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INTRODUCTION
“I can guarantee you that if I went into private practice I could hold
up any patent for almost a decade in post grant proceedings; it would
never get to trial in the district court.”1

—Former Federal Circuit Chief Judge Paul Michel on
America Invents Act Patent Office post-grant proceedings.

Recently, Hayman Capital Management filed a request for the
institution of an inter partes review (IPR) against Acorda Therapeu-
tics and their patent, U.S. Patent 8,663,685 (‘685 patent), on a
method of treatment for multiple sclerosis.2 Kyle Bass, head of
Hayman Capital, stated just prior to filing the IPR petition, “We are
going to challenge and invalidate patents through the IPR pro-
cess . . . [and] we are not going to settle. The companies that are
expanding patents by simply changing dosage or the way they are
packaging something are going to get knee capped.”3 Even though
Hayman Capital would not satisfy the case or controversy require-
ment of Article III to challenge the validity of Acorda’s ‘685 patent,4
because of the minimal standing requirement for filing inter partes
review petitions, nearly any third party may file a request for institu-

1. Gary Lauder, Q&A from Patent Reform Briefing for Senate Staff 9-6-11 (uned-
ited)(640x424), YOUTUBE (Sept. 6, 2011), https://www.youtube.com/watch?v=0x4w
picPhSI (discussing reform of the United States patent system at a U.S. Business &
Industry Council briefing ahead of Congressional voting on the Leahy-Smith
America Invents Act).

2. Robert Cyran, Kyle Bass Wields New Weapon in Challenging Drug Makers, N.Y.
TIMES DEALBOOK, Feb. 11, 2015, http://dealbook.nytimes.com/2015/02/11/kyle-
bass-wields-new-weapon-in-challenging-drug-makers/.

3. U.S. Hedge Fund Plans to Take on Big Pharma over Patents, REUTERS, Jan. 7,
2015, http://www.reuters.com/article/2015/01/07/pharmaceuticals-haymancapi
tal-idUSL3N0UM42O20150107.

4. U.S. CONST. art. III, § 2, cl. 1; Declaratory Judgment Act, 28 U.S.C.
§§ 2201–02 (2012); see also MedImmune, Inc. v. Genentech, Inc., 549 U.S. 118, 137
(2007) (expanding the situations in which Article III’s case or controversy require-
ment is satisfied with respect to declaratory judgment actions brought by patent
licensees).
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tion of an invalidity proceeding at the Patent and Trademark Office
(PTO).5 Though Hayman Capital has portrayed its strategy of chal-
lenging pharmaceutical patents as a way to lower drug costs on the
market overall by increasing access to generic pharmaceuticals,6 as
an activist investor entity, Hayman Capital also stands to make sig-
nificant profits by selling short Acorda’s stock throughout the pen-
dency of the inter partes review proceeding.7 Just upon filing of the
inter partes review petition, Acorda’s stock dropped nearly ten per-
cent.8 While the petition to institute the inter partes review for the
‘685 patent was ultimately denied by the PTO on the basis of insuffi-
cient evidence for a threshold showing,9 Bass has filed an additional
twenty petitions for the institution of inter partes review proceedings
as of August 2015.10

Though Hayman Capital’s inter partes review petition occurred
outside a licensor/licensee relationship, it serves to illustrate two of
the primary reasons why covenants restricting licensees from utiliz-
ing PTO post-grant proceedings following the implementation of
the America Invents Act11 will not adversely affect the public inter-
ests that motivated the Supreme Court in Lear, Inc. v. Adkins12 and
should be enforced by courts. First, based on the minimal standing

5. See 35 U.S.C. §§ 311, 315 (2012).
6. Julia La Roche, Hedge Fund Manager Kyle Bass Is Going After Big Pharma and

Its ‘BS Patents’, BUSINESS INSIDER, Jan. 7, 2015, http://www.businessinsider.com/
kyle-bass-going-after-us-pharma-2015-1 (“‘This will change the way pharma compa-
nies [manage] their BS patents,’ Bass said. He continued: ‘The beautiful thing is
this will lower drug prices for everyone.’”).

7. Max Nisen, A Hedge Funder is Using an Obscure New Law to Mess with Drug
Companies, QUARTZ (Mar. 3, 2015), http://qz.com/343624/a-hedge-funder-is-us-
ing-an-obscure-new-law-to-mess-with-drug-companies/.

8. Cyran, supra note 2.
9. Coal. for Affordable Drugs (ADROCA) LLC v. Acorda Therapeutics, Inc.,

No. IPR2015-00720 (P.T.A.B. Aug. 24, 2015). Bass also challenged the validity of a
second Acorda-owend patent. That petition for institution of an inter partes review
was also denied. Coal. for Affordable Drugs (ADROCA) LLC v. Acorda Therapeu-
tics, Inc., No. IPR2015-00817 (P.T.A.B. Aug. 24, 2015). Acorda’s stock rose signifi-
cantly after the petitions were rejected. Susan Decker, Kyle Bass’s Challenges to Two
Acorda Drug Patents Rejected, BLOOMBERG BUSINESS (Aug. 24, 2015, 5:12 PM), http:/
/www.bloomberg.com/news/articles/2015-08-24/kyle-bass-s-petitions-challenging-
two-acorda-patents-rejected.

10. Joseph Walker, Drug-Industry Rule Would Raise Medicare Costs, WALL ST. J.,
Sept. 1, 2015, at B1.

11. Leahy-Smith America Invents Act, Pub. L. No. 112-29, 125 Stat. 284
(2011) (codified as amended in scattered sections of 35 U.S.C.).

12. 395 U.S. 653 (1969).
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requirements13 and expanded adversarial relationship in post-
America Invents Act post-grant proceedings,14 the public interest in
invalidating bad patents will in part be adequately represented by
unrelated third parties.15 Second, because of the speed, inexpen-
sive nature, and potential for abuse inherent in the new PTO pro-
ceedings, the balance of public interests in invalidating bad patents
and maintaining a robust public domain against ensuring that the
patent system incentivizes innovation and investment in scientific
research is tipped too far away from the latter interests and the
property rights of patentees. This results in a net harm to the pat-
ent system, patent rights, and ultimately the American economy.16

Blocking licensees from utilizing PTO proceedings if a licensor and
licensee have contractually agreed to such a restriction does not
harm the interests underlying Lear and the cases that followed.17

This is particularly true in light of the recent additional expansion
of declaratory judgment jurisdiction that followed MedImmune, Inc.
v. Genentech, Inc.18 and its progeny,19 and the concomitant expan-

13. See 35 U.S.C. §§ 311, 315 (2012) (permitting any party other than the pat-
ent owner to file a petition requesting institution of an inter partes review proceed-
ing with the exception of parties who already filed an action challenging validity of
a claim in a federal court or who had had an action for infringement instituted
against them by the patent owner more than one year prior).

14. Id. § 316(a)(5); 37 C.F.R. § 42.51 (2014).
15. See Lear, 395 U.S. at 670.
16. See Rochelle Cooper Dreyfuss, Dethroning Lear: Licensee Estoppel and the In-

centive to Innovate, 72 VA. L. REV. 677, 679–80 (1986) (discussing the economic
incentives and effects the patent system and the granting of exclusive rights has
upon both large research corporations and small entity inventors).

17. See Bendix Corp. v. Balax, Inc., 471 F.2d 149, 157–58 (7th Cir. 1972) (de-
ciding against retroactive application of Lear’s “unmuzzling” of licensees and dis-
cussing the balance of public interests in the public domain and technology access
against license enforcement writ large); see also Sears, Roebuck & Co. v. Stiffel Co.,
376 U.S. 225, 229–30 (1964) (discussing incentivization of innovation in the con-
text of interaction between federal patent and state unfair competition law);
Compco Corp. v. Day-Brite Lighting, Inc., 376 U.S. 234, 237–38 (1964) (discussing
federal policy towards the public domain embodied in the Constitution and fed-
eral statutory patent system); Brulotte v. Thys Co., 379 U.S. 29, 32–33 (1964)
(holding license agreements for the payment of patent royalties unenforceable
after the expiration of the underlying patent rights).

18. 549 U.S. 118, 137 (2007).
19. See, e.g., SanDisk Corp. v. STMicroelectronics, Inc., 480 F.3d 1372 (Fed.

Cir. 2007) (finding declaratory judgment jurisdiction satisfied after negotiations of
patent cross-licensing deal broke down despite an oral assertion that no patent
infringement suit would be asserted); Sony Elecs., Inc. v. Guardian Media Techs.,
Ltd., 497 F.3d 1271, 1284 (Fed Cir. 2007) (finding declaratory jurisdiction satisfied
in light of MedImmune and Sandisk in a situation where there had both been a gap
of four years in communication between parties regarding license negotiations
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sion of the ability of licensees and prospective licensees to chal-
lenge the validity of patents in federal district courts.

The patent system is an integral feature of the United States’
ability to maintain strong science and technology research sectors
and incentivize innovation.20 Through the incentives inherent in
the exclusive rights granted as part of the patent system, inventors
and innovators can be assured they will have the opportunity to re-
ceive commercial and financial reward for their investments of time
and capital.21 Often, innovators decide to implement their pat-
ented ideas by manufacturing products based on their patents and
then bring those products to market. However, just as often, paten-
tees may choose to license their patent rights to other parties for
implementation and manufacturing. Patentees may choose to li-
cense their rights for a wide range of reasons.22 The patentee may
lack access to financial resources to bring the idea to market inde-
pendently. Alternatively, the patentee may think that licensing her
idea to established large-scale players in a given industry will result
in a greater net profit than entering the market on her own. Yet a
third reason is that the patent rights may be licensed in exchange
for rights in other patents in a cross-licensing deal with a third
party. This gives both parties in the licensing agreement access to
new technology. Through these sorts of licensing agreements, pat-
ent rights are bought, sold, and exchanged, greatly expanding the
number of parties who have access to a given technology. Without
licensing agreements, only one party at a time would have the abil-
ity to manufacture products and utilize the rights in any single pat-

and the patentee asserted a willingness to continue license negotiations); Teva
Pharm. USA, Inc. v. Novartis Pharm. Corp., 482 F.3d 1330 (Fed. Cir. 2007) (dis-
cussing and applying MedImmune).

20. See U.S. CONST. art. I, § 8, cl. 8 (“To promote the Progress of Science and
useful Arts, by securing for limited Times to Authors and Inventors the exclusive
Right to their respective Writings and Discoveries[.]”); PRESIDENT’S COMM’N ON

INDUSTRIAL COMPETITIVENESS, 1 GLOBAL COMPETITION: THE NEW REALITY 18 (1985).
These are among the incentives first offered by the Supreme Court in Kewanee Oil
Co. v. Bicron Corp., 416 U.S. 470, 480–81 (1974). These incentives were restated
in Aronson v. Quick Point Pencil Co., 440 U.S. 257, 262 (1979).

21. Kewanee Oil, 416 U.S. at 480 (“The patent laws promote this progress by
offering a right of exclusion for a limited period as an incentive to inventors to risk
the often enormous costs in terms of time, research, and development. The pro-
ductive effort thereby fostered will have a positive effect on society through the
introduction of new products and processes of manufacture into the economy,
and the emanations by way of increased employment and better lives for our
citizens.”).

22. See generally ROBERT W. GOMULKIEWICZ ET. AL., LICENSING INTELLECTUAL

PROPERTY: LAW AND APPLICATION 3–22 (3rd ed. 2014).
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ent. Blocking patents—situations where two patents restrict the
ability of parties to practice the subject matter of the other patent
due to overlapping rights—would be difficult to overcome and nigh
insurmountable.23 The ability to license patents is an important
component of the commercial incentives of the patent system and
accounts for a large part of the value extracted from many
patents.24

Maintaining strong patent rights is also a key part of the opera-
tion of the patent system itself. Innovators need confidence that
they are able to assert their patents effectively against infringing
third parties. During the term of a patent, a patentee is able to
charge higher rates for use of the invention based upon the
granted, limited monopoly rights; this permits the patentee to re-
cover investments made in research.25 If patents are merely paper
tigers or patentees are hamstrung through various procedural or
substantive requirements that hamper the effective assertion and
licensing of patent rights, patentees will lack faith in the promised
financial incentives at the back end of their research and innova-
tion investments.26 If a patentee fails to realize her investment in a
patent, she may utilize other routes in the future to protect her
investments.27 Alternatives include trade secrecy, trademark, and

23. See Robert P. Merges & Richard R. Nelson, On the Complex Economics of
Patent Scope, 90 COLUM. L. REV. 839, 860–68 (1990) (describing blocking patents
generally).

24. Richard R. Nelson, The Simple Economics of Basic Scientific Research, 67 J.
POL. ECON. 297, 302 (1959) (“Few firms operate in so wide a field of economic
activity that they are able themselves to benefit directly from all the new technolog-
ical possibilities opened by the results of a successful basic research effort. In order
to capture the value of new knowledge in fields which the firm is unwilling to
enter, the firm must patent the practical applications and sell or lease the patents
to firms in the industries affected.”).

25. Dreyfuss, supra note 16, at 679.
26. Rochelle Cooper Dreyfuss & Lawrence S. Pope, Dethroning Lear? Incentives

to Innovate after MedImmune, 24 BERKELEY TECH. L.J. 971, 974 (2009) (“The patent
holder will, however, lose revenue, leading to an impairment of patent value and a
decrease in incentives to invent.”); see also United States v. Univis Lens, Co., 316
U.S. 241, 250 (1942) (“The declared purpose of the patent law is to promote the
progress of science and the useful arts by granting to the inventor a limited mo-
nopoly, the exercise of which will enable him to secure financial rewards for his
invention.”).

27. See Bonito Boats, Inc. v. Thunder Craft Boats, Inc., 489 U.S. 141, 159
(1989) (striking down as preempted by federal patent law a Florida statute offering
“protection for an unlimited number of years to all boat hulls and their compo-
nent parts, without regard to their ornamental or technological merit.”); cf.
Kewanee Oil Co. v. Bicron Corp., 416 U.S. 470, 489 (1974) (“If a State, through a
system of protection, were to cause a substantial risk that holders of patentable
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copyright protection where available.28 Without confidence in the
patent system, fewer patents will be applied for, fewer patents will
be issued, and the public will suffer through reduced disclosure of
new ideas, greater investment in information secrecy, and reduced
licensing and access to ideas, ultimately leading to a poorer public
domain.29

While supporting confidence in the patent system and main-
taining the strength of patent rights is important, the ability to chal-
lenge bad and invalid patents is also an essential component of the
patent system. The challenge of arguably invalid, impermissibly
broad, and abusive patents through civil litigation of invalidity
claims permits private parties to remove improvidently granted pri-
vate rights. Invalidity challenges return subject matter upon which a
patent should never have been granted—such as in the instance of
unpatentable subject matter,30 or material that is either fully antici-
pated31 or obvious32—to the public domain.

inventions would not seek patents, but rather would rely on the state protection,
we would be compelled to hold that such a system could not constitutionally con-
tinue to exist. In the case of trade secret law no reasonable risk of deterrence from
patent application by those who can reasonably expect to be granted patents
exists.”).

28. See Dastar Corp. v. Twentieth Century Fox Film Corp., 539 U.S. 23, 37
(2003) (refusing to extend trademark protection in a “reverse passing-off” in-
fringement claim under section forty-three of the Lanham Act for a communica-
tive good under which the copyright had lapsed on the original version of the
good because of a failure to renew said copyright).

29. Kewanee Oil, 416 U.S. at 481 (“When a patent is granted and the informa-
tion contained in it is circulated to the general public and those especially skilled
in the trade, such additions to the general store of knowledge are of such impor-
tance to the public weal that the Federal Government is willing to pay the high
price of 17 years of exclusive use for its disclosure, which disclosure, it is assumed,
will stimulate ideas and the eventual development of further significant advances
in the art. The Court has also articulated another policy of the patent law: that
which is in the public domain cannot be removed therefrom by action of the
States.”).

30. See Ass’n for Molecular Pathology v. Myriad Genetics, Inc., 133 S. Ct. 2117
(2013) (finding claims to BRCA1 and BRCA2 genes used in breast cancer diagnos-
tic analysis to constitute natural products and thus unpatentable subject matter);
Parker v. Flook, 437 U.S. 584 (1978) (finding a claim for “Method For Updating
Alarm Limits” constituting an abstract idea and thus constituting unpatentable
subject matter); CLS Bank Int’l v. Alice Corp. Pty. Ltd., 717 F.3d 1269 (Fed. Cir.
2013) (holding a method claim for using a computer as an intermediary third
party in a financial exchange to constitute unpatentable subject matter under 35
U.S.C. § 101).

31. See, e.g., In re Schreiber, 128 F.3d 1473, 1479 (Fed. Cir. 1997) (finding a
patent claiming a popcorn container lid capable of dispensing popcorn fully antic-
ipated by a Swiss patent for dispensing oil from a can under 35 U.S.C. § 102(b)).
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However, during the 19th century and the first half of the 20th
century, the doctrine of licensee estoppel was the default rule ap-
plied by the Court.33 Under the judicial rule of licensee estoppel,
licensees were prevented from challenging the validity of the pat-
ents licensed to them. The doctrine is based on notions of contrac-
tual obligations and the proposition that “the law of contracts
forbids a purchaser to repudiate his promises simply because he
later becomes dissatisfied with the bargain he has made.”34 Though
exceptions were made under antitrust law and price-fixing agree-
ments,35 a prohibition on validity challenges by licensees was the
general rule as applied in Automatic Radio Manufacturing Co. v. Ha-
zeltine Research, Inc.36 and United States v. Harvey,37 upon which the
Court in Hazeltine relied.38

In 1969, Lear, Inc. v. Adkins expressly invalidated the doctrine
of licensee estoppel and overruled Hazeltine in the name of the pub-
lic interest of permitting challenge to, and invalidation of, question-

32. See, e.g., Graham v. John Deere Co., 383 U.S. 1 (1966) (finding a patent
for a “Clamp for Vibrating Shank Plows” obvious in light of prior art under 35
U.S.C. § 103).

