the block exemption and subjects to the Guidelines: (1) any
direct or indirect obligation on the licensee to grant an assignment or an exclusive license to the licensor
or to a third party designated by the licensor in respect of its own severable improvements to or its own
new applications of the licensed technology; and (2) any direct or indirect obligation on the licensee not
to challenge the validity of IPR which the licensor holds in the EU, although the agreement may provide
for termination of the agreement in the event that the licensee challenges the validity of one or more of
the licensed IPR.
The TTBER exempts from the EU’s competition law strictures only certain forms of bilateral
licensing agreements, but not any multi-lateral agreements. Therefore, all patent pools may be found
violative of Articles 101 or 102 of the Treaty on the Functioning of the European Union. The Guidelines
provide some relief from that threat, by applying the principles contained in the TTBER to multi-party
arrangements. Nonetheless, both the TTBER and the Guidelines are generally much more restrictive than
the current state of U.S. law as to permissible terms in licensing arrangements, ranging from exclusivity
to field of use, to royalties terms. 170 Similarly, the line of cases from Magill, 171 through Oscar
Bronner, 172 to IMS, 173 reflect a much more skeptical approach to refusals to deal than that of U.S. courts,
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and much greater willingness to embrace the essential facilities doctrine and compulsory licensing. In
IMS, IMS Health Inc. sued NDC Health Corp. for copyright infringement of IMS’s “1860 brick structure”
to collate pharmaceuticals sales data. The brick structure was developed in the 1970s by IMS in
collaboration with drug retailers, dividing Germany into 1860 geographic areas containing drugstores.
Pharmaceuticals sales data in Germany has since been generally gathered and analyzed according to the
1860 brick structure. NDC claimed that the brick structure is in fact an industry standard and that IMS
had violated EU competition law by refusing to license it to NDC. Ultimately, the European Court of
Justice held that if the brick structure is “indispensable” to such marketing data studies, it is a violation of
EU law to refuse to license the brick structure if the prospective licensee intends to use the brick structure
to offer:
new products or services not offered by the copyright owner and for which there is a
potential consumer demand; the refusal is not justified by objective considerations; the
refusal is such as to reserve to the copyright owner the market for the supply of data on
sales of pharmaceutical products in the Member State concerned by eliminating all
competition on that market. 174
The implications of this ruling on standards, particularly de facto standards, that incorporate IPR, may be
severe, since it raises the prospect of compulsory licenses.
In 2010, the European Commission replaced earlier statements by adopting revised guidelines on
horizontal cooperation agreements, 175 and issuing two block exemption regulations relating to some types
of research and development 176 and specialization agreements 177. The new guidelines are more detailed
than the 2001 guidelines and provide revised guidance on standard setting. They recognize both the
benefits of standardization and the risks of collusion or the creation of entry barriers in standards setting,
emphasizing that standards setting may not be a pretext for agreements to restrict competition. The
guidelines also recognize the market power that may be created by the inclusion of IPR in standards and
the effective exclusion of alternative technologies, and indicated that the freedom of SDO members to
develop alternative standards or technologies will be important in the EC’s review of SDO activities. The
guidelines list 4 factors that must be present before standard setting activities are outside the reach of
Article 101 of the EU Treaty: (1) participation in the SDO is unrestricted and open to all relevant parties;
(2) the SDO procedures are transparent; (3) the standardization agreement includes no obligation to
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Id., slip op. at I-12 – I-13. In the meantime, the German national court had held on the copyright
infringement claim that IMS did have a valid copyright on the 1860 brick structure, but that the copyright was not
infringed if NDS had used similar numbers but differently shaped segments in its data gathering.
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comply with the standard; and (4) access to the standard is on fair, reasonable and non-discriminatory
(FRAND) terms. A FRAND commitment is considered an essential preventive to entry barriers or
abusive practices by holders of IPR included in the standard.
Other jurisdictions, from South Africa 178 and Japan 179 to China, 180 also take a harsher view than
the U.S. courts generally of refusals to deal, including refusals to license IPR, in the context of what are
deemed to be essential facilities. They appear to be inclined to define essential facilities much more
broadly than U.S. courts have. 181
XIV.

Conclusion

The types of transactions involving IPR are as varied as the rights themselves. It is crucial to
examine each transaction involving an IPR in sufficient detail to determine the substance of the
arrangement. Within the fact-specific analysis, however, there are some constants. What is the business
reason for and business context of the deal? What exactly is the arrangement the parties are
contemplating? What is the competitive impact of the transaction? Posing these questions and carefully
weighing the answers will generally lead to sound antitrust counsel.
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The South African Competition Act of 1998 provides that it is an offense for a dominant firm to “refuse to
give a competitor access to an essential facility when it is economically feasible to do so.” The law has been used to
challenge refusals to license patents for anti-AIDS drugs.
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The Japan Fair Trade Commission had proposed amendments to Japan’s antitrust law, to define essential
facilities as those essential to produce goods or services in an “important market” and “almost impossible” for
competitors to duplicate, and to authorize prosecution of refusals to provide access to such essential facilities. The
proposals were tabled in the face of substantial opposition.
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China’s Anti-Monopoly Law provides in Article 17 that a business in a dominant market position may not,
“without valid reasons,” refuse to deal. Article 48 of the Patent Law also provides for compulsory licensing if a
patentholder has monopolistically used its patent.
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