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This is a promised update to the Client Advisory of February 2016 on the issue of  patent exhaustion in the case

of  Lexmark v. Impression, as then decided by the United States Circuit Court of Appeals for the Federal Circuit

when we speculated:

“Whether or not either barrel of this decision will shoot its way to the Supreme Court is hard to say; however, it

goes without saying that this complicated commercial topic of dealing with exhaustion of intellectual property

rights is a critical one for many patentees, licensees, and resellers. Its changeable nature and complexity argue

for early and continuing analysis of contracts and licensing agreements by your trusted, and never exhausted,

intellectual property law advisor.”

The value of  that type of inexhaustible advice has now doubled, because  the  recent, unanimous, double-

barreled reversals of the Federal Circuit by the Supreme Court are of major commercial implication to the

above mentioned patentees, licensees, and resellers, casting into troubled waters the question of  whether a sale

of a  patented product is  still a good idea,  at least in the case in which that product can be licensed, rather than

sold.

In its reversal of the Federal Circuit,  the Supreme Court in  Impression Products v. Lexmark International

upheld its prior rules on when patent rights have been “exhausted” and by doing so weakened the arsenals of

patent holders.  The appeals court had held: (i) that the sale in the United States of an article covered by a US

patent that is subject to certain reuse and resale restrictions does not exhaust the patent  rights of the patent

holder; and (ii) that the sale outside of the United States of an article covered by a US patent does not exhaust the

rights of the patent holder as against the purchaser of that article on the purchaser’s importation of that article

into the United States, notwithstanding the 2013 Supreme Court copyright decision in Kirtsaeng.1

Both holdings of the appellate court were reversed in a whale of a decision  by the Supreme Court at the end of

this term.

http://r20.rs6.net/tn.jsp?f=001yj3lUGoeDdiS8Hts4Q8GPIhqKNoDr9ILJtd5okLiRjO4_akqRt7ALp4Swnh0lmNCIuL_5N1IKVp3Tp1USzuL3H1Nv9PKRrMvH71bH5gVvnCHY1qhDn3JPFkYB1TseiN-fu4jjZj9Nu-1kF3t8CfRGYWrHx1mGYJYdW6a_JmygXYGcAQqTgQVpAFtrrif9cv1cpAIzkVYUSPtRK3OgW1dXphrNixeaM1f_D3A-Scyn_fJDQYpyAhMK3oJ4gJKSJ1P7ie0L7JHFYdOYxYRa0cNSbM7BsS1G18lDTKF1Y6YikF4tK53kWDjDlvL-2wBkueQt_MQGb__aHrYIBtPx-j4YRR0KAgCs207EgQgmXTDKYvURAvnqi8_gl8JJtD3WrR1FkyvZIVTJZSaCt3iP5mj7q1aHRfl3WBNbqp-LN3IBUIzKi8fljpbsfZdWkTauKAZI-ovWUx2vS-p6S0K64RJEGrtup8w0MEfkb3k6Ssc3yFNJC3PHRkYsQZpL6PC5-GCi6mKSs6UDDc2OCMWkpY621ZkGM3DwEqpCc1lEAxkdmPJB_xuMzfPBv6E3Kt4MsSSsIv0wVUDb2Sv6qdSYj3apBatak87C7Hcsw4CNy6ubbJJveK18yEMpg==&c=TEwK84kEITvMy-m9wMXHfJnzzwaSt9gQDsrUfid56IuC4tITC_W7tg==&ch=IcZ3D8Ln-6uhI97sK-hHnRW38J1TC91l7bPJt2OZ_dsIeDq_-c92vw==
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Again, the facts:

Lexmark sold  patented ink cartridges domestically under a “Return Program Cartridge” program at a

contractual discounted price subject to a single-use, no-resale restriction.  In the trial court, Lexmark accused

Impression of reselling the discounted Return Program Cartridges domestically and of importing into the USA

cartridges  that Impression had purchased directly from Lexmark abroad. The trial  court: (a) found no patent

infringement on  Impression’s domestic sales of Return Program Cartridges, but (b) found infringement on the

importation into the United States of either type of cartridge by Impression  since foreign markets  are not

equivalent to domestic markets, and refused to apply the Supreme Court’s logic in the Kirtsaeng copyright case

to patent law.