33. Dreyfuss, supra note 16, at 684–85; see also, e.g., United States v. Harvey
Steel Co., 196 U.S. 310, 316–17 (1905) (prohibiting the United States as licensee
from challenging the validity of the licensed patent on the basis of contractual
provisions); Automatic Radio Mfg. Co. v. Hazeltine Research, Inc., 339 U.S. 827,
836 (1950) (“The general rule is that the licensee under a patent license agree-
ment may not challenge the validity of the licensed patent in a suit for royalties
due under the contract.”); Kinsman v. Parkhurst, 59 U.S. (18 How.) 289, 293
(1855) (“[W]e think the defendants are estopped from alleging that invalidity.”);
cf. MacGregor v. Westinghouse Elec. & Mfg. Co., 329 U.S. 402 (1947) (holding that
as a matter of federal law, the licensee was not estopped from offering proof of an
allegation of invalidity).

34. Lear, Inc. v. Adkins, 395 U.S. 653, 668 (1969) (citing 1A CORBIN ON CON-

TRACTS § 127 (1963)); see also James M. Treece, Licensee Estoppel in Patent and Trade-
mark Cases, 53 IOWA L. REV. 525, 528–530 (1967)).

35. See, e.g., Edward Katzinger Co. v. Chi. Metallic Mfg. Co., 329 U.S. 394
(1947) (allowing a licensee to show that the licensed patents are invalid in a suit
for royalties despite contractual language to the contrary when the licenses are
challenged as invalid price-fixing agreements); Sola Elec. Co. v. Jefferson Elec. Co.,
317 U.S. 173, 175 (1942) (holding that a state law cannot estop a licensee from
challenging patent validity where the presence of an invalid patent would result in
a finding of violation of the Sherman Act for price fixing).

36. 339 U.S. at 827.
37. 195 U.S. at 310.
38. Hazeltine, 339 U.S. at 836 (“The general rule is that the licensee under a

patent license agreement may not challenge the validity of the licensed patent in a
suit for royalties due under the contract.”).
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able and shoddy patents.39 The case marked the end of the
doctrine of licensee estoppel.40 Following Lear, provisions in patent
licenses that prevent licensees from challenging the validity of pat-
ents licensed in corresponding licenses in federal district courts
have been held to be unenforceable.41 Licensees, often the parties
with the greatest financial incentive to challenge patent validity, will
do so if they find it to be economically efficient in comparison to
paying license royalties. Later rulings, the most notable being
MedImmune, Inc. v. Genentech, Inc.,42 have further broadened the
ability of parties to challenge, through declaratory judgment ac-
tions, the validity of patents upon which license agreements are in
place,43 patents for which license negotiations have taken place but
no agreement has been signed,44 and even patents that are the sub-
ject of letters, at the time of receiving such letters, inviting a party to
enter into license negotiations.45 With a line of cases in the 1970s
following Lear v. Adkins and the more recent line of cases after
MedImmune v. Genentech, the ability of licensees and prospective
licensees to challenge patent validity has rapidly expanded over the
past half century. Licensors have been increasingly unable to re-
strict licensees and prospective licensees in their ability to challenge

39. 395 U.S. at 670–71 (“We are satisfied that Automatic Radio Manufacturing
Co. v. Hazeltine Research, Inc., itself the product of a clouded history, should no
longer be regarded as sound law with respect to its ‘estoppel’ holding, and that
holding is now overruled.”) (internal citations omitted).

40. Id. at 671; Dreyfuss, supra note 16, at 683.
41. Lear, 395 U.S. at 671 (expressly overruling a prior Supreme Court deci-

sion upholding licensee estoppel in Hazeltine).
42. 549 U.S. 118 (2007).
43. Id. at 137.
44. SanDisk Corp. v. STMicroelectronics, Inc., 480 F.3d 1372 (Fed. Cir. 2007)

(finding declaratory judgment jurisdiction satisfied after negotiations of patent
cross-licensing deal broke down despite an oral assertion that no patent infringe-
ment suit would be asserted). But see Super Sack Mfg. Corp v. Chase Packaging
Corp., 57 F.3d 1054, 1059-60 (Fed. Cir. 1995) (holding patentee’s written assertion
but absence of written covenant that no infringement suit would be brought under
any of the patents-in-suit based on products currently manufactured to be suffi-
cient to deny jurisdiction over defendant’s counterclaims).

45. Sony Elecs. Inc. v. Guardian Media Techs., Ltd., 497 F.3d 1271, 1284 (Fed
Cir. 2007) (finding declaratory jurisdiction satisfied in light of MedImmune and
Sandisk in a situation where there had both been a gap of four years in communi-
cation between parties regarding license negotiations and the patentee asserted a
willingness to continue license negotiations).



\\jciprod01\productn\N\NYS\71-1\NYS110.txt unknown Seq: 10 13-APR-16 17:17

90 NYU ANNUAL SURVEY OF AMERICAN LAW [Vol. 71:81

the validity of licensed patents in federal district courts and civil
litigation.46

On September 16, 2011, President Obama signed into law the
America Invents Act (AIA),47 a full revision of many of the basic
tenets and operational statutes of the United States patent system,
and the largest overhaul of the patent system since the implementa-
tion of the landmark Patent Act of 1952 (1952 Act).48 Among other
changes, including moving the United States from a first-to-invent
system, where priority is based in large part on who first conceives
and reduces to practice an invention, to a first-to-file system, where
priority is based on the earliest effective filing date for a disclo-
sure,49 the AIA created a panoply of new “post-grant procedures”
through which one can institute administrative challenges to the
validity of prior-issued patents at the PTO in place of civil litiga-
tion.50 Though similar procedures existed at the PTO before the
AIA,51 restrictions on the participation of third parties,52 limited
availability of evidentiary and statutory bases under which one
could challenge validity,53 and the speed of the procedures resulted

46. Lear, 395 U.S. at 670–71. Though practically speaking, licensors are not
prohibited from making it economically difficult to challenge patent validity
through certain license provisions. See infra Part IV.

47. Leahy-Smith America Invents Act, Pub. L. No. 112-29, 125 Stat. 284
(2011) (codified as amended in scattered sections of 35 U.S.C.).

48. Patent Act of 1952, Pub. L. No. 82-593, 66 Stat. 792, ch. 950 (codified as
amended at 35 U.S.C. §§ 1-376 (2012)).

49. Leahy-Smith America Invents Act, 125 Stat. at 285–287.
50. 35 U.S.C. § 311 (2012) (inter partes review); Leahy-Smith America Invents

Act § 18(d)(1); 37 C.F.R. § 42.301 (a) (2014) (covered business method patents);
Leahy-Smith America Invents Act § 3(n) (post-grant review).

51. Bayh-Dole Act, Pub. L. No. 96-517, § 1, 94 Stat. 3015, 3016 (1980) (codi-
fied as amended at 35 U.S.C. § 304 (2012)) (ex parte reexamination); 35 U.S.C.
§§ 311, 315 (2012); American Inventors Protection Act of 1999, Pub. L. No. 106-
113, § 4604, 113 Stat. 1501, 1536 (1999) (codified as amended in scattered sections
of 35 U.S.C.) (inter partes reexamination).

52. J. Steven Baughman, Reexamining Reexaminations: A Fresh Look at the Ex
Parte and Inter Partes for Reviewing Issued Patents, 89 J. PAT. & TRADEMARK OFF.
SOC’Y 349, 352 (2007) (“As its name suggests, once begun an ex parte reexamina-
tion takes place with only the patent owner communicating with the USPTO exam-
iner. The third-party requester (if there is one) has no ongoing role in the
reexamination process or appeal once the initial request has been filed, unless the
patent owner files an optional Owner’s Statement, to which the requester may
then reply.”).

53. See, e.g., U.S. PATENT AND TRADEMARK OFFICE, MANUAL OF PATENT EXAMIN-

ING PROCEDURE § 2244 (9th ed. 2014) [hereinafter MPEP] (stating that determina-
tions for instituting ex parte reexamination may only be based upon “any prior art
patents or printed publications”); MPEP § 2644 (stating the same basis for inter
partes reexamination institution determinations); 35 U.S.C. § 301 (2012) (describ-
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in limited use of the procedures. In comparison, the number of
post-grant procedures requested, instituted, and for which there
have been final written decisions issued since the institution of the
AIA has exploded.54

Prior to the AIA, post-grant procedures at the PTO, such as ex
parte55 and inter partes56 reexamination, were infrequently used and
often ignored, because of the limited grounds on which patents
could be challenged and the circumscribed roles of third-parties.57

However with the introduction of the AIA procedures, there now
exists a much greater range of cheap and expedient ways to chal-
lenge patents. Even when a challenger does not believe that there is
a strong chance of having a patent invalidated, there can be reward
through harassment,58 collateral estoppel,59 and delay through
court-ordered stays of companion infringement litigation.60

ing procedures for submission of patents, printed publications, and other written
statements by third parties to the PTO); see also MPEP § 2258 (identifying sections
of 35 U.S.C. § 102 upon which prior art rejections may be based in ex parte reexam-
ination); MPEP § 2658 (identifying the same for inter partes reexamination).

54. Compare U.S. PATENT AND TRADEMARK OFFICE, COMM’R FOR PATENTS, INTER

PARTES REEXAMINATION FILING DATA – SEPTEMBER 30, 2013 (2013) [hereinafter IN-

TER PARTES REEXAMINATION FILING DATA – SEPTEMBER 30, 2013] (reporting a total
of 1,919 requests for inter partes reexamination since the institution of the proce-
dure in 1999 until phase out in 2013), with U.S. PATENT AND TRADEMARK OFFICE,
PATENT TRIAL AND APPEAL BOARD AIA PROGRESS 1 (2015), http://www.uspto.gov/
sites/default/files/documents/aia_statistics_02-19-2015.pdf [hereinafter AIA PRO-

GRESS] (reporting 2,833 requests for inter partes review since the institution of the
procedure in Sept. 2012). See discussion infra Part II.

55. Bayh-Boyle Act, Pub. L. No. 96-517, § 1, 94 Stat. 3015, 3016 (1980) (codi-
fied as amended at 35 U.S.C. § 304 (2012)); see generally 35 U.S.C. § 301-07 (2012)
(regarding Prior Art Citations to Office and Ex Parte Reexamination of Patents)

56. INTER PARTES REEXAMINATION FILING DATA – SEPTEMBER 30, 2013, supra
note 54 (reporting a total of 1,919 requests for inter partes reexamination since the
institution of the procedure in 1999 until phase out in 2013).

57. See Baughman, supra note 52.
58. Douglas Duff, The Reexamination Power of Patent Infringers and the Forgotten

Inventor, 41 CAP. U. L. REV. 693, 703–04 (2013) (“To illustrate, third parties have
requested as many as six reexaminations in an attempt to invalidate a single patent
without any federal court action.”).

59. See, e.g., Fresenius USA, Inc. v. Baxter Int’l, Inc., 721 F.3d 1330, 1344 (Fed.
Cir. 2013) (“The latter is binding not because of collateral estoppel, but because
Congress has expressly delegated reexamination authority to the PTO under a stat-
ute requiring the PTO to cancel rejected claims, and cancellation extinguishes the
underlying basis for suits based on the patent.”), cert. denied 134 S. Ct. 2295 (2014).

60. See Joseph Casino & Michael Kasdan, Trends from 2 Years of AIA Post-Grant
Proceedings, LAW360 (Sept. 29, 2014, 10:06 AM), https://www.law360.com/articles/
581512/trends-from-2-years-of-aia-post-grant-proceedings (“In 398 [inter partes re-
view and covered business method] cases, a stay was granted in 247, denied in 68,
denied without prejudice in 48, and granted-in-part and denied-in-part in 33.”).
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Since the enactment of the AIA, patent values and the prices
paid for patents in transactions have plummeted. Coinciding with
the implementation of many of the main post-grant procedure pro-
visions of the AIA, on September 26, 2012, patent transaction values
plunged over thirty-seven percent based on a comparison of aver-
age and median patent transaction value from 2012 to 2013.61 Pat-
ent transaction values continued to dip through the first half of
2014, rebounding only somewhat during the third quarter of the
same year.62 Many, including former Chief Judges of the Federal
Circuit Rader63 and Michel,64 believe that this reduction in patent
right valuation is a direct result of the ability of parties to challenge
patents in administrative proceedings at the Patent Office.65

This Note argues that post-AIA, courts should enforce cove-
nants that restrict licensees from challenging the validity of licensed
patents through the use of PTO post-grant procedures and breathe
new life into the doctrine of licensee estoppel. Private ordering in
this manner allows patentees to license their patents secure in the
knowledge that those with the greatest financial incentive to have
their patent invalidated are restricted from challenging validity
through inexpensive, rapid, and numerous PTO proceedings. This
results in the channeling of patent validity challenges by licensees
through civil litigation in the federal district courts. The current
state of the law of licensee estoppel and the unenforceability of cov-
enants restricting licensees from challenging patents through civil
litigation permits the right balance of reliance on patent rights and
the ability of patentees to monetize their intellectual property with
the public interest in the removal of bad patents and the placement
of subject matter back in the public domain. Though there are

61. Average Price Paid for U.S. Patents Declines by 37% from 2012 to 2013, IP-
FRONTLINE (Feb. 7, 2014), http://ipfrontline.com/2014/02/average-price-paid-
for-u-s-patents-declines-by-37-from-2012-to-2013/.

62. IPOFFERINGS LLC, PATENT VALUE QUOTIENT THIRD QUARTER 2014 3–4
(2014).

63. Tony Dutra, Rader Regrets CLS Bank Impasse, Comments on Latest Patent Re-
form Bill, BLOOMBERG BNA LEGAL AND BUSINESS NEWS (Oct 29, 2013), http://www
.bna.com/rader-regrets-cls-n17179879684 (reporting Federal Circuit Chief Judge
Randall Rader commenting that there will soon be 300 administrative patent
judges at the PTAB “acting as death squads, killing property rights”).

64. Jack Ellis, Patent Values Will Slide Because of AIA, Says Former Federal Circuit
Chief Judge Michel, IAM MAGAZINE (Oct. 27, 2012), http://www.iam-magazine.com/
Blog/Detail.aspx?g=a2a29cdd-147a-4549-a473-e4283a3edf49 (“‘The proliferation
of post-grant procedures is going to slow things down and increase costs,’ [Michel]
said. ‘So the value of patents will go down as enforcing them in a timely and cost-
effective way will be more difficult.’”).

65. IPFRONTLINE, supra note 61.
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some questions about the actual alignment of public and private
incentives when one compares the interests, motivations, and ac-
tions of licensees in challenging patents with public interests more
generally,66 holding covenants enforceable that estop licensees
from requesting and instituting post-AIA PTO post-grant proceed-
ings on claims of patent invalidity prevents the abuse and harass-
ment that can result from lax standing requirements, multiplicity of
proceedings, collateral estoppel, and other procedural aspects pre-
sent in those proceedings. On balance, there will be more harm
than benefit to the U.S. patent system and the American economy
through reduced incentives for innovation and reduced access
overall to new technology and know-how from the combination of
jurisdictional expansion post-MedImmune and the implementation
of AIA post-grant procedures. Thus, in order to address these con-
cerns and begin to limit some patent validity challenges, courts
should enforce covenants estopping licensees from availing them-
selves of the PTO post-AIA post-grant proceedings where the agree-
ments were negotiated for by both licensor and licensee.

Part I of this Note examines the development of the doctrine
of licensee estoppel, from its common law beginnings through its
repudiation by the Court in Lear. Part I also examines the applica-
tion of principles of the doctrine and the expansion of declaratory
judgment jurisdiction in the context of patent validity challenges in
MedImmune, Inc. v. Genentech, Inc. and the cases that followed. Part
II compares the procedural and substantive changes the AIA had
on PTO post-grant procedures and the risks their availability creates
for patentees where licensees are unable to be restricted from utiliz-
ing the procedures to render licensed patents invalid. Part III as-
sesses the effects the implementation of the post-AIA post-grant
procedures has had upon the value of patent portfolios and patent
transactions and finds the significant decline in those values to be a
reason for allowing parties to privately order to restrict licensees
from their use. Part IV examines the legal ramifications and eco-
nomic effects of the enforceability of these PTO “no-challenge” cov-
enants in licensee agreements and addresses countervailing
considerations.

I.
LEAR, MEDIMMUNE, AND LICENSEE ESTOPPEL

Surveying the development of the doctrine of licensee estop-
pel, one is able to observe the progressive “unchaining” of patent

66. Dreyfuss, supra note 16, at 701–07.
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licensees, assumed by the Court to often be the only party with suffi-
cient financial incentive to bring patent validity challenges.67

Though the Court has articulated that there is a public interest in
the “elimination of specious patents,”68 there is also a public inter-
est in maintaining incentives to innovate and invest in scientific and
technological research. The federal government in large part in-
centivizes investment in research through the patent system, and
maintaining confidence and reliance interests in that system is a
necessary part of effective research stimulation.69 This is particu-
larly important to certain industries. In the pharmaceutical and bio-
technology industries, for example, patentees often rely almost
solely upon the rights granted in a single patent, such as to the
structure of a novel compound or a new method of antibody syn-
thesis, in order to recover financial investments.70 While the Court
in Lear balanced the equities of the public in “full and free competi-
tion” against the equities of an individual licensor,71 the Court
failed to balance the equities of innovators as a whole against the
public interest in restricting the abilities of parties to assert invalid
patents. While acknowledging that the removal of bad and perhaps
sometimes abusive patents from the patent system is an important
public interest, that interest must be balanced against both the pub-
lic interest in encouraging research investment and the property
rights of patentees with valid patents who are attempting to recoup
their investments through licensing agreements.72

To reach that appropriate equilibrium, courts should hold cov-
enants to estop licensees from bringing invalidity actions through
PTO post-grant proceedings enforceable. If parties have privately
ordered to remove that conduit for bringing validity actions, then
that agreement should be respected.73 Covenants to estop licensees
from pursuing invalidity claims in federal court should, however,

67. Lear, Inc. v. Adkins, 395 U.S. 653, 670 (1969).
68. Id. at 674 n.19.
69. U.S. CONST. art. I, § 8, cl. 8; see also Siemens Med. Solutions USA, Inc. v.

Saint-Gobain Ceramics & Plastics, Inc., 647 F.3d 1373, 1375 (Fed. Cir. 2011) (“At
its heart, the patent system incentivizes improvements to patented technology.”).

70. See WENDY H. SCHACHT, CONG. RESEARCH SERV., RL30756, PATENT LAW

AND ITS APPLICATION TO THE PHARMACEUTICAL INDUSTRY: AN EXAMINATION OF THE

DRUG PRICE COMPETITION AND PATENT TERM RESTORATION ACT OF 1984 (“THE

HATCH-WAXMAN ACT”) 2 (2005) (citing Harvey E. Bale, Jr., Patent Protection and
Pharmaceutical Innovation, 29 N.Y.U. J. INT’L L. & POL. 95 (1997)).

71. Lear, 395 U.S. at 670.
72. See Dreyfuss, supra note 16, at 680.
73. Cf. Dreyfuss & Pope, supra note 26, at 976 (reading MedImmune to poten-

tially permit private ordering in the context of licensee patent validity challenges
in federal district court).
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remain unenforceable in line with the current state of licensee es-
toppel jurisprudence.74 Holding covenants restricting licensees
from bringing actions at the PTO enforceable accords with, or at
least does no harm to, the spirit of Lear, because the interest of the
public at large in the removal of bad patents remains adequately
protected.75 First, parties other than the licensee—even those that
would not satisfy the Article III case or controversy requirement to
bring suit in federal court76—have the opportunity to challenge
patent validity through PTO post-grant procedures, such as post-
grant review and inter partes review.77 Second, with the recent signif-
icant expansion of declaratory judgment jurisdiction in light of
MedImmune, Inc. v. Genentech, Inc.,78 Sandisk Corp. v. STMicroelectron-
ics, Inc.,79 Sony Electronics, Inc. v. Guardian Media Technologies, Ltd.,80

and Teva Pharmaceuticals USA, Inc. v. Novartis Pharmaceuticals Corp.,81

the opportunities in federal district court for even non-repudiating
and prospective licensees, whom the Court has sometimes found to
be the only party with sufficient economic motivation to challenge
validity,82 have never been greater. Allowing parties to agree to es-
top the licensee from utilizing PTO post-grant proceedings does
not contravene the Supreme Court’s or the Federal Circuit’s cur-
rent jurisprudence. Enforcing the terms of these agreements aligns
the intent of the precedential decisions of those bodies with
changes to the legal landscape in light of the AIA.

74. See Michael Risch, Patent Challenges and Royalty Inflation, 85 IND. L.J. 1003,
1009–10 (2010) (“The MedImmune ruling means that a licensee can always chal-
lenge the license by arguing invalidity or noninfringement, and the patentee who
disagrees is subject to the court’s jurisdiction to determine who is right.”). But see
id. (stating that the best reading of MedImmune is that it permits licensors to bar-
gain for enforceable contract provisions that reduce the incentives of licensees to
challenge patent validity).

75. 395 U.S. at 670.
76. See Benitec Australia, Ltd. v. Nucleonics, Inc., 495 F.3d 1340, 1349 (Fed.

Cir. 2007) (finding insufficient immediacy to support declaratory judgment juris-
diction where declaratory plaintiff claimed it would be expanding testing of an
RNA compound into an infringing field of use); Sandoz Inc. v. Amgen Inc., 773
F.3d 1274, 1277–80 (Fed. Cir. 2014) (applying MedImmune to find a lack of declara-
tory judgment jurisdiction in the context of a patent validity challenge of a biosimi-
lar drug product where the declaratory plaintiff had yet to file an NDA).

77. 35 U.S.C. §§ 311, 315 (2012).
78. 549 U.S. 118 (2007).
79. 480 F.3d 1372 (Fed. Cir. 2007).
80. 497 F.3d 1271 (Fed. Cir. 2007).
81. 482 F.3d 1330 (Fed. Cir. 2007).
82. Lear, Inc. v. Adkins, 395 U.S. 653, 670 (1969) (“Licensees may often be

the only individuals with enough economic incentive to challenge the patentability
of an inventor’s discovery.”).
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A. Pre-Lear Jurisprudence
Before discussing the state of licensee estoppel jurisprudence,

declaratory judgment jurisdiction, and their interaction with AIA
post-grant procedures, it is important to briefly trace the history of
the doctrine of licensee estoppel, so as to understand the back-
ground against which the Court originally overturned the doctrine
and the subsequent expansion of licensee patent validity challenges
that has since occurred.

Licensee estoppel finds its roots in nineteenth century juris-
prudence and the principles of contract law.83 In Wilder v. Adams,
patentee Wilder sued Adams for failing to pay the royalties as
agreed upon in a license for Adams to manufacture and sell safes
based on Wilder’s patent. In response, Adams asserted a defense of
patent invalidity.84 Relying on principles of contract and property
law,85 the court held the defense of patent invalidity was irrelevant
to the question of royalties due under the license agreement—Ad-
ams had contracted for a license, and received such a license from
Wilder.86 The court thus found that the licensee could not raise an
irrelevant defense of patent invalidity.87 This decision set up the
Supreme Court to confirm the doctrine of licensee estoppel for the
first time about a decade later in Kinsman v. Parkhurst.88 In a nearly
identical factual setting to Wilder, the Court found the question of
patent validity irrelevant in the license context and ruled that, hav-
ing made profits from the sale of the devices covered by the licen-
sor’s patent without asserting any effect from the question of
invalidity of the licensed patent on the licensee’s profits, the de-
fense was irrelevant to the question of royalties due under the con-
tract.89 In cases that would follow through the next hundred years,

83. See Alfred C. Server & Peter Singleton, Licensee Patent Validity Challenges
Following MedImmune: Implications for Patent Licensing, 3 HASTINGS SCI. & TECH.
L.J. 243, 316 (2011).

84. Id. at 262–65 (summarizing Wilder v. Adams, 29 F. Cas. 1216 (C.C.D.
Mass. 1846) (No.17,647)); Wilder, 29 F. Cas. at 1216.

85. Wilder, 29 F. Cas. at 1217 (“If a lessee be not actually evicted by some
better or higher title in a third person, he is bound to pay rent as long as he
continues to enjoy quietly the premises leased to him, though by one whose title
may be invalid.”).

86. Id. (“They have had the license to make and sell which they agreed for;
they have received proceeds from it, and they are only asked to pay over the pro-
portion of those proceeds, which they agreed to; they have lost nothing in all this,
if the patent was invalid; and why, then, should it be said that the consideration for
this contract has failed?”).

87. Server & Singleton, supra note 83, at 264.
88. Id. at 265.
89. Kinsman v. Parkhurst, 59 U.S. (18 How.) 289, 292–93 (1855).
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the Court would continually reaffirm the doctrine of licensee estop-
pel.90 As the doctrine developed, a number of limited exceptions to
the doctrine were recognized following Kinsman under the doc-
trines of patent policy91 and antitrust law.92

Automatic Radio Mfg. Co. v. Hazeltine Research, Inc.93 was the
Court’s final endorsement of licensee estoppel and represents the
doctrine as it was overturned in Lear.94 Hazeltine Research brought
suit against Automatic Radio Manufacturing (Automatic Radio) al-
leging that royalties were owed under a nonexclusive license agree-
ment allowing Automatic Radio to manufacture and sell
radiobroadcasting equipment.95 In exchange for a patent license,
Automatic Radio agreed to pay a running royalty based on a per-
centage of the total sales of its radiobroadcasting receivers, regard-
less of whether or not the manufactured broadcasting receivers
practiced any of the patents licensed by Hazeltine Research.96 Auto-
matic Radio asserted a defense of patent misuse on grounds that
requiring royalty payments whether or not a licensed patent was
practiced was an improper extension of the grant of patent rights,
as well as a defense of patent invalidity.97 Affirming both the district
court’s grant of summary judgment for Hazeltine Research and the
First Circuit’s subsequent affirmance, the Supreme Court in a fairly
perfunctory manner held that “[t]he general rule is that the licen-
see under a patent license agreement may not challenge the validity
of the licensed patent in a suit for royalties due under the con-
tract.”98 The specific, limited exceptions under antitrust law to the
doctrine of licensee estoppel were found not to apply in the imme-
diate case.99 The Court also held that the license was not an exam-

90. Dreyfuss, supra note 16, at 684 n.314 (tracing the history of the doctrine
through the 19th century and finding the Court’s treatment of the doctrine of
licensee estoppel’s origins to be “somewhat revisionist”).

91. Id. (citing Westinghouse Elec. & Mfg. Co. v. Formica Insulation Co., 266
U.S. 342 (1924) and Scott Paper Co. v. Marcalus Mfg. Co., 326 U.S. 249, 258
(1945)).

92. Id. (citing Sola Elec. Co. v. Jefferson Elec. Co., 317 U.S. 173 (1942), Mac-
Gregor v. Westinghouse Elec. & Mfg. Co., 329 U.S. 402 (1947), and Edward Katz-
inger Co. v. Chicago Metallic Mfg. Co., 329 U.S. 394 (1947)).

93. 339 U.S. 827 (1950), overruled by Lear, Inc. v. Adkins, 395 U.S. 653 (1969).
94. Server & Singleton, supra note 83, at 295.
95. Automatic Radio Mfg. Co. v. Hazeltine Research, Inc., 339 U.S. 827, 829

(1950).
96. Id.
97. Id. at 830–31.
98. Id. at 836.
99. Id.
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ple of patent misuse.100 Although policy-based exceptions to the
doctrine had been added between Kinsman and Hazeltine, licensee
estoppel remained the default rule against which private parties
contracted and licensed until Lear.

B. Lear and Its Progeny
Lear, Inc. v. Adkins, by explicitly overruling Hazeltine, was the

definitive turning point and end of the enforcement of licensee es-
toppel.101 The inventor, John Adkins, conceived and patented a
method for improving the accuracy of gyroscopes. Lear, Incorpo-
rated, a manufacturer of airplane components, manufactured gyro-
scopes.102 In exchange for royalties on all products incorporating
Adkins’ patent, Lear received a license for manufacture and sale
rights.103 At the time the license agreement between Lear and Ad-
kins was signed, the patent on the method for improving gyroscope
accuracy had not yet been issued.104 To account for this, the license
agreement gave Lear the ability to void the agreement upon either
ninety days written notice or, more importantly, upon rejection of
the then-pending patent application at the PTO.105 Adkins’ applica-
tion was subsequently rejected two years after signing the agree-
ment, and Lear stopped paying royalties on some of the licensed
products.106

Three years after the cessation of payments, the PTO eventu-
ally granted Adkin’s patent on the method; Adkins subsequently
brought a contract claim for unpaid royalties due since the initial
PTO rejection in California state court.107 In defense, Lear argued
that they owed no such royalties to Adkins because, first, the li-
censed products did not embody the invention, and second, that
Adkins’ patent was invalid as anticipated.108 Despite having en-

100. As Automatic Radio had contracted for the privilege of a license to all
future and pending patents held by Hazeltine rather than a license on a specific
group of currently held patents, “it was not unlawful to provide a variable consider-
ation measured by a percentage of the licensee’s sales for the same privilege.” Id.
at 833.

101. See M. Natalie Alfaro, Comment, Barring Validity Challenges Through No-
Challenge Clauses and Consent Judgments: MedImmune’s Revival of the Lear Progeny, 45
HOUS. L. REV. 1277, 1283–84 (2008) (citing Dreyfuss, supra note 16, at 683).

102. Lear, Inc. v. Adkins, 395 U.S. 653, 655 (1969).
103. Id. at 657.
104. Id. at 658.
105. Server & Singleton, supra note 83, at 310–11 (citing Adkins v. Lear, Inc.,

67 Cal. 2d 882, 897 (1967), vacated 395 U.S. 653 (1969)).
106. Id. at 311.
107. Lear, 395 U.S. at 659–60.
108. Id.; Server & Singleton, supra note 83, at 311.
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dorsed the doctrine of licensee estoppel for over a century, the Su-
preme Court unambiguously indicated that the doctrine of licensee
estoppel was thereinafter invalid and reversed both the California
trial court and the California Supreme Court.109 Deciding in large
part on public policy grounds, the Court found that the public in-
terest in maintaining a robust public domain and exchange of ideas
far outweighed any property interest on the part of patentees or
state interest in enforcement of contractual provisions.110 The court
stated:

Surely the equities of the licensor do not weigh very heavily
when they are balanced against the important public interest
in permitting full and free competition in the use of ideas
which are in reality a part of the public domain. Licensees may
often be the only individuals with enough economic incentive
to challenge the patentability of an inventor’s discovery. If they
are muzzled, the public may continually be required to pay
tribute to would-be monopolists without need or justification.
We think it plain that the technical requirements of contract
doctrine must give way before the demands of the public inter-
est in the typical situation involving the negotiation of a license
after a patent has issued.111

The Court went on to explicitly overrule Hazeltine and remanded
the case for further proceedings on the question of patent
validity.112

Returning to the examination of public and private interests
and the effect Lear had upon them, the majority in Lear only bal-
anced the interest of the public in maintaining information and
knowledge in the public domain against the private property rights
of an individual patentee in a given case.113 The Court failed to
examine the effects the doctrine would have on scientific research
investment and licensing agreements at large. Notably, the Court
had addressed balancing the public interest in incentivizing innova-
tion with that of maintaining public access to knowledge but had
only done so in the context of preemption and the enforceability of
state unfair competition law.114

109. Lear, 395 U.S. at 670–71, 676; Dreyfuss, supra note 16, at 684.
110. Lear, 395 U.S. at 670–71.
111. Id.
112. Id. at 671, 676.
113. Id. at 670.
114. Dreyfuss, supra note 16, at 687–88. In Sears, Roebuck & Co. v. Stiffel Co.,

376 U.S. 225 (1964), the Court held that where subject matter overlaps between
the federal patent system and a state’s unfair competition, and the subject matter
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In a series of cases following Lear, the Supreme Court, as well
as lower courts, continued to expand and support the recent invali-
dation of licensee estoppel. In Plastic Contact Lens Co. v. W.R.S. Con-
tact Lens Labs., Inc.,115 the Southern District of New York found that
despite the licensee having violated the no-contest (no-challenge)
clause of a license agreement, the licensee could not be prevented
from challenging patent validity in light of Lear; the no-challenge
clause116 was inoperative.117 In Bendix Corp. v. Balax, Inc.,118 the Sev-
enth Circuit stated that the “right to estop licensees from challeng-
ing a patent is not part of the ‘limited protection’ afforded by the
patent monopoly. Furthermore, the reason is that it creates a dan-
ger of unwarranted monopolization.”119 It is important to note that
all of the above decisions were authored in the late 1960s and
1970s, and in response to the doctrine of the late 19th and early
20th centuries. These decisions were written without consideration
of the availability of invalidity procedures at the PTO as an alterna-
tive source of patent validity challenges. The first PTO post-grant
procedure apart from reissue, ex parte reexamination, was not im-
plemented until 1981.120 But it is also of note that the Court in
Blonder-Tongue Labs., Inc. v. Univ. of Illinois Found.121 and Bonito
Boats Inc. v. Thunder Craft Boats, Inc.122 did examine the balance of
public interests in maintaining the public domain, technological ac-
cess, and free competition with the public interest in incentivizing

in question is unpatentable and uncopyrighted, a state cannot prohibit the copy-
ing of the subject matter. See also Compco Corp. v. Day-Brite Lighting Inc., 376
U.S. 234, 237 (1964); Brulotte v. Thys 379 U.S. 29, 32 (1964). One could argue
that these cases represent the Court balancing the interests in favor of the rights of
patentees and incentivization of innovation through the patent system. Rather,
they can be viewed perhaps more accurately through the lens of Kewanee Oil, and
the Court’s ultimate belief that state trade secret and unfair competition laws rep-
resented an ultimately unimportant, somewhat overlapping, parallel system. See
Kewanee Oil Co. v. Bicron Corp., 416 U.S. 470, 487 (1974).

115. 330 F. Supp. 441 (S.D.N.Y. 1970).
116. No-challenge clauses are clauses in a license agreement that restrict a

patent licensee from challenging the validity of licensed patents. Nicholas Roper,
Limiting Unfettered Challenges to Patent Validity: Upholding No-Challenge Clauses in Pre-
Litigation Patent Settlements Between Preexisting Parties to a License, 35 CARDOZO L. REV.
1649, 1651 n.8 (2014).

117. Plastic Contact Lens Co., 330 F. Supp. at 443.
118. 471 F.2d 149 (7th Cir. 1972).
119. Id. at 151 n.3; see also Alfaro, supra note 101, at 1287 (citing Panther

Pumps & Equip. Co. v. Hydrocraft, Inc., 468 F.2d 225, 231 (7th Cir. 1972)).
120. Bayh-Dole Act, Pub. L. No. 96–517, § 1, 94 Stat. 3015, 3016 (1980) (codi-

fied as amended at 35 U.S.C. § 304 (2012)).
121. 402 U.S. 313, 343–45 (1971).
122. 489 U.S. 141, 142–144, 152–157 (1989).
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innovation and scientific research, even if this analysis was only per-
formed post-Lear.123

C. MedImmune, Inc. v. Genentech, Inc. and
Post-MedImmune Jurisprudence

MedImmune arguably represents the next step in the expansion
of licensees’ and prospective licensees’ opportunities to challenge
patent validity through civil litigation.124 However, in the interven-
ing period between Lear and MedImmune, the Federal Circuit ad-
dressed the issue of licensee estoppel in several cases that arguably
cut back against the expansion of the ability of licensees to chal-
lenge patent validity. In Studiengesellschaft Kohle, M.B.H. v. Shell Oil
Co., the Federal Circuit required two prerequisite actions on the
part of a licensee, Shell Oil, to properly bring a patent validity chal-
lenge.125 A licensee was required to first, “actually cease[ ] payment
of royalties,” and second, to “provide[ ] notice to the licensor that
the reason for ceasing payment of royalties is because it has deemed
the relevant claims to be invalid.”126 And in Gen-Probe, Inc. v. Vysis,
Inc.,127 the Federal Circuit ruled that there was no “actual contro-
versy” per the Article III requirement under the circuit’s then-con-

123. See Blonder-Tongue Labs, Inc., 402 U.S. at 343–45 (drawing support from
Sears and Compco in a discussion of balancing the public interests surrounding the
patent system in the context of collateral estoppel).