The Federal Circuit reversed the first holding,  but upheld the second, in a decision highly  favorable to patent

holders, saying:

“We hold that, when a patentee sells a patented article under otherwise-proper restrictions on resale and reuse

communicated to the buyer at the time of sale, the patentee does not confer authority on the buyer to engage in

the prohibited resale or reuse. The patentee does not exhaust its § 271 rights to charge the buyer who engages in

those acts-or downstream buyers having knowledge of the restrictions-with infringement. We also hold that a

foreign sale of a U.S.-patented article, when made by or with the approval of the U.S. patentee, does not exhaust

the patentee’s U.S. patent rights in the article sold, even when no reservation of rights accompanies the sale.”

The Supreme Court did not agree with that school of thought; it’s now the law that:

A. The sale, anywhere in the world,  of an article covered by a US patent exhausts the patent holder’s right to sue

the purchaser of that article for patent


infringement.

1. Chief Justice Roberts, writing for a unanimous Court on the domestic issue, found:   “Congress enacted and

has repeatedly revised the Patent Laws against the back drop of hostility toward restraints on alienation,”

and went on to cite a 1917 decision for the proposition that those restraints have been ”’hateful to the law

from Lord Coke’s2 day to ours.”

2. And the place of the sale simply does not matter because Justice Roberts, in applying Kirtsaeng to patent

law, noted the ”‘historic kinship between patent law and copyright law’...and the bond between the two

leaves no room for a rift on the question of international exhaustion.”

But....

B. The license, anywhere in the world, of an article covered by a US patent does NOT exhaust the patent holder’s

right to sue the licensee of that article for patent infringement. Justice Roberts wrote: “Patent exhaustion

reflects the principle that, when an item passes into commerce, it should not be shaded by a legal cloud on title

as it moves through the marketplace. But a license is not about passing title to a product, it is about changing the

contours of the patentee’s monopoly: The patentee agrees not to exclude a licensee from making or selling the
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patented invention, expanding the club of authorized producers and sellers....Because the patentee is exchanging

rights, not goods, it is free to relinquish only a portion of its bundle of patent protections.”

Will we see a sea change in the commercial waters  now as patent holders attempt to camouflage  their

transactions as  licenses,  thereby  morphing  into  licensors, rather than sellers? Since  patent rights can no

longer “stick remora-like to [a sold] item as it flows through the market,3” the bigger fish may be doing a lot more

licensing.

One thing to keep in mind: Just because the right to sue for patent infringement may be lost, a seller might still

have the bargaining power to impose contractual restrictions on its purchasers, and those contractual

restrictions may well float  along with the product and be enforceable...it’s not a known certainty, but it’s also not

all that exhausting.

If you have questions about copyrights or other related intellectual property issues, please contact Gregory J.

Winsky or a member of Archer & Greiner’s Intellectual Property Group in Haddonfield, N.J., at (856) 795-2121,

in Philadelphia, Pa., at (215) 963-3300, in Princeton, N.J., at (609) 580-3700, in Hackensack, N.J., at (201) 342-

6000, or in Wilmington, Del., at (302) 777-4350.

DISCLAIMER: This client advisory is for general information purposes only. It does not constitute legal or tax advice, and

may not be used and relied upon as a substitute for legal or tax advice regarding a specific issue or problem. Advice should be

obtained from a qualified attorney or tax practitioner licensed to practice in the jurisdiction where that advice is sought.

_________________________________________________________

[1] In Kirtsaeng, a foreign student attending Cornell, on learning that Wiley’s copyrighted textbooks were much

more expensive to buy in the United States than at home, began importing textbooks from home to be sold

domestically at huge profits. While Wiley’s copyright infringement action against the wily importing book

reseller was successful at both the district and appeals courts levels, the Supreme Court reversed, extending the

rule of first sale exhaustion of copyright rights, theretofore applied only to domestic sales, to foreign sales as

well.

[2] Sir Edward Coke (b.1552-d.1634)  having been, during his long and illustrious legal career, Chief Justice of

The Common Pleas in England, may be best known for an aphorism engraved to encircle the entrance to the law

library of a great American law school (and, as a result,  engraved forever in the hearts of many a  bleary eyed

student trudging thereunder): “The Knowne Certaintie of the Law is the Saftie of All.”

[3] See  the last page of the opinion of the Court. See also https://en.wikipedia.org/wiki/Remora
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