124. See MedImmune, Inc. v. Genentech, Inc., 549 U.S. 118, 137 (2007). The
Court ruled that “insofar as Article III is concerned,” a patent licensee is not re-
quired to break or terminate its “license agreement before seeking a declaratory
judgment in federal court that the underlying patent is invalid, unenforceable, or
not infringed.” Id. However MedImmune can be alternatively read as “remuzzling”
licensees and allowing for the enforceability of private ordering of patent license
provisions, specifically no-challenge clauses. See Dreyfuss & Pope, supra note 26, at
976. Reading MedImmune in this light, however, supports the notion of permitting
for private ordering by blocking use of PTO post-grant procedures for invalidity
proceedings, but doing so even when the contract specifically is silent as to the
matter. More generally, Dreyfuss and Pope read MedImmune as promoting the en-
forceability of private ordering of patent license agreements, even where agree-
ments limit the ability of licensees to challenge the validity of the licensed rights.
See id. at 976. That interpretation accords with this article’s argument that private
ordering should be permitted in the context of limiting the availability of PTO
post-grant proceedings to licensees in order to challenge patent validity.

125. 112 F.3d 1561, 1568 (Fed. Cir. 1997).
126. Id.; see Ronald A. Bleecker & Michael V. O’Shaughnessy, One Year After

MedImmune—The Impact on Patent Licensing & Negotiation, 17 FED. CIR. B.J. 401,
403 (2008).

127. 359 F.3d 1376 (Fed. Cir. 2004).
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trolling “reasonable apprehension of suit” test128 that would
support declaratory judgment jurisdiction in an action brought by a
non-repudiating licensee in good standing, and thus established a
significant jurisdictional hurdle to licensee patent validity
actions.129

In MedImmune, the Supreme Court overruled Gen-Probe and
held that for the purposes of the Article III case or controversy re-
quirement, a licensee is not required to repudiate the license agree-
ment to establish standing for a declaratory judgment action
seeking the invalidation of the licensed patents.130 The Court also
invalidated the Federal Circuit’s “reasonable apprehension of suit”
test for determining declaratory judgment jurisdiction in favor of a
less bright-line examination of a dispute in line with prior Supreme
Court precedent.131

In 1997, Genentech licensed an issued patent for a process of
manufacturing “chimeric” monoclonal antibodies and a second
then-pending related patent application.132 MedImmune manufac-
tured Synagis, a drug used to treat respiratory disease in chil-
dren.133 In exchange for royalties on products licensed under the
agreement, MedImmune was granted the right to make, use, and
sell the licensed products, which were defined as a specific antibody
that would otherwise infringe the Genentech patents, so long as the
relevant patent claims had not expired or been invalidated.134 The
agreement could also be terminated upon six months’ notice.135 In
2001, the second pending patent application was granted, and

128. BP Chems. Ltd. v. Union Carbide Corp., 4 F.3d 975, 978 (Fed. Cir. 1993)
(“There must be both (1) an explicit threat or other action by the patentee, which
creates a reasonable apprehension on the part of the declaratory judgment plain-
tiff that it will face an infringement suit, and (2) present activity which could con-
stitute infringement or concrete steps taken with the intent to conduct such
activity.”); see also EMC Corp. v. Norand Corp., 89 F.3d 807, 814–15 (Fed. Cir.
1996) (applying the “reasonable apprehension of suit test”).

129. Gen-Probe, 359 F.3d at 1382; see Roper, supra note 116, at 1664–66.
130. MedImmune, Inc. v. Genentech, Inc., 549 U.S. 118, 134, 137 (2007); see

also Server & Singleton, supra note 83, at 245.
131. MedImmune, 549 U.S. at 118 (citing Aetna Life Ins. Co. v. Haworth, 300

U.S. 227, 240-41 (1937)) (requiring a dispute to be “definite and concrete, touch-
ing the legal relations of parties having adverse legal interests” and be “real and
substantial” and “admi[t] of specific relief through a decree of a conclusive charac-
ter, as distinguished from an opinion advising what the law would be upon a hypo-
thetical state of facts.”).

132. Id. at 121.
133. Id.
134. Id.
135. Id.
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Genentech demanded royalty payment under the existing license
agreement on the grounds that the product Synagis was covered by
claims in the newly issued patent.136 MedImmune however, be-
lieved the second patent was invalid and unenforceable, and that in
any event, Synagis was not covered by its claims.137 MedImmune
considered the letter to be a threat of termination of the license
and of subsequent suit for infringement.138 MedImmune thus paid
the royalties “under protest and with reservation of all its rights”
and brought the declaratory-judgment action.139

The Supreme Court, in an eight-to-one decision, reversed both
the district court’s dismissal of the declaratory judgment action
based on lack of subject matter jurisdiction and the Federal Cir-
cuit’s subsequent affirmance.140 The district court and the Federal
Circuit based their opinions on the prior Federal Circuit decision
in Gen-Probe, which failed to find declaratory judgment jurisdiction
satisfied for a patentee licensee that remains in good standing with
regard to their license obligations.141 The Court analogized to a
prior case, Altvater v. Freeman, where under an injunction from pre-
vious litigation a licensee was compelled to continue paying royal-
ties or risk a potential finding of treble damages for willful
infringement.142 The Court concluded that the question of whether
a threat of legal harm stemmed from private or governmental
sources, i.e. a privately-negotiated contract or a court-ordered in-
junction, was irrelevant for the jurisdictional analysis of a declara-
tory judgment action.143 Thus, in the instance where the plaintiff’s
own actions eliminate the imminent threat of harm required for a
declaratory judgment action, an actual controversy will be found
sufficient to sustain jurisdiction.144 The Court stated that stoppage
of payment of royalties by a licensee would not be required because
of the potential consequences that would result from a finding of
willful infringement.145 If a validity challenge was lost, the potential
for “actual [and] treble damages in infringement suits” that would
follow such a finding was deemed to be an immediate and sufficient

136. Id.
137. MedImmune, 549 U.S. at 121–22.
138. Id. at 122.
139. Id.
140. Id.
141. MedImmune, Inc. v. Genentech, Inc., 427 F.3d 958 (Fed. Cir. 2005), aff’g

2004 WL 3770589, rev’d, 549 U.S. 118.
142. MedImmune, 549 U.S. at 130.
143. Id.
144. Id. at 129.
145. Id. at 133–34.
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threat to support a cognizable case or controversy.146 In colorful
language, a licensee would not be required to “bet the farm.”147

However, in a possibly contradictory statement, the court spe-
cifically noted that it “express[ed] no opinion on whether a
nonrepudiating licensee is similarly relieved of its contract obligation
during a successful challenge to a patent’s validity—that is, on the
applicability of licensee estoppel under these circumstances.”148

This statement conflicts, in effect, with the Court’s finding of de-
claratory judgment jurisdiction in the instant case.149 Whether or
not one blocks an invalidity action procedurally under a jurisdic-
tional matter, or under the common law doctrine of licensee estop-
pel, a non-repudiating licensee could perhaps ultimately be
prevented from challenging patent validity.

In the cases that followed MedImmune on the question of the
Article III case or controversy requirement and its relationship to
declaratory judgment jurisdiction in patent validity actions by licen-
sees and prospective licensees, there was a substantial expansion of
the grounds upon which declaratory jurisdiction could be satisfied.
The Federal Circuit in SanDisk Corp. v. STMicroelectronics, Inc.150 re-
manded for further proceedings, stating that declaratory judgment
jurisdiction for a patent validity action was most likely satisfied
where negotiations for a cross-licensing agreement between Sandisk
and STMicroelectronics had not reached a conclusion, even
though there had been an oral promise “not to sue” and good faith
efforts by the patentee to continue license negotiations.151 In
Sandisk, the Federal Circuit articulated what some have called the
new “test” for finding declaratory action jurisdiction.152 The Fed-
eral Circuit wrote that, at minimum, it is required that:

[A] patentee asserts rights under a patent based on certain
identified ongoing or planned activity of another party, and
where that party contends that it has the right to engage in the
accused activity without license, an Article III case or contro-
versy will arise and the party need not risk a suit for infringe-

146. Id. at 131 (citing Altvater v. Freeman, 319 U.S. 359, 365 (1943)).
147. Id. at 134.
148. MedImmune, 549 U.S. at 124.
149. Id. at 137.
150. 480 F.3d 1372, 1383 (Fed. Cir. 2007).
151. Id. at 1375–76, 1383.
152. See Paul J. LaVanway Jr., Patent Licensing and Discretion: Reevaluating the

Discretionary Prong of Declaratory Judgment Jurisdiction After MedImmune, 92 MINN. L.
REV. 1966, 1979 (2008).
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ment by engaging in the identified activity before seeking a
declaration of its legal rights.153

At minimum, some affirmative action by the licensor is re-
quired, but, as subsequent cases show, nearly any action, such as
letter writing or an invitation to begin license negotiations, may sat-
isfy declaratory action jurisdiction. In Sony Electronics, Inc. v. Guard-
ian Media Technologies, Ltd., for example, the Federal Circuit found
declaratory jurisdiction satisfied in light of MedImmune and Sandisk
in a scenario where there had been both a gap of four years in
communication between parties regarding license negotiations and
the patentee had asserted a willingness to continue license negotia-
tions in good faith.154 And in Teva Pharmaceuticals USA, Inc. v.
Novartis Pharmaceuticals Corp., the court emphasized that an inquiry
into declaratory action jurisdiction requires examining circum-
stances “taken as a whole,” even if individual grounds on their own
may be insufficient to find a controversy.155 The Federal Circuit in
Teva found declaratory judgment jurisdiction was satisfied as to a
validity challenge to four non-asserted patents held by the patentee
Novartis where only one patent, and not one of the four patents
challenged, was asserted by Novartis in the context of litigation re-
sulting from an Abbreviated New Drug Application filed by Teva.156

The jurisprudence following MedImmune has resulted in a sig-
nificant broadening of scenarios under which a licensee or prospec-
tive licensee is able to bring a patent invalidity challenge. This
expansion of declaratory judgment jurisdiction following MedIm-
mune, combined with the new PTO post-grant procedures that were
introduced by the America Invents Acts, has created and will con-
tinue to create a crisis in confidence on the part of licensors in the
strength of their patent rights and thus their ability to effectively
monetize their patents and recoup investments in innovation.

II.
POST-GRANT PROCEDURES AND THE

AMERICA INVENTS ACT

In addition to, and nearly simultaneously with the loosening of
requirements and “unmuzzling”157 of licensees to challenge patent
validity through civil litigation under MedImmune and its progeny,

153. SanDisk, 480 F.3d at 1381.
154. 497 F.3d 1271, 1275, 1285–86 (Fed. Cir. 2007).
155. 482 F.3d 1330, 1341 (Fed. Cir. 2007).
156. Id. at 1345-46.
157. See Dreyfuss & Pope, supra note 26, at 985.
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the post-grant procedures that were implemented with the AIA re-
sulted in a second expansion of opportunity for both licensees and
uninvolved third parties to challenge the validity of patents. The
rapid speed,158 lax procedural and standing requirements,159 availa-
bility of multiple simultaneous or serial proceedings,160 broad claim
construction standards,161 availability of collateral estoppel against
the licensor in later proceedings and district courts,162 and other
features of post-grant proceedings implemented as part of the AIA
make the procedures particularly attractive to parties looking to
quickly and inexpensively invalidate patents. Procedural and sub-
stantive defenses available to a patentee at the PTO are minimal,
particularly in comparison to the position of a patentee in a federal
district court. In addition, the lack of a presumption of validity at
the PTO,163 although it was also absent in pre-AIA procedures, fur-

158. E.g., 35 U.S.C. § 316(a)(11) (2012) (requiring a final determination in
IPRs to be issued within one year from the date of institution).

159. Though there is no case or controversy requirement under the AIA (un-
like actions brought under Article III of the U.S. Constitution. Lujan v. Defenders
of Wildlife, 504 U.S. 555, 564 (1992)), the AIA does prohibit IPR filings by a party
that has previously filed a declaratory action challenging validity of the same claims
or when the request for institution is “filed more than 1 year after the date on
which the petitioner . . . is served with a complaint alleging infringement of the
patent.” 35 U.S.C. § 315(b) (2012). CMBs do require there to be a case or contro-
versy prior to a request for institution. See 37 C.F.R. 42.302 (2012) (stating that a
CMB may not be filed unless the petitioner has been sued or “charged” with in-
fringement under the challenged patent).

160. See Karen A. Long, The Unintended Consequences of Post-Grant Review of Pat-
ents, 17 UCLA J. L. & TECH. 1, 18-20 (2013) (discussing the harassment potential
that can result from the absence of a standing requirement for filing post-grant
petitions).

161. Intelligent Bio-Systems, Inc. v. Illumina Cambridge Ltd., IPR2013-00517,
Paper 87 at 6 (P.T.A.B. Feb. 11, 2015) (“[T]he Board interprets claims in an
unexpired patent using the ‘broadest reasonable construction in light of the speci-
fication of the patent in which [they] appear[ ].’ 37 C.F.R. § 42.100(b). Under that
standard, claim terms are given their ordinary and customary meaning as would be
understood by one of ordinary skill in the art in the context of the entire disclo-
sure.”) (citation omitted); see also In re Cuozzo Speed Techs., LLC, 793 F.3d 1268,
1275–80 (Fed. Cir. 2015), cert granted sub nom. Cuozzo Speed Techs., LLC v. Lee,
136 S.  Ct. 890 (2016).

162. E.g., Fresenius USA, Inc. v. Baxter Int’l, Inc., 721 F.3d 1330, 1344 (Fed.
Cir. 2013); cf. Kaufman Co. v. Lantech, Inc., 807 F.2d 970, 976 (Fed. Cir. 1986)
(holding that a patentee has no rights in the original patent following the institu-
tion of a reissue proceeding).

163. Contra 35 U.S.C. § 282 (2012) (establishing the presumption of validity
in federal litigation); Microsoft Corp. v. i4i Ltd. P’ship, 131 S. Ct. 2238, 2242–43
(2011) (discussing the presumption of validity of patents in civil litigation); Sciele
Pharma Inc. v. Lupin Ltd., 684 F.3d 1253, 1259–61 (Fed. Cir. 2012) (discussing the
same).
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ther encourages challenge through these procedures. Comparing
these procedures to the practice of invalidity challenges in civil liti-
gation shows the likelihood that these proceedings will be used for
abusive treatment and harassment of patentees.

Because of the significantly more restrictive nature of post-
grant procedures prior to the AIA, in terms of both the role the
challenging party was permitted to play and the limited prior art
and statutory grounds under which a validity challenge was permit-
ted, pre-AIA PTO post-grant procedures were used infrequently.
However, following the passage of the AIA and the modifications to
post-grant procedures that came with it, parties looking to chal-
lenge patent validity have increasingly turned to the use of PTO
post-grant procedures to bring their actions. This section compares
procedural aspects, standing requirements, and other features of
AIA post-grant procedures to both pre-AIA post-grant procedures
and civil litigation in district courts. It also describes why these new
procedures are significantly broader in their applicability and popu-
larity and have a greater ability to invalidate patents in comparison
to procedures available prior to the AIA.

A. Pre-AIA Post-Grant Procedures
1. Ex Parte Reexamination

Ex parte reexamination,164 which came through the implemen-
tation of the AIA in an only slightly modified form, can be re-
quested by any party, including the patentee.165 Once the request
for institution of reexamination is filed, however, a third-party re-
quester is not permitted involvement with the remainder of the
proceeding.166 The third-party requester may remain anonymous
despite the filing.167 Filings that request the institution of an ex parte
reexamination must present patentability issues based solely upon
prior art in the form of patents and printed publications.168

164. UNITED STATES PATENT AND TRADEMARK OFFICE, MANUAL OF PATENT EX-

AMINING PROCEDURE, §§ 2209, 2609 (8th ed., 7th rev. 2008) [hereinafter MPEP
(8th ed., 7th rev. 2008)].

165. 35 U.S.C. § 302 (2012) (“Any person at any time may file a request for
reexamination by the Office of any claim of a patent on the basis of any prior art
cited under the provisions of section 301.”).

166. 37 C.F.R. § 1.550(g) (2014) (providing no role for the third-party re-
quester). In limited circumstances, where the patentee files a reply statement to
the petition requesting the institution of the reexamination proceeding, the third-
party petitioner may file a surreply that will also be considered during the proceed-
ing, if so instituted. 35 U.S.C. § 304 (2012).

167. MPEP, supra note 53, § 2203.
168. 35 U.S.C. §§ 301-302 (2012); MPEP, supra note 53, § 2258(I)(G).
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Though operating under a loose definition of “printed publica-
tions” (items such as billboards and conference handouts are con-
sidered printed publications)169 other evidence such as public use
or disclosure is not permitted. The cited prior art must present pat-
entability concerns on the grounds of either novelty or obviousness;
challenges on 35 U.S.C. § 112 grounds, such as claim indefiniteness
or lack of enablement,170 will not be entertained. If the PTO deter-
mines that the reexamination filing presents a “substantial new
question of patentability,” then an ex parte reexamination proceed-
ing is instituted. In practice, this threshold determination of
whether to institute the ex parte proceeding appears to have been
easily met, with 92% of decisions to institute made in favor of com-
mencement for all ex parte reexamination filings.171

In the proceeding itself, an examiner communicates solely
with the patentee to determine if patent claims in question should
be cancelled, narrowed, or confirmed.172 The proceeding itself re-
sembles an ordinary examination with the examiner issuing written
statements and written replies submitted by the patentee contain-
ing their argument regarding patentability and responding to those
of the examiner.173 The patent owner may appeal the examiner’s
decision through the PTO Patent Trials and Appeal Board
(PTAB)174 and then directly to the United States Court of Appeals
for the Federal Circuit or to the District Court for the District of
Columbia if the patentee feels there is a need to supplement the
reexamination record with additional evidence.175 The third party
requester has no right of appeal.176

2. Inter Partes Reexamination

Inter partes reexamination, which was phased out with the intro-
duction of inter partes review as part of the AIA, operated in much

169. See In re Klopfenstein, 380 F.3d 1345, 1348 (Fed. Cir. 2004).
170. 35 U.S.C. § 112 (2012) (containing written description, utility, enable-

ment, and best mode requirements for patent claims).
171. U.S. PATENT & TRADEMARK OFFICE, COMM’R FOR PATENTS, EX PARTE REEX-

AMINATION FILING DATA – SEPTEMBER 30, 2013 1 (2013) [hereinafter EX PARTE RE-

EXAMINATION FILING DATA – SEPTEMBER 30, 2013].
172. 37 C.F.R. § 1.550 (2014).
173. MPEP, supra note 53, § 2254.
174. Prior to the AIA, the PTAB was referred to as the Board of Patent Ap-

peals and Interferences (BPAI). Leahy-Smith America Invents Act, Pub. L. No. 112-
29, § 7, 125 Stat. 284 (2011) (codified as amended in scattered sections of 35
U.S.C.).

175. 35 U.S.C. § 306 (2012).
176. Id.
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the same way as ex parte reexamination. Submissions were limited to
patents and printed publications, and patentability could only be
challenged on the grounds of novelty and obviousness.177 Inter
partes reexamination was also overseen by an examiner.178 There
are, however, a number of important differences that distinguish
the procedures. Perhaps most notably, a form of estoppel applies to
future actions of a third-party in inter partes reexamination but not
from ex parte reexamination.179 The third party is estopped from
challenging the validity of a claim in a district court on the basis of
evidence that was raised or could have been raised during the reex-
amination; newly discovered prior art and statutory bases apart
from novelty and obviousness are thus exempt from such estop-
pel.180 There is also a slightly increased role for the challenging
third party to play during the proceeding in that it is permitted to
“file written comments addressing issues raised by the action of the
Office” following a response by the patent owner.181 Additionally,
both the patentee and the third-party requester have a right to ap-
peal an adverse decision to the PTAB and then to the Federal
Circuit.182

B. AIA Post-Grant Procedures and Innovations

1. Inter Partes Review

Though ex parte reexamination survived the AIA practically un-
changed,183 inter partes reexamination was significantly modified on
a procedural basis and renamed inter partes review (IPR). Inter partes
review is now much more akin to a mini-trial on the merits during
adjudication of the proceedings as opposed to its predecessor. The
rate of utilization by third-party challengers has increased accord-
ingly. As with its predecessor, standing requirements are nonexis-
tent.184 Nearly any party other than the patent owner may file a

177. MPEP (8th ed., 7th rev. 2008), supra note 164, § 2609.
178. Id.
179. 35 U.S.C. § 315(c) (2012).
180. Id.
181. 35 U.S.C. § 314 (2012).
182. 35 U.S.C. § 315(a)–(b) (2012).
183. The only significant change to ex parte reexamination is the limiting of

fora to which an appeal of an adverse decision by a patentee may be made. The
AIA amended 35 U.S.C. § 306 to clarify that appeals of an adverse decision by the
PTAB may only be made to the Federal Circuit, and not to a district court. This
limits the ability of a patentee to supplement the record with new evidence. Com-
pare 35 U.S.C. § 306 (2006), with 35 U.S.C. § 306 (2012).

184. 35 U.S.C. § 315(a)(1)–(b) (2012).
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request for the institution of an inter partes review.185 And the two
caveats that do exist, prohibiting a party that has either previously
filed a pending civil action in a district court on patent validity or
has waited one year since receiving notice of an infringement pro-
ceeding against the party in question,186 are unlikely to be of much
assistance to a patentee in the licensing context. Neither of those
exceptions will prevent a current licensee from filing an IPR re-
quest in order to invalidate a patent except in the limited situations
where she has already decided to try to invalidate the patent in a
district court. This scheme gives nearly unrestricted IPR access to
licensees.

Due to the introduction of post-grant review, an IPR may only
be instituted nine months after patent issuance or after the comple-
tion of any pending post-grant review proceedings, whichever is
later.187 And though the same limitations regarding statutory and
prior art bases under which patent validity may be challenged re-
main,188 the threshold determination required for institution of an
IPR proceeding has been revised to a finding of “reasonable likeli-
hood that the petitioner would prevail with respect to at least one
of the claims challenged in the petition.”189 Although this is argua-
bly a higher threshold determination, it is clear from the nearly
unchanged rate of institution that the practical effect is minimal to
nonexistent.190 The heightened standard appears to be of little
practical utility for protecting patentees from validity challenges by
licensees.

The two most important changes in comparison to the IPR’s
predecessor procedure are the significantly expanded role of the
third-party petitioner191 and the considerably compressed statuto-
rily mandated time period in which the proceedings are required to

185. Id.
186. Id.
187. 35 U.S.C. § 311(c) (2012).
188. Id. § 311(b).
189. Compare 35 U.S.C. § 314(a) (2012), with 35 U.S.C. § 313 (2012).
190. AIA PROGRESS, supra note 54, at 4 (showing a rate of institution between

87% and 75% since the implementation of IPR proceedings); see also Jon E. Wright
& Joseph E. Mutschelknaus, Guest Post on New Inter Partes Reexamination Standard,
PATENTLYO (Feb. 1, 2012), http://www.patentlyo.com/patent/2012/02/guest-
post-on-new-inter-partes-reexamination-standard.html (analyzing data to find that
the rates of proceeding institution are about the same under either the current or
previous institution standards).

191. Duff, supra note 58, at 719 (discussing how the expanded role of the
petitioner makes the IPR proceeding more akin to that of an action in a district
court).
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be adjudicated.192 Discovery is now available to both the patentee
and, more importantly, the petitioner.193 Though the America In-
vents Act limited discovery to the “depositions of witnesses submit-
ting affidavits or declarations” and “what is otherwise necessary in
the interest of justice,” the PTO has issued its own guidelines cate-
gorizing discovery as either “routine discovery,” which is automati-
cally granted in every IPR, and “additional discovery.”194 According
to the PTO’s guidelines, routine discovery always provides both par-
ties in an IPR with discovery of “any exhibit cited in a paper or
testimony,”195 the opportunity for cross examination of affidavit tes-
timony,196 and service of any information that is inconsistent with a
position advanced by the party during the proceeding.197 Motions
can also be made for additional discovery if the PTAB finds it to be
“in the interests of justice.”198 The PTAB has been fairly strict about
both the availability of opportunities for a party to file a motion
requesting expanded discovery and the scope of any additional dis-
covery granted.199

This discovery is limited in scope when compared to discovery
granted in civil litigation in a district court.200 While this limited
scope perhaps benefits the patentee in terms of cost, on balance it
would appear to yield significantly greater benefit to the petitioner.
While the petitioner also benefits from reduced cost through the
limited scope of discovery, she gains access to all of the necessary
materials and witnesses she requires for an invalidity proceeding
without the deluge of information that ordinarily accompanies
modern electronic discovery. In all cases, the petitioners are al-
lowed to depose witnesses submitting affidavits by the defendant,

192. 35 U.S.C. § 316(a)(11) (2012).
193. Id. § 316(a)(5); 37 C.F.R. § 42.51 (2014).
194. 37 C.F.R. § 42.51 (2014).
195. Id.
196. Id.
197. Id.
198. 35 U.S.C. § 316(a)(5).
199. See Garmin International, Inc. et al. v. Cuozzo Speed Techs., LLC, No.

IPR2012-00001, Paper 26, Decision on Motion for Additional Discovery at 7
(P.T.A.B. Mar. 5, 2013) (setting forth five factors to be used to evaluate requests
for additional discovery). As of May 2014, additional discovery was permitted only
in three other cases. See Corning Inc. v. DSM IP Assets B.V., No. IPR2013-00043,
2013 WL 8699246, Paper 27, Decision on Motion for Discovery (P.T.A.B. June 21,
2013); Atlanta Gas Light Co. v. Bennett Regulator Guards, Inc., No. IPR2013-
00453, Paper 40 (P.T.A.B. Apr. 23, 2014); Apple Inc. v. Achates Reference Publ’g,
Inc., No. IPR2013-00080, No. IPR2013-00081, 2014 WL 840502, Paper 66, Decision
on Petitioner’s Motion for Additional Discovery (P.T.A.B. Jan. 31, 2014).

200. See FED. R. CIV. P. 26(b)(1).
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and granted access to copies of all cited documents and any docu-
ments in possession of the other party that contradict positions
taken by that party.201 Additionally, the discovery process in civil
litigation is subject to a lower disclosure and candor requirements
than is present in proceedings before the PTO.202 And although
the PTAB has been notably strict in denying additional discovery,
an expanded scope of discovery is likely unnecessary for the limited
purposes of determining the validity of the patent on the eviden-
tiary and statutory grounds available in an IPR.

Furthermore, as the proceeding is required to be completed
within eighteen months from the date of the initial filing and
within one year from the date of institution, a petitioner—here the
licensee—is able to have the patent invalidated on an accelerated
timeframe and through inexpensive discovery, reduced attorney
hours, and thus minimal overall expense. The rapid adjudication
benefits the petitioner, as it reduces the exclusive patent rights pe-
riod that often remains in the possession of the patentee during the
pendency of a validity proceeding. Though perhaps less poignant
in light of recent Supreme Court rulings arguably raising the stan-
dards for grants of preliminary and permanent injunctions in pat-
ent cases,203 preliminary injunctions are still often issued by courts
at the outset of patent litigation. This creates a period of exclusive
rights for a licensor during the pendency of the action that is un-
available in the context of IPRs. Thus, during the pendency of the
IPR, in comparison to civil litigation, a licensor is assuredly unable
to restrict a challenger from entering or staying in the market.

Two additional procedural aspects of IPRs are worth noting.
First, the PTAB now hears oral arguments between the parties in an
IPR, giving a petitioner an additional mechanism to argue its case
that was previously unavailable.204 Second, as the PTO in post-grant
proceedings construes claims by applying the “broadest reasonable
construction” standard,205 patents are interpreted much more

201. 37 C.F.R. § 42.51 (2014).
202. Duff, supra note 58, at 706; Adv’d Cardiovascular Sys., Inc. v. C.R. Bard,

Inc., 144 F.R.D. 372, 377–78 (N.D. Cal. 1992) (comparing duty of candor and dis-
closure under 37 C.F.R. § 1.56 (2012) at the PTO in contrast to FED. R. CIV. P. 11).

203. eBay Inc. v. MercExchange, 547 U.S. 388, 394 (2006) (holding that in-
junctions should not automatically be granted upon a finding of patent infringe-
ment but rather must apply the traditional four-factor test); z4 Techs., Inc. v.
Microsoft Corp., 434 F. Supp. 2d 437, 444 (E.D. Tex. 2006) (rejecting a request for
a preliminary injunction under the traditional four-factor test).

204. 37 C.F.R. § 42.70 (2014).
205. Baughman, supra note 52, at 354; see, e.g., Intelligent Bio-Systems, Inc. v.

Illumina Cambridge Ltd., IPR2013-00517, Paper 87 at 6 (P.T.A.B. Feb. 11, 2015);
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broadly than they might otherwise be under the Phillips standard
currently utilized by federal courts.206 This may result in a much
broader range of subject matter covered by claims than a patentee
had expected and result in capturing additional prior art of which
the patentee was unaware or believed was unavailable for invalida-
tion purposes.

A victory on the merits invalidating the patent through issu-
ance of a written decision in an IPR serves to estop the assertion of
the patent rights in any forum by the patentee—effectively non-mu-
tual collateral estoppel.207 Because the standards of review are dif-
ferent,208 common law issue preclusion does not apply in a district
court from an earlier PTO decision. Rather, as the Federal Circuit
has found, because the PTO’s decision to invalidate a patent results
in a cancellation of claims, the underlying exclusive rights are ter-
minated, thus also terminating any later suits for patent infringe-
ment.209 In the inverse situation where the patent is not invalidated
by the IPR, however, a broad form of estoppel does apply to the
petitioner who brings this action and loses. Because the standing
requirements for requesting an inter partes review are non-existent,
the form of estoppel applied by the AIA to a losing petitioner pro-
vides little practical benefit to the patentee. A losing petitioner is
prevented from filing a second action either through a second IPR
or an action in district court on any issue that was litigated or could
have been litigated.210 However, any party may request a second IPR,

see also MPEP, supra note 53, § 2258(I)(G) (“During reexamination, claims are
given the broadest reasonable interpretation consistent with the specification and
limitations in the specification are not read into the claims.”) (internal citation
omitted); see also In re Cuozzo Speed Techs., LLC, 793 F.3d 1268, 1275–80 (Fed.
Cir. 2015), cert. granted sub nom. Cuozzo Speed Techs., LLC v. Lee, 136 S. Ct. 890
(2016).

206. Phillips v. AWH Corp., 415 F.3d 1303, 1312 (Fed. Cir. 2005).
207. Fresenius USA, Inc. v. Baxter Int’l, Inc., 721 F.3d 1330, 1344 (Fed. Cir.

2013); see also Blonder-Tongue Labs., Inc. v. Univ. of Ill. Found., 402 U.S. 313, 350
(1971) (rejecting the rule of mutuality of estoppel and holding for non-mutual
defensive collateral estoppel of patent rights after the patent has been found inva-
lid in a prior adjudication).

208. Robert L. Stoll, Maintaining Post-Grant Review Estoppel in the America In-
vents Act Revisited: A Call for Legislative Restraint, 23 FED. CIR. B.J. 15, 38–39 (2013).
Compare 35 U.S.C. § 316(e) (requiring a finding of invalidity by a preponderance
of the evidence), with Microsoft Corp. v. i4i Ltd. P’ship, 131 S. Ct. 2238, 2242
(2011) (“We consider whether § 282 requires an invalidity defense to be proved by
clear and convincing evidence. We hold that it does.”).

209. Monica Grewal & Richard A. Crudo, Estoppel as Applied to and from Patent
Office Post-Grant Proceedings, 88 PAT. TRADEMARK & COPYRIGHT J. (BNA) 1020
(2014).

210. 35 U.S.C. § 315(e) (2012).
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whether or not the issue was already litigated.211 And in light of the
recent IPR filings by hedge funds, it is perhaps not too far from
reality to imagine an unrelated third party requesting a second IPR,
following one brought by a licensee, using knowledge gained from
observation of the first, and proceeding to invalidate a patent
owned by a publicly-traded company while simultaneously selling
short on the patentee’s equity.212

2. Post-Grant Review

Because of its almost unrestricted statutory and prior art bases
under which a validity challenge is permitted, the implementation
of post-grant review (PGR) has also increased the vulnerability of
the licensor at the PTO. Post-grant review, a novel procedure intro-
duced with the AIA, may only be requested and instituted on pat-
ents that have an effective filing date on or after March 16, 2013.213

This accounts for the lower filing rates of PGRs in comparison to
IPRs, which are now available for all patents. For a PGR to be insti-
tuted after a party files a petition, a threshold determination is re-
quired that, if not rebutted, demonstrates “more likely than not
that at least 1 of the claims challenged in the petition is unpatent-
able.”214 Though this appears to be a significantly higher threshold
than the standards of “a substantial new question of patentability”
or “a reasonable likelihood of success,” it is unclear at this time
what the effect is, if any.215 The PGR may be requested upon any
statutory ground that could be asserted as a defense to patent in-
fringement, including 35 U.S.C. § 112 bases as well as inequitable
conduct.216 Nor is there an evidence rule restricting challenges to
patents and printed publications. On most other procedural as-
pects, IPRs and PGRs are substantially similar.

211. Id. § 315 (a).
212. See Nisen, supra note 7.
213. Leahy-Smith America Invents Act, Pub. L. No. 112-29, § 35, 125 Stat. 284

(2011) (codified as amended in scattered sections of 35 U.S.C.).
214. 35 U.S.C. § 324(a) (2012).
215. In comparison to IPRs and Covered Business Methods (CBMs), the PTO

has not released data describing the rate at which satisfaction of the institution
standard is found for PGRs.

216. 35 U.S.C. § 321(b) (“A petitioner in a post-grant review may request to
cancel as unpatentable one or more claims of a patent on any ground that could
be raised under paragraph (2) or (3) of section 282(b) (relating to invalidity of the
patent or any claim).”).
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Institution of a PGR on a patent may only occur within the first
nine months after issuance of the patent.217 While the threshold of
institution is presumably higher in a PGR than in an IPR, this is also
the period during which a patentee may be working the hardest to
sign licensing agreements with potential licensees. Immediately af-
ter issuance is when patented technology and the corresponding
patent rights hold their highest value—a significant duration re-
mains on the patent rights, and the patented subject matter is also
presumably representative of the current state of the art. While pat-
ent rights may remain exclusive ten to fifteen years in the future,
the patented subject matter is much more likely to have been ren-
dered obsolete or have been designed around as time moves on,
resulting in the patent rights being rendered valueless. However,
during this period of high value, a licensee or prospective licensee
or any other party who believes that she can invalidate the patent may
attempt to do so on any statutory basis in a relatively inexpensive
fashion.

3. Covered Business Method Patents

The transitional covered business method patents procedure
(CBM) is a temporary program instituted with the AIA in 2012 and
expires according to a sunset provision on September 16, 2020.218

Procedurally, the proceeding is highly similar to post-grant review
and employs many of the same standards.219 The proceeding is only
available for business method patents, which are defined as “a pat-
ent that claims a method or corresponding apparatus for perform-
ing data processing or other operations used in the practice,
administration, or management of a financial product or service,
except that the term does not include patents for technological in-
novation.”220 The bases for the proceeding are even more limited
than those in an IPR—one may request a CBM proceeding only on
the grounds of novelty and obviousness and only on the bases of
prior art references covered in pre-AIA 35 § U.S.C. 102(a).221 Es-
toppel provisions are more limited here, only preventing a request-
ing party from relitigating in any forum on grounds that were

217. Compare 35 U.S.C. § 321(c), with 35 U.S.C. § 311(c) (requiring an IPR to
be filed no sooner than the later of nine months after the grant of the challenged
patent or the termination of an instituted PGR on the same patent, whichever is
later).

218. See Leahy-Smith America Invents Act, § 18(a)(3)(A) (establishing that
the eight-year period before the sunset provision kicks in begins in 2012).

219. Id. at § 18(a)(1).
220. Id. at § 18(d)(1).
221. Id. at § 18(a)(1)(C)(ii).



\\jciprod01\productn\N\NYS\71-1\NYS110.txt unknown Seq: 36 13-APR-16 17:17

116 NYU ANNUAL SURVEY OF AMERICAN LAW [Vol. 71:81

actually litigated in the CBM.222 In the case of CBM, there is a
standing requirement that must be satisfied: a petitioner must
“have been sued for infringement of the patent or ha[ve] been
charged with infringement under that patent.”223

Placing the lax standing requirements and broad collateral es-
toppel effects of the post-AIA post-grant procedures in combination
with the current jurisprudence regarding licensee estoppel, or lack
thereof, and the expansion of declaratory judgment jurisdiction in
federal courts, one can observe a “perfect storm” operating against
patent rights and incentives to innovate. Though post-grant proce-
dures existed prior to the AIA, the combination of low rate of use
by parties seeking invalidity and the comparatively circumscribed
adversarial relationship in pre-AIA proceedings resulted in rela-
tively little overall effect on the patent system, incentives to inno-
vate, and patent licensing in comparison with the effects of
procedures introduced with the America Invents Act.224

III.
STATISTICS: PATENT LICENSE VALUE AND

POST-GRANT PROCEEDINGS

In accordance with perhaps overly dramatic language from for-
mer Chief Judge of the Federal Circuit Randall Rader,225 recent sta-
tistical data shows patent portfolio valuations and patent
transaction values have exhibited a significant decrease since 2012.
The AIA was passed through Congress226 and was signed into law by
President Obama in September 2011.227 Most of the new post-grant
procedures in the AIA were implemented on September 16,

222. Id. at § 18(a)(1)(D).
223. Id. at § 18(a)(1)(B).
224. Compare Jonathan Tamimi, Breaking Bad Patents: The Formula for Quick,

Inexpensive Resolution of Patent Validity, 29 BERKELEY TECH. L.J. 587, 588 (2014) (cit-
ing Robert Greene Sterne et al., Reexamination Practice With Concurrent District Court
Litigation or Section 337 USITC Investigations, 11 SEDONA CONF. J. 16 (2010) (“[A]
substantial uncertainty and confusion in reexamination pendency” causes “many
leading patent litigation jurisdictions [to side] against the grant of stays.”)), with
Karen A. Lorang, The Unintended Consequences of Post-Grant Review of Patents, 17
UCLA J. L. & TECH. 1, 2 (2013) (arguing that because of the expansive nature of
bases upon post-grant review which may be instituted, petitioners will use it to
redefine areas of patentable subject matter under 35 U.S.C § 101).

225. Dutra, supra note 63.
226. 157 CONG. REC. S5442 (daily ed. Sept. 8, 2011).
227. Press Release, The White House, President Obama Signs America In-

vents Act, Overhauling the Patent System to Stimulate Economic Growth, and An-
nounces New Steps to Help Entrepreneurs Create Jobs (Sept. 16, 2011), http://
www.whitehouse.gov/the-press-office/2011/09/16/president-obama-signs-ameri
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2012.228 The transition from the first-to-invent priority system to the
first-to-file system, along with derivation proceedings, was imple-
mented on March 16, 2013.229 Based upon the timing of the de-
crease in patent transactions values across a wide-range of industries
and the implementation of the AIA and corresponding novel post-
grant proceedings, the two events appear strongly correlated.

A. Patent Transaction Value

According to a statistical analysis of transaction data collected
by a private patent firm from 2012, the average price paid per pat-
ent across a range of subject matters and industries was $366,811.230

The median price paid per patent in 2012 was $211,212.231 The
average price paid per patent across a similar range of industries
and subject matters in 2013 was $236,453; the median price paid
per patent was $170,000.232 In the first two quarters of 2014, the
average price paid per patent was $164,877, and the median price
was $128,700.233 Through the third quarter of 2014, the average
price paid per patent was $197,535 with a corresponding median
price of $133,333.234 Data collected for the full year of 2014 indi-
cated an average price paid per patent of $251,007 and a median
price of $123,144.235 Despite an increase in the average price paid
per patent through the third quarter of 2014, and the year of 2014
overall, the data shows a significant decline overall for the average
and median values paid for patents in transactions since 2012.
Though post-grant procedures associated with the AIA were imple-
mented during September of that year, such procedures were per se

ca-invents-act-overhauling-patent-system-stim [hereinafter AIA White House Press
Release].

228. Leahy-Smith America Invents Act, Pub. L. No. 112-29, 125 Stat. 284
(2011) (codified as amended in scattered sections of 35 U.S.C.).

229. Id. § 3(e)(3).
230. IPOFFERINGS LLC, PATENT VALUE QUOTIENT FULL YEAR 2012 2 (2014),

http://www.ipofferings.com/drawings/apr14/PatentValueQuotient-FY2012-Rev
.pdf. The statistics were drawn from patents covering technology ranging from Wi-
Fi, to patents for e-commerce, to patents covering noise-cancellation technology.
Id.

231. Id.
232. IPOFFERINGS LLC, PATENT VALUE QUOTIENT FULL YEAR 2013 2 (2014),

http://www.ipofferings.com/drawings/apr14/PVQ-FY2013-Report.pdf.
233. IPOFFERINGS LLC, PATENT VALUE QUOTIENT THIRD QUARTER 2014 4

(2014).
234. Id. at 2.
235. IPOFFERINGS LLC, PATENT VALUE QUOTIENT FULL YEAR 2014 4 (2014),

http://www.ipofferings.com/drawings/Feb%202015/PVQ-FY2014-Report.pdf.
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unavailable for the majority of that year.236 Additionally, some lag
time between the institution of procedures and extensive use by the
public at large would account for perhaps a reduced, if not minimal
impact from AIA post-grant procedures on patent prices in 2012.

*Note: The 2014 Third Quarter data also includes data from the previous two
quarters.
*Note: Full Year 2014 includes data from all four annual quarters.

Figure 1: Average and Median Price Paid per Patent

This data was compiled through the aggregation of patent
transaction values publicly announced in sales and acquisitions, as
well as transactions reported by “patent brokers, patent auctions,
parties to transactions, and other sources. . . . The raw data . . . may
be supplemented by data mined from the U.S. Patent and Trade-
mark Office, SEC filings, and other sources.”237

In regards to the methodology used to compile the average
and median value paid for patents from the collected raw data:

Methodology: The Patent Value Quotient reports on the aver-
age value (the quotient that is derived when the total transac-
tion is divided by the number of issued U.S. Patents) for recent
patent transactions. We attempt to ascertain how many issued
U.S. Patents were in the transaction, so there will be transac-
tions that include foreign patents and patent applications that
are not assigned a value. When we have to compute the por-

236. Leahy-Smith America Invents Act, Pub. L. No. 112-29, 125 Stat. 284
(2011) (codified as amended in scattered sections of 35 U.S.C.).

237. IPOFFERINGS LLC, PATENT VALUE QUOTIENT THIRD QUARTER 2014 3–4
(2014).
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tion of the transaction that represents the value of the intellec-
tual property (for example, when a company or business unit is
purchased for its intellectual assets, and the value of the IP has
to be isolated from the value of the business operations), we
will provide an explanation of how we determined that
value.238

Thus the average and median values determined represent the
price paid per patent normalized across a spectrum of transactions,
subject matters, and industries.239 As can be seen in Figure 1, from
2012 through the third quarter of 2014, there has been a 46% de-
crease in the average value paid per patent in patent transaction
and a 37% decrease in the corresponding median value.

B. Post-Grant Proceeding Usage

1. Pre-AIA Post-Grant Proceeding Statistics

In comparison with the number of post-grant proceedings re-
quested to be instituted by the Patent and Trademark Office prior
to the implementation of the AIA, there has been an explosion in
the number of proceedings of all types requested to be instituted,
requests granted, and proceedings for which a final written deci-
sion was issued on the merits.

Prior to the passage of the AIA, there were two main forms of
post-grant procedures available to third parties to challenge the va-
lidity of patents at the Patent and Trademark Office: ex parte reex-
amination and inter partes reexamination.240 Ex parte reexamination
has been available since 1980,241 while inter partes reexamination
was instituted in 1999.242 For present purposes, the only significant
difference between these two proceedings in their pre-AIA form is
the extent to which third-party requesters are able to participate in
the reexamination: there is greater participation allowed in the inter

238. Id. at 4.
239. E.g., IPOFFERINGS LLC, PATENT VALUE QUOTIENT FULL YEAR 2013 2

(2014), supra note 232.
240. The procedural and substantive aspects of these pre-AIA procedures are

explored in more detail, supra Part II.A.
241. Bayh-Dole Act, Pub. L. No. 96-517, § 1, 94 Stat. 3015, 3016 (1980) (codi-

fied as amended at 35 U.S.C. § 304 (2012)).
242. 35 U.S.C. §§ 311, 315 (2012) (effective Nov. 29, 1999); American Inven-

tors Protection Act of 1999, Pub. L. No. 106-113, § 1000(a)(9), 113 Stat. 1501, 1536
(1999) (codified as amended in scattered sections of 35 U.S.C.) (inter partes
reexamination).
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partes form.243 For a variety of reasons, such as to correct a defective
claim or disclaim subject matter, patent owners can request ex parte
reexamination on their own patents. If the patent successfully sur-
vives a reexamination instituted by its owner, the patent will have
been “tested” through the scrutiny of a second examination and
will serve to send a signal of the strength and validity of the patent
to prospective challengers and deter challenges. Instances of self-
requested ex parte examination as well as those requested by order
of the Commissioner are separated out from those requested by
third parties where noted.244 Though the same procedure, they are
not particularly germane to the analysis of third party and licensee
use of PTO invalidity proceedings.

Since 1980, there were a total of 12,874 ex parte reexamination
requests, with 8,874 requested by third parties.245 The following ta-
ble shows the total number ex parte reexaminations requested each
year, with a peak of 787 in 2012.

Fiscal  
Year 

No. Fiscal  
Year 

No. Fiscal 
Year 

No. Fiscal 
Year 

No. Fiscal 
Year 

No. 

1981 78* 1988 268 1995 392 2002 272 2009 658 

1982 187 1989 243 1996 418 2003 392 2010 780 

1983 186 1990 297 1997 376 2004 441 2011 759 

1984 189 1991 307 1998 350 2005 524 2012 787 

1985 230 1992 392 1999 385 2006 511 2013 305 

1986 232 1993 359 2000 318 2007 643   

1987 240 1994 379 2001 296 2008 680   

*Note: Ex parte reexaminations were only available for three months in 1981.

Figure 2: Annual Ex Parte Reexamination Filings246

Of the total requests, a full 92% of ex parte reexamination re-
quests were granted.247 The average and median pendencies were

243. Compare 35 U.S.C. §§ 311–18 (2012) (enacted Nov. 29, 1999) (inter partes
review provisions), with 35 U.S.C. §§ 301–07 (2012) (regarding Prior Art Citations
to Office and Ex Parte Reexamination of Patents).

244. Instances of self-requested ex parte examination constituted 30% of all
filed ex parte reexamination requests since 1980, for a total 3833 requests. EX PARTE

REEXAMINATION FILING DATA – SEPTEMBER 30, 2013, supra note 171.
245. Id.
246. Id.
247. Id.



\\jciprod01\productn\N\NYS\71-1\NYS110.txt unknown Seq: 41 13-APR-16 17:17

2015] THE EFFECTS OF LICENSEE ESTOPPEL 121

27.9 and 20.5 months, respectively, prior to the implementation of
AIA post-grant procedures.248 For third party requested ex parte
reexaminations, the following table outlines the results of those
proceedings that reached decisions on the merits.

Certificates – 3rd Party Requester 6026 

All Claims Confirmed 22% (1348) 

All Claims Canceled 12% (745) 

Claims Changed 65% (3933) 

Figure 3: Outcome of Pre-AIA Ex Parte Reexaminations Requested
by Third Parties249

Inter partes reexamination was phased out with the implementa-
tion of the AIA in 2012 and was replaced with inter partes review. As
the name implies, only a third party may request an inter partes reex-
amination. There is a much greater role for the requesting party to
participate and interact during the proceeding in comparison with
ex parte reexamination.250

Fiscal  
Year 

No. Fiscal  
Year 

No. Fiscal  
Year 

No. Fiscal  
Year 

No. 

2000 0 2004 21 2008 168 2012 530 

2001 1 2005 59 2009 258   

2002 4 2006 70 2010 281   

2003 21 2007 126 2011 374   

Figure 4: Annual Inter Partes Reexamination Filing251

Inter partes reexamination never achieved much popularity or
usage due to the relatively long pendency from beginning until

248. U.S. PATENT & TRADEMARK OFFICE, COMM’R FOR PATENTS, EX PARTE REEX-

AMINATION FILING DATA – SEPTEMBER 30, 2012 1 (2012).
249. Id. at 2.
250. See 35 U.S.C. § 314 (2012) (“Each time that the patent owner files a re-

sponse to an action on the merits from the Patent and Trademark Office, the
third-party requester shall have one opportunity to file written comments address-
ing issues raised by the action of the Office or the patent owner’s response
thereto.”).

251. INTER PARTES REEXAMINATION FILING DATA – SEPTEMBER 30, 2013, supra
note 54, at 1.
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completion of the proceeding. The average inter partes pendency
was 36 months to completion, while the median pendency was 34.1
months.252 Popularity of the proceeding increased towards the end
of its lifespan in comparison with the years soon following imple-
mentation. In total, 93% of inter partes reexamination requests were
granted.253 Statistics regarding the total number of inter partes reex-
aminations reaching decisions on the merits are outlined in the ta-
ble below.

Inter Partes Reexamination Certificates 373 

All Claims Confirmed 12% (44) 

All Claims Canceled (Or Disclaimed) 45% (169) 

Claims Changed 43% (160) 

Figure 5: Outcome of Inter Partes Reexaminations254

2. Post-AIA Post-Grant Proceeding Statistics

Since the implementation of the provisions of the AIA corre-
sponding to the new PTO post-grant procedures, there has been a
surge in the number of post-grant proceedings requested, insti-
tuted, and final written decisions issued on the merits. The relevant
new post-grant procedures in question are the inter partes review
(IPR),255 post-grant review (PGR),256 covered business method pro-
ceedings (CBM),257 and derivation proceedings (DER).258

The new proceedings are popular in large part because of the
expanded statutory and prior art bases for challenging patent inva-
lidity. The rapid timeframes for institution and issuance of a final
written decision of the proceedings also appeals to parties looking
for quick, inexpensive methods to invalidate patents.259 IPRs, PGRs,
and CBMs are statutorily required to be concluded one year after

252. Id.
253. Id.
254. Id.
255. 35 U.S.C. §§ 311–19 (2012).
256. Id. §§ 321–29.
257. Leahy-Smith America Invents Act, Pub. L. No. 112-29, § 18, 125 Stat. 284

(codified as amended in scattered sections of 35 U.S.C.); 37 C.F.R. § 42.301 (a)
(2014).

258. 35 U.S.C. § 135 (2012).
259. See, e.g., id. § 316(a)(11) (“[R]equiring that the final determination in

an inter partes review be issued not later than 1 year after the date on which the
Director notices the institution of a review under this chapter” except for an exten-
sion of no more than six months on a showing of good cause.).
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the decision to institute is granted and within eighteen months
from the date of request for institution.260 This requirement has
generally been met, as final written decisions on the merits are is-
sued much more quickly than in their pre-AIA counterparts.261

Compared to the average pendency for inter partes reexamination of
nearly forty months, the new procedures can be resolved in almost
half the time of pre-AIA proceedings. The increased popularity may
also result from the greater role permitted for third-party reques-
ters, the parties attempting to have patents invalidated, to perform
in the proceedings. Additionally, the lowered evidentiary stan-
dards,262 absence of a presumption of patent validity,263 and broad
claim construction standards264 also contribute to the attraction to
post-AIA post-grant procedures in comparison to civil litigation in a
district court.

As of February 19, 2015, there have been a total 2,833 filings
requesting the institution of either an inter partes review, a post-
grant review, or a covered business method proceeding.265 IPRs
make up the bulk of these requested procedures with 2,519 filed
since it was implemented in September 2012266 to replace inter
partes reexamination.267 There have also been 302 filings requesting
covered business method proceedings, four requesting post-grant

260. Id.; see also id. § 326 (requiring a one year completion of post-grant re-
view except for an extension of less than six months on a showing of good cause).

261. See Casino & Kasdan, supra note 60 (“Chief among the advantages to
proceeding with an IPR may be speed. In the popular forums for pharmaceutical
litigation, Delaware and New Jersey, time to trial is approximately three years, al-
most twice the time it takes for an IPR decision.”). Compare 35 U.S.C. § 316(a)(11),
with INTER PARTES REEXAMINATION FILING DATA – SEPTEMBER 30, 2013, supra note
54 (requiring IPRs to have a final determination be “issued not later than 1 year
after the date on which the Director notices the institution of a review,” while the
average pendency of inter partes reexamination prior to their abolition was close to
forty months).

262. Compare 35 U.S.C. § 316(e) (placing upon the petitioner the burden of
proving a proposition of unpatentability by a preponderance of the evidence), with
Connell v. Sears, Roebuck & Co., 722 F.2d 1542, 1549 (Fed. Cir. 1983) (holding
that a patent challenger must prove invalidity under a “clear and convincing”
standard).

263. Contra 35 U.S.C. § 282 (establishing the presumption of validity in fed-
eral litigation).

264. In re Baxter Int’l, Inc., 678 F.3d 1357, 1364 (Fed. Cir. 2012) (discussing
the differences between district court and PTO proceeding invalidity standards).

265. AIA PROGRESS, supra note 54, at 1.
266. Id.
267. 35 U.S.C. § 311.



\\jciprod01\productn\N\NYS\71-1\NYS110.txt unknown Seq: 44 13-APR-16 17:17

124 NYU ANNUAL SURVEY OF AMERICAN LAW [Vol. 71:81

reviews, and eight derivation proceedings requested.268 Particularly
for IPRs, the growth in the rate of the filings of these petitions has
been dramatic.269 In 2014 alone, there were 1,310 filings for IPR
proceedings with another 678 filed within the first two months of
2015. Compare these with the filing rates for inter partes review: the
peak annual amount of inter partes reexamination petitions was 530
in fiscal year 2012.270 The number of filings requesting post-grant
procedures has far outperformed the PTO’s prediction of a total of
420 petitions per year.271 As post-grant review is only available on
patents with an effective filing date on or after March 16, 2013,272 as
compared with inter partes review which is available for all issued
patents,273 a lower initial rate of use is to be expected.

FY Total IPR CBM PGR DER 

2012 25 17 8 - - 

2013 25 514 8 - - 

2014 1,494 1,310 177 2 5 

2015 751 678 69 2 2 

Cumulative 2,833 519 302 4 8 

Figure 6: Post-AIA PTO Procedure Filing Statistics by Fiscal Year274

Though the number of filings is a good measure of the per-
ceived utility of the procedures by parties attempting to institute
patent invalidity hearings through post-AIA post-grant proceedings,
the actual effectiveness and effects of these filings on patent validity
are perhaps better examined through the rate of trial institution. In
the first full fiscal year after IPRs were instituted, nearly 87% of re-

268. 37 C.F.R. § 42.100(b) (2014); e.g., Gnosis S.P.A. v. S. Ala. Med. Sci.
Found., No. IPR2013-00116 (P.T.A.B. June 20, 2014).

269. AIA PROGRESS, supra note 54, at 1.
270. INTER PARTES REEXAMINATION FILING DATA – SEPTEMBER 30, 2013, supra

note 54.
271. Casino & Kasdan, supra note 60 (“In the second year, close to 1,500 peti-

tions have been filed thus far. This is well beyond the initial projection by the
USPTO of 420 petitions per year.”).

272. Leahy-Smith America Invents Act, Pub. L. No. 112-29, § 2(n)(l), 125 Stat.
284 (2011) (codified as amended in scattered sections of 35 U.S.C.).

273. 35 U.S.C. § 311 (2012).
274. AIA PROGRESS, supra note 54, at 1.
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quests for an institution of a trial were granted.275 CBMs received a
similarly high institution rate of 82% for 2013.276 Though these
rates appear to have cooled down slightly, a clear majority of peti-
tions for a post-grant procedure are granted by the PTO.277

Proceeding FY Trials 
Instituted 

Joinders Percent 
Instituted 

Denials Total No. of 
Decisions on 
Institution 

IPR 2013 167 10+ 87% 26 203 

2014 557 15+ 75% 193 765 

2015 344 81+ 75% 141 568 

CBM 2013 14 0 82% 3 17 

2014 91 1+ 75% 30 122 

2015 30 - 67% 15 45 

DER 2014 0 0 0% 3 3 

+107 cases joined to 71 base trials for a total of 178 cases involved in joinder

Figure 7: Post-AIA Proceeding Petition Dispositions278

It is also useful to examine the final disposition of the post-AIA
post-grant proceedings. In 2014, 55% of IPRs settled prior to final
adjudication, with only 34% receiving a final written decision. In a
not insubstantial number of cases, about 11%, patentees requested
an adverse judgment invalidating all claims prior to the issuance of
a final written decision. This is undertaken to preempt a written
decision that may encourage the challenge of patents and claims
not currently before the PTO if the patentee believes the adminis-
trative law judge at the PTO is going to invalidate the claims cur-
rently in question, as well as to block the institution of additional

275. Id. at 4; Yasser El-Gamal et al., The New Battlefield: One Year of Inter Partes
Review under the America Invents Act, 42 AIPLA Q.J. 39, 52 (2014).

276. AIA PROGRESS, supra note 54, at 4.
277. Id. (reporting 75% institution rate for IPRs in 2014 and 2015 and 75%

and 67% institution rates for CBMs in 2014 and 2015 respectively).
278. Id.
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IPR proceedings.279 Similar rates for all three outcomes have been
seen thus far in 2015.280

Proceeding FY Settlement Final Written 
Decisions 

Adverse 
Judgment* 

Other** 

IPR 2013 38 0 2 1 

2014 210 130 39 1 

2015 175 113 18 7 

CBM 2013 3 1 0 0 

2014 27 13 3 2 

2015 20 16 2 4 

PGR 2015 2 - - - 

DER 2014 0 0 0 0 

*Judgments Based on Request for Adverse Judgment (Request by Patentee to can-
cel all claims challenged in the proceeding)
**Includes termination due to dismissal

Figure 8: Post-AIA Proceeding Final Dispositions281

Finally, the rate at which stays of patent infringement litigation
in federal district courts when IPRs or CBMs are requested is also of
note. Stays of litigation have been granted in a large majority of the
cases where requested. In a total of 398 cases, a stay was granted in
247, denied in 68, denied without prejudice in 48, and granted-in-
part and denied-in-part in 33 cases.282 Denial without prejudice was
the result of requests for stays being submitted prior to the issuance
of a decision by the PTO on whether to institute a post-grant pro-
ceeding; this leaves the door open for a request for a stay to be
refiled upon issuance. Other denials were made on the basis of the
advanced stage that the civil litigation had already reached.283 In
the future, one can expect the denial rate of stays of litigation to
drop as IPRs and CBMs become part of standard litigation practice

279. See, e.g., ZTE Corp. v. ContentGuard Holdings, No. IPR2013-00134, Pa-
per 12 (P.T.A.B. Sept. 25, 2013) (canceling all claims before PTAB to preclude the
institution of a second IPR by petitioner ZTE where the second IPR was time
barred under 35 U.S.C. § 315(b) if brought independently).

280. AIA PROGRESS, supra note 54, at 1.
281. Id.
282. Casino & Kasdan, supra note 60.
283. Id.
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and parties are aware of their utility at the front-end of litigation.
Overall, the quick adoption and rate of use of the post-AIA post-
grant proceedings, particularly IPRs, has far exceeded most predic-
tions, including those of the PTO.284

IV.
PRIVATE ORDERING AND LICENSEE ESTOPPEL

AT THE PTO

Having seen the rapid decrease in patent license transaction
value and patent portfolio evaluation, the procedural and substan-
tive changes to PTO post-grant proceedings following the AIA, the
death of common law licensee estoppel, and the expansion of de-
claratory judgment jurisdiction in federal courts following MedIm-
mune, this Note now turns to the case for the enforceability of
covenants restricting licensees from availing themselves of PTO
post-grant proceedings.

A. Enforceability of Covenants for Licensee Estoppel in PTO Proceedings

Enforcing covenants estopping licensees from proceedings at
the PTO accords with the intentions of Lear, the cases that followed
in its wake, and the more recent jurisprudence under MedImmune.
A significant number of commentators have read MedImmune to en-
dorse private ordering in regards to no-challenge clauses for patent
validity challenges in federal district court.285 This stands in stark
contrast to the prior general legal opinion that Lear unequivocally
rendered no-challenge clauses286 unenforceable.287 Though there

284. Id.
285. Dreyfuss & Pope, supra note 26, at 977; see also Alfaro, supra note 101, at

1282–83 (noting the effects MedImmune will have upon the licensing actions of
licensors and the implementation of contractual no-challenge clauses in licensing
agreements); Bryan C. Diner & Ali Ahmed, United States: In the Aftermath of MedIm-
mune v. Genentech, Is It All Doom and Gloom for Licensors or Are There Rays of Hope in
the Future?, BNA INT’L IP & TECH. PROGRAMME, April 2007, http://www.finnegan
.com/resources/articles/articlesdetail.aspx?news=6c82c943-80d3-44d1-8587-fc608
b1ff322; John W. Schlicher, Patent Licensing, What to Do After MedImmune v.
Genentech, 89 J. PAT. & TRADEMARK OFF. SOC’Y 364, 367 (2007) (noting that MedIm-
mune should have no impact on licensing agreements that define royalty obliga-
tions without reference to validity); Liza Vertinsky, Reconsidering Patent Licensing in
the Aftermath of MedImmune, 45 HOUS. L. REV. 1609, 1624, 1641–44 (noting re-
maining uncertainty on the ability of parties to contract and the perhaps inability
of patentee to address risks in the pre-licensing period when approaching poten-
tial licensees).

286. Again, no-challenge clauses are clauses in a license agreement that re-
strict a patent licensee from challenging the validity of licensed patents. See Roper,
supra note 116.
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are perhaps conflicts between private ordering, Lear, and MedIm-
mune, endorsement of private ordering in the context of no-chal-
lenge clauses appears to be the direction in which the Court’s
jurisprudence is advancing.288 Enforcing covenants restricting li-
censee patent validity challenges through PTO post-grant proceed-
ings is one solution to balancing competing public interests in
incentivizing innovation and providing economic incentives for sci-
entific research with that of protecting the public domain.

Justice Scalia’s opinion in MedImmune explicitly draws distinc-
tions between the application of Lear to repudiating and
nonrepudiating licensees, stating that the opinion does not reach
the question of licensee estoppel in the case of a nonrepudiating
licensee.289 From Scalia’s distinction, it appears that examining li-
censee estoppel through the lens of the enforceability of contrac-
tual obligations is perhaps drawing the Court’s interest and could
represent the next step in the Court’s jurisprudence on the mat-
ter.290 Notably, Scalia’s statement of not reaching the question of
nonrepudiating licensees draws precedential support from Shell,291

perhaps implying that the Court in MedImmune is cabining, or at
least beginning to limit, Lear through procedural requirements.292

287. Alfaro, supra note 101, at 1281 (citing Christian Chadd Taylor, Com-
ment, No-Challenge Termination Clauses: Incorporating Innovation Policy and Risk Allo-
cation into Patent Licensing Law, 69 IND. L.J. 215, 236 n.137, 239–41 (1993) (“No-
challenge clauses are license provisions which prevent licensees from challenging
the validity of the licensed patent.”)).

288. Dreyfuss & Pope, supra note 26, at 986–90 (reading MedImmune to en-
dorse private ordering and covenants impairing licensees from bringing validity
actions); see also Vertinsky, supra note 285, at 1623–24 (finding uncertainty in the
unenforceability of no-challenge clauses following MedImmune (citing Donald S.
Chisum, Chisum on MedImmune, Inc. v. Genentech, Inc., 2008 LEXISNEXIS EMERG-

ING ISSUES 872)). But see Alfaro, supra note 101, at 1310 (proposing a compromise
between licensors and licensees where most no-challenge clauses are unenforce-
able except in situations involving extensive negotiations and settlement
agreements).

289. MedImmune, Inc. v. Genentech, Inc., 549 U.S. 118, 124 (2007).
290. See Bleecker & O’Shaughnessy, supra note 126, at 426–27; Dreyfuss &

Pope, supra note 26, at 985–87.
291. “We express no opinion on whether a nonrepudiating licensee is similarly

relieved of its contract obligation during a successful challenge to a patent’s valid-
ity—that is, on the applicability of licensee estoppel under these circumstances. Cf.
Studiengesellschaft Kohle, m.b.H. v. Shell Oil Co., 112 F.3d 1561, 1568 (C.A.Fed. 1997)
(‘[A] licensee . . . cannot invoke the protection of the Lear doctrine until it (i)
actually ceases payment of royalties, and (ii) provides notice to the licensor that
the reason for ceasing payment of royalties is because it has deemed the relevant
claims to be invalid.’).” MedImmune, 549 U.S. at 124–25 (alterations in original); see
also Bleecker & O’Shaughnessy, supra note 126, at 427.

292. See Bleecker & O’Shaughnessy, supra note 126, at 427.
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This could indicate the Court’s move toward explicitly limiting the
application of Lear in the case of nonrepudiating licensees in the
future and ruling directly on the subject of no-challenge clause
enforceability.

Two commenters have mentioned a shift in the view of patents
as not being “monopolies in a true economic sense,” as it is the rare
case when a patent permits the owner to occupy the field so fully as
to constitute a monopoly, and that many of the antitrust concerns
that so animated the Court in the 1960s have largely fallen by the
wayside.293 As the assumption is no longer made that patents confer
significant economic coercive power upon the holder, it becomes
more reasonable to state that contractual obligations made in the
licensing context are the result of an arm’s-length bargain between
two independent parties, rather than contracts of adhesion. And as
long as licensees are aware that following commencement of a li-
cense agreement, they will be barred from challenging the validity
of a patent, at the PTO or perhaps otherwise, this provision can be
freely negotiated by the licensee and accounted for in the negotia-
tion of other aspects of the license agreement. This will incentivize
licensees to examine patent validity at the outset, prior to entering
into the license agreement, and will result in more timely chal-
lenges to patent validity than might otherwise be brought by a licen-
see who knows that she may challenge validity at any time
throughout the life of a license agreement.294 Thus, a greater align-
ment of the interests of the public with those of a licensee could
result, in that the system would produce a more rapid removal of
invalid patents.295 This removal is all the more rapid if PTO post-
grant proceedings are requested and instituted by a prospective li-
censee at the outset of license negotiations rather than delayed by
years of patent licensing activity and royalty payments.

With the expansion of declaratory judgment jurisdiction for
prospective licensees,296 it would appear that even at the early
stages of licensing negotiations the door is open to civil litigation
and most certainly open to challenge through PTO post-grant pro-

293. Dreyfuss & Pope, supra note 26, at 987.
294. See Vertinsky, supra note 285, at 1641–44. (noting the uncertainty of li-

censors in their ability to limit or remove a licensee’s ability to challenge patents
and the effects of risks taken by the licensor on licensing negotiations and price at
the start of licensing activity).

295. See Dreyfuss, supra note 16, at 701–05 (detailing problems with relying
on licensees to advance the public interest in the challenge and invalidation re-
moval of bad patents as discussed in Lear).

296. SanDisk Corp v. STMicroelectronics, Inc., 480 F.3d 1372, 1374–76 (Fed.
Cir. 2007).
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cedures. Thus, Lear’s public policy of ensuring the richness of the
public domain is addressed in part through challenges brought by
prospective licensees. This is true even in a world where PTO no-
challenge clauses are enforced, as effectuating these contractual
provisions will, at minimum, have no effect on prospective licensee
actions or will in fact encourage prospective licensees to bring valid-
ity challenges because of later narrowed opportunities. Interests in
the public domain and access to knowledge, upon which the Court
in Lear based its decision, is also now accounted for more staunchly
through the “open-door” at the PTO for third parties because of
the minimal post-grant procedure standing requirements. Inciden-
tally, this abundance of options through which a range of parties
are able to challenge patent validity also assists with removing the
anticompetitive effects some have claimed the enforcement of inva-
lid patents has upon the economic system.297 Restricting the licen-
see from utilizing PTO post-grant proceedings after signing an
arm’s-length bargain appears to accord with both the policies that
troubled the Court in Lear and the legal lens the Court appears to
be adopting in MedImmune.

In light of the Supreme Court’s recent jurisprudence, the
Court appears to be setting the stage to uphold the enforceability of
no-challenge clauses in the context of litigation in an Article III
court. Such a decision is arguably also on point for the question of
the enforceability of no-challenge clauses for PTO post-grant proce-
dures. Though this Note argues that no-challenge clauses in the
context of civil litigation should remain unenforceable in the inter-
est of maintaining the richness of the public domain and permit-
ting the removal of invalid patents, such a decision should not be
cabined to apply only to no-challenge clauses in the context of Arti-
cle III courts. Economic incentives and procedural concerns appli-
cable in the case of civil litigation of no-challenge clauses are of
either equal or greater relevance in the context of validity chal-
lenges brought at the PTO. As one commenter has noted, high
costs can act as a significant screen to the filing of low-value pat-
ents.298 This analogy of the screening effects of high costs can be
extended to using the high cost of district court litigation in order
to screen out frivolous patent validity challenges. Thus, the poten-

297. Christopher R. Leslie, The Anticompetitive Effects of Unenforced Invalid Pat-
ents, 91 MINN. L. REV. 101, 171 (2006).

298. Jonathan S. Masur, Costly Screens and Patent Examination, 2 J. LEGAL ANALY-

SIS 687, 688 (2010) (examining the use of high costs at the PTO in order to screen
out low-value patents in much the same manner as high litigation costs can be used
to screen out frivolous challenges to patent validity).
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tial for abuse and harassment of licensors is greater through inex-
pensive PTO post-grant procedures in comparison with civil
litigation. Additionally, the quickly increasing use of IPRs and PGRs
as an alternative to litigation299 would mean any ruling on no-chal-
lenge clauses for civil litigation could not, and should not, be
cabined only to that particular setting if the Court’s future decision
is to be relevant and responsive to developments in the patent sys-
tem following the AIA. However, again, it is important to stress that
holding no-challenge clauses enforceable in the context of civil liti-
gation, as opposed to PTO post-grant procedures, tilts the balance
too far away from the motivating concerns of the court in Lear.

B. Effects and Consequences

If covenants estopping licensees from using PTO post-grant
procedures such as IPRs, PGRs, and CBMs to challenge patent va-
lidity are held enforceable, there will be a significant impact across
a range of dynamics, incentives, and relationships. First, the way in
which licensors and licensees behave during the negotiations will
reflect the enforceability the covenants.300 This will affect the man-
ner in which parties approach and use negotiation tactics, design
license royalty and payment schemes, and the timing during which
patent validity challenges are brought. Second, it is likely overall
that the value of patent portfolios and patent transaction values will
rise in response to the greater confidence patentees have in the
availability and abilities of the most motivated to challenge the va-
lidity of their patents and thus their greater potential to recoup
their investment in scientific and technological research.301 This
will most likely return some of the significant value lost by patent
portfolios and patent license transactions since 2012, correlating
with the institution of post-AIA post-grant procedures. Third, incen-
tives for patentees to innovate in fields where patent rights are avail-
able will increase correspondingly with the greater ability of
patentees to recover investment in scientific research.302 As a result,

299. See supra Part III.B.2.
300. See Nicholas G. Smith, MedImmune v. Genentech: A Game-Theoretic Analysis

of the Supreme Court’s Continued Assault on the Patentee, 15 MARQ. INTELL. PROP. L.
REV. 503 (2011).

301. See Michael N. Rader, Toward a Coherent Law of Inducement to Infringe: Why
the Federal Circuit Should Adopt the Hewlett-Packard Standard for Intent Under § 271(B),
10 FED. CIRCUIT B.J. 299, 330 (2000) (“Investment Capital tends to flow away from
industries in which patent protection is weakest, and flows to those industries in
which it is strongest.”).

302. See Vertinsky supra note 285, at 1652 (“Looking at data on patent chal-
lenges, ‘[o]ne lesson from post-1982 empirical studies is that patenting behavior is
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innovators will presumably seek an increased number of patents on
the newly incentivized research, and there will be an increase in the
amount of public disclosure and access to new technologic and sci-
entific developments.303 Fourth, the public interest in removing in-
valid patents that so animated the Court in Lear to strike down the
doctrine of licensee estoppel in broad language is protected two-
fold: through the remaining unenforceability of no-challenge
clauses regarding civil litigation in the district courts and the open
standing requirements permitted at the PTO in the newly-ex-
panded post-grant procedures.

1. Patent Licensing Dynamics

Licensing is an important method through which patentees de-
rive income from their patented rights. Companies often cross-li-
cense patents when it is in the interests of both parties to share
rights in technology. Small players may license patent rights when
they believe the amount they stand to gain is greater in the aggre-
gate through licensing their rights as opposed to practicing the
rights themselves. Some parties may do both, negotiating non-ex-
clusive licenses in order to produce wide-spread acceptance of a
patented technology, such as in the case of technology that a party
hopes will become an industry standard, VHS or Wi-Fi for exam-
ple,304 while simultaneously manufacturing their own products us-
ing the format. This allows an innovator to both create a market
based on his or her patented technology rights and take advantage
of the potential of new market opportunities. Because of the impor-
tance of licensing agreements to legally sophisticated innovators
and other industrial participants, parties will operate with full
knowledge of legal changes to the enforceability of no-challenge
clauses in the PTO post-grant procedure context.305 Parties will ad-

very sensitive to the perceived enforceability of issued patents. If patent validity
rates start to go down, then we should also see a drop in patent applications.’ This
suggests a potentially higher cost from any rule change that increases patent
challenges.”).

303. See id. at 1653.
304. See FTC, IN THE MATTER OF NEGOTIATED DATA SOLUTIONS LLC, FILE NO.

051 0094, ANALYSIS OF PROPOSED CONSENT ORDER TO AID PUBLIC COMMENT (2008)
(detailing the implementation and widespread acceptance of auto-negotiation
“NWay” technology by the IEEE and broader consuming public).

305. See Smith, supra note 300 (applying game theory to the effects that doc-
trinal shifts after MedImmune will have on licensing activity); Vertinsky supra note
285, at 1627 (analyzing the behavioral effects of MedImmune on individual licensors
and licensees operating in full knowledge of patent doctrine).



\\jciprod01\productn\N\NYS\71-1\NYS110.txt unknown Seq: 53 13-APR-16 17:17

2015] THE EFFECTS OF LICENSEE ESTOPPEL 133

just their negotiations and the structure of their license agreements
and royalty payments in response these doctrinal shifts.

If no-challenge clauses in the PTO context are enforced, licen-
sees will be incentivized to examine patent validity much more
closely at the front end of license negotiations and before any li-
cense agreement is instituted. However, this could result in in-
creased transaction costs between the licensee and the licensor,
notably on the part of the licensee in investigating the validity of
the patent. If the licensee wishes to challenge the patent without
the procedural safeguards and measures that are provided for a pat-
entee in civil litigation and with minimal expense, she will need to
do so before entering into any licensing agreement stating that she
must forgo such an option. And with the acceptance of non-mutual
collateral estoppel306 and the effective collateral estoppel following
successful PTO patent cancellation proceedings in subsequent civil
litigation,307 the option of being able to invalidate a patent and pre-
vent any future assertion for a relatively small investment of both
financial resources and time results in a world where a licensee is
able to benefit from the exclusive rights granted by their license,
but is simultaneously able to invalidate a patent comparatively
quickly. The licensee, if she really does believe that the patent is
invalid, will either bring the challenge through the PTO at the
front end of negotiations, or she will sign the license agreement. If
she wants to challenge validity after institution of a license agree-
ment containing a PTO no-challenge clause, the licensee will only
be able to avail herself of an Article III court. In comparison with
the PTO, there are additional procedural and substantive safe-
guards for the protection of the patentee in the district courts. The
licensee will also need to make a much more sizable investment in
the invalidity challenge both financially and temporally.

Licensors will likewise adjust the manner in which they ap-
proach licensing and licensing negotiations. Licensors will be less
likely to push for up-front payments on license agreements and be
more willing to agree to running royalty agreements based upon
the sales of licensees, revenue generated by products covered by the
licensor’s patent rights, and other use-based metrics that measure
actual use of the patent rights by the licensee. Licensors will likely
be more willing to agree to royalty structures based on actual use of
the patent rights by the licensees as they will be comparatively more

306. See Blonder-Tongue Labs., Inc. v. Univ. of Ill. Found., 402 U.S. 313
(1971).

307. See Fresenius USA, Inc. v. Baxter Int’l, Inc., 721 F.3d 1330, 1344 (Fed.
Cir. 2013).
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secure in their patent rights. Licensors will feel less of a need to ask
for license agreements with large up-front payments that fail to at-
tempt to adequately measure the actual utility and value of certain
patent rights. This ultimately results in higher priced products be-
ing produced if the up-front payment overestimates the value of the
patent rights, with the cost being passed on the to the public at
large.308

As licensors will be more willing to license intellectual property
rights held through patents, there should also be a corresponding
reduction in licensing of intellectual property in other forms,
namely trade secret licensing and know-how agreements. With
greater comfort in the security of their patent rights and their abil-
ity to use the patent system to generate a return on investment in
research, licensors will theoretically apply for patents in greater
numbers.309 This system will be utilized in preference to the other
methods of intellectual property protection.310 With an increase in
patent applications and patents, and thus a corresponding increase
in public disclosure, transactions licensing patent rights too should
increase. This turn away from trade secret licensing and know-how
agreements will result in significantly lowered transaction costs in
licensing and maintaining intellectual property rights. Because of
the nature of the law that enforces trade secrecy, such as the Uni-
form Trade Secrets Act,311 trade secret and know-how licensing
agreements require significant investments into information se-
crecy, confidentiality agreements, and monitoring costs in compari-
son to patent licenses.312 Vertical integration is also much more

308. David M. Treadway, Comment, Has the Supreme Court Forgotten the Paten-
tee? Recent Patent Licensing Decisions Contradict Patent Policy, Harm Licensors, and Alter
Negotiation, 33 U. DAYTON L. REV. 303, 324–25 (2008); see also Dreyfuss & Pope,
supra note 26, at 992–93 (discussing the ramifications of paid up licenses versus
running royalty agreements and the relationship to the economic size of con-
tracting parties).

309. See Kewanee Oil Co. v. Bicron Corp., 416 U.S. 470, 490–91 (1974).
310. At least as far as the Court assumed, patentees will preferentially apply

for patents over trade secret protection where patent rights are available. Id.
311. UNIF. TRADE SECRETS ACT § 1 (1985).
312. In order to qualify for trade secret protection, the information subject to

secrecy must be subject to efforts corresponding to its economic value, and thus
requiring significant investment in information secrecy and confidentiality. Id.
(“‘Trade secret’ means information, including a formula, pattern, compilation,
program, device, method, technique, or process, that: (i) derives independent eco-
nomic value, actual or potential, from not being generally known to, and not being
readily ascertainable by proper means by, other persons who can obtain economic
value from its disclosure or use, and (ii) is the subject of efforts that are reasonable
under the circumstances to maintain its secrecy.”).
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likely when innovations are protected via trade secrecy law because
of the correspondingly greater control one may have over informa-
tion when kept exclusively internal.313 These two options are rarely
the most economically efficient uses of inventions.314 With lower
transaction costs, greater resources are available for investment in
research, product manufacture, and lower prices for the consuming
public more generally.

2. Patent Value

Following the introduction of the post-AIA post-grant proce-
dures, the value paid per patent in patent transactions fell precip-
itously across a wide range of industries and technologies.315 The
transaction value per patent has remained significantly below pre-
AIA levels. Whether or not the value of these transactions per pat-
ent is an accurate value of the technology subject to the transaction,
it is a clear indication of the decline in confidence in the patent
system and the ability of patentees to use rights granted thereunder
in an effective manner following the introduction of these new
PTO procedures. However, if patent owners are able to license pat-
ents and gain income from the rights granted under those patents
with the confidence that their licensees are prevented from chal-
lenging the patents at the PTO, greater confidence in the patent
system will result. Ultimately the value of patents across the system
will rise. This is not to say that the value attributed to patents in
transactions prior to the AIA represented the “correct” value that
should be attributed to patents,316 but a decline of 46% in average
value paid for a patent in two years represents a crisis of confidence
in patent rights and the patent system. Reliance interests of paten-
tees in their intellectual property rights have been adversely ef-
fected, and the experience of innovators with this rapid decline
may direct their protection of their work in the future through
means other than patent rights and licensing. The enforceability of
covenants restricting licensees from challenging patents at the PTO
should help to restore confidence in the cash flows that patent
rights can yield, increase patent portfolio values, and increase li-

313. Treadway, supra note 308, at 323–24.
314. Id. (citing JOHN W. SCHLICHER, LICENSING INTELLECTUAL PROPERTY: LE-

GAL, BUSINESS, AND MARKET DYNAMICS 3 (1996)).
315. See supra Part III.A.
316. Cf. Rader, supra note 301, at 330 (“While the precise value the average

patent should have to a patentee in order to produce a socially optimal level of
innovation is unknown, it is clear that this value must be relatively significant in
order for the patent system to have an effect on innovation.”).
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censing activity. Overall, this may result in increased economic
growth through greater dissemination of technology and
innovation.

3. Incentives to Innovate

In subject matter areas where patents are an available form of
intellectual property rights protection, an increase in the value of
patents, an increase in confidence that one can assert one’s exclu-
sive rights in a receptive forum, and an increase in confidence of
cash flows resulting from those rights will yield increased incentives
to innovate in those areas and a concomitant increase in patent
applications and issued patents. Much of this analysis was the moti-
vating force behind Congress’s creation of the Federal Circuit in
1982.317 With a crisis of confidence in the patent system, and with
many of the circuit courts deemed to be highly unfriendly to paten-
tees, Congress looked to strengthen the patent system and patent
rights by channeling patent litigation into a more receptive fo-
rum.318 Enforcing PTO no-challenge clauses would perform a very
similar function. Restricting licensees from challenging patent va-
lidity through PTO post-grant procedures, worrisome in their now-
expansive effects, channels patent litigation toward a more recep-
tive and rights-friendly forum—the federal district courts. But be-
cause these covenants will have been bargained for between the
licensor and licensee prior to the signing of the license agreement,
the licensee will have had notice of the provision and will have
taken that restriction into their evaluation of the benefits of a li-
cense as well as their approach to negotiations.

4. Challenging Invalid Patents and Maintaining the Public Domain

Though licensees will, if they have agreed to such a covenant,
be restricted from challenging patent validity at the PTO, the pub-
lic interest in maintaining the public domain that was largely re-

317. See Rochelle Cooper Dreyfuss, The Federal Circuit: A Case Study in Special-
ized Courts, 64 N.Y.U. L. REV. 1, 21–22 (1989) (commenting on the Federal Cir-
cuit’s improvements to the clarity and accuracy of patent law); Robert L. Harmon,
Seven New Rules of Thumb: How the Federal Circuit Has Changed the Way Patent Lawyers
Advise Clients, 14 GEO. MASON L. REV. 573, 573 (1992) (noting that ten years after
formation, the Federal Circuit had made substantial progress towards its primary
goal of bringing doctrinal stability to the field of patent law).

318. See Mark D. Janis, Rethinking Reexamination: Toward A Viable Administrative
Revocation System for U.S. Patent Law, 11 HARV. J.L. & TECH. 1, 24–25 (1997) (find-
ing that the Federal Circuit “has had a dramatic impact on reversing the en-
trenched judicial hostility to the patent system” and improved judicial acceptance
of the presumption of patent validity).
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sponsible for the Court’s decision in Lear is adequately maintained
even where courts enforce these sorts of provisions. This is true de-
spite any real world misalignment between public and private inter-
ests, most notably in the timing at which patent validity actions are
preferentially brought in the eyes of the licensee versus the public,
as one commenter has noted.319 There remains a role in patent
validity for the “private attorneys general” that are postulated to
protect the public interests. First, if the licensee still wishes to chal-
lenge the validity of a licensed patent, she will remain able to bring
such a challenge in the federal district courts. Though patent own-
ers may take little solace in that they remain unable to fully bind
their licensees from challenging their patents in all fora, patentees
will be afforded substantial procedural protections and substantive
safeguards as detailed above through the channeling of validity
challenges into the district courts. This includes such protections as
the presumption of validity accorded to patent rights and the more
narrow Phillips standard of claim construction used by federal dis-
trict courts.320 Second, the patentee remains vulnerable to chal-
lenges from non-licensee third parties at the PTO. Additionally,
channeling licensee challenges away from the PTO after the institu-
tion of a restrictive license agreement will serve to dissuade chal-
lenges of patent validity built upon the weakest grounds because of
the procedural and substantive protections and the larger required
investments of time and resources in district courts.321

Though licensees can have significant economic incentive to
challenge the validity of an issued patent,322 competitors, other po-
tential infringers, public interest organizations, and notably finan-

319. But if the patent is invalidated, then the licensee will lose the exclusivity
gained from the licensed rights. This is a concern where a licensee allows a ques-
tionable patent to remain unchallenged so as to prevent other players from com-
peting in the market. This represents a divergence of public and private interests.
See Dreyfuss, supra note 16, at 702–03.

320. Compare 37 C.F.R. § 42.100(b) (2014), with Phillips v. AWH Corp., 415
F.3d 1303, 1312 (Fed. Cir. 2005) (comparing the “broadest reasonable construc-
tion” standard used by the PTO in claim construction to the Phillips standard cur-
rently used by the district courts).

321. Cf. Masur, supra note 298, at 687–89 (finding a screening effect of litiga-
tion costs in the face of a patent thicket substantial enough to act as a screen
against new market entrants); see also Leslie, supra note 297, at 150 (discussing
litigation costs as a barrier to declaratory judgment actions in regard to patent
validity).

322. See Lear, Inc. v. Adkins, 395 U.S. 653, 670 (1969). But see Dreyfuss, supra
note 16, at 702 (stating that licensees are often able to derive greater financial
reward by not challenging the patent through their ability to charge supracompeti-
tive prices during the patent term).



\\jciprod01\productn\N\NYS\71-1\NYS110.txt unknown Seq: 58 13-APR-16 17:17

138 NYU ANNUAL SURVEY OF AMERICAN LAW [Vol. 71:81

cial entities such as hedge funds, all remain unencumbered to
challenge the validity of a patent at the PTO through a PGR or an
IPR. These entities will receive opportunities to submit motions, ar-
gue claim construction, and participate in discovery, and may even
be permitted to make oral arguments.323 And with the significant
expansion of declaratory judgment jurisdiction as seen in Sandisk
and Sony, even the most “prospective” of prospective licensees will
be able to bring declaratory judgment challenges in the federal dis-
trict courts if they choose to do so in preference to the similarly
available PTO post-grant procedures. The public interest in protect-
ing a robust public domain is sufficiently maintained even when
covenants restricting licensees from availing themselves of the PTO
are enforced.

C. Countervailing Considerations and Concerns

This Note argues that on balance, the modifications the AIA
made to the PTO post-grant procedures, in combination with the
expansion in declaratory judgment jurisdiction in MedImmune and
the cases that followed, have caused a crisis of confidence in the
patent system.And that crisis can be addressed, at least in part, by
permitting private ordering in the context of post-grant procedure
no-challenge clauses. However, some may argue that there are sig-
nificant benefits to both the patent system and licensors from both
the AIA and increased patent validity challenges. And indeed not
every aspect of the post-AIA post-grant procedures nor the doctri-
nal changes following MedImmune may be harmful to the patent sys-
tem, licensors, and licensing negotiation dynamics. However, harm
has been caused to the patent system and patent rights in the aggre-
gate, as demonstrated through the steep decline in patent portfolio
valuation since the implementation of the AIA. It is not clear that
much of what are touted as benefits of the changes made by the
AIA to the patent system will have beneficial effects in practice. Ad-
ditionally, by giving licensees the ability to bind themselves to no-
challenge clauses, they may actually be more empowered than they
might be otherwise in that they will have access to an additional
bargaining chip with which to negotiate for lower royalty payments
while simultaneously giving licensors more confidence in their fu-
ture cash flows.324

323. 37 C.F.R. § 42.70 (2014).
324. See Vertinsky, supra note 285, at 1645; cf. United States v. Mezzanatto,

513 U.S. 196, 208 (1995) (discussing in dicta how defendants can “maximize” their
leverage in negotiations with prosecutors if they are able to bargain away a greater
array of rights).
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Some also argue that although declaratory judgment jurisdic-
tion in the context of patent challenges has widened, the Federal
Circuit may now be starting to limit the situations in which it is
found to be satisfied.325 Thus there is the possibility that if the Fed-
eral Circuit limits declaratory judgment jurisdiction sufficiently, en-
forcing PTO no-challenge clauses will result in an over-deterrence
of patent validity challenges; innovation, competition, and the pub-
lic domain would suffer as a result.326 However, the limits the Fed-
eral Circuit has begun to apply to declaratory judgment jurisdiction
do not address the full scope of the jurisdictional widening that has
occurred in recent years and the damage caused to reliance inter-
ests and patent rights. And nor will it so long as the Federal Circuit
does not overturn many of its recent decisions. For these reasons,
permitting private ordering in the context of PTO no-challenge
clauses represents an attractive solution to begin to mitigate dam-
age to the patent system, patent rights, and licensing dynamics.

1. Potential Benefits of Post-AIA Post-Grant Procedures to Licensors

It is possible to argue that the heightening of required thresh-
old findings prior to institution of a PTO post-grant proceeding
adds a sufficient and substantial check to the procedures to ensure
against abuse and frivolous filings. For an IPR, the threshold deter-
mination required for institution is a finding of “reasonable likeli-
hood that the petitioner would prevail with respect to at least 1 of
the claims challenged in the petition.”327 And for a PGR to be insti-
tuted, a threshold finding is required, if not rebutted, that the peti-
tion demonstrates “more likely than not that at least 1 of the claims
challenged in the petition is unpatentable,”328 on the basis of any
statutory ground which could be asserted as a defense to patent

325. Bleecker & O’Shaugnessy, supra note 126, at 416; see, e.g., Benitec Austra-
lia., Ltd. v. Nucleonics, Inc., 495 F.3d 1340, 1349 (Fed. Cir. 2007) (finding insuffi-
cient immediacy to support declaratory judgment jurisdiction where declaratory
plaintiff claimed it would be expanding testing of an RNA compound into an in-
fringing field of use); Merck & Co. v. Apotex, Inc., 287 F. App’x 884, 888 (Fed. Cir.
2008) (finding the presence of a covenant not to sue in combination with FDA
removal of delays to market entry sufficient to moot a justiciable controversy in the
context of Hatch-Waxman litigation).

326. See Leslie, supra note 297, at 127–28 (detailing the anticompetitive ef-
fects and reduction in public welfare when invalid patents remain unchallenged).

327. Compare 35 U.S.C. § 314(a) (2012), with 35 U.S.C. § 312(a) (2006)
(showing the change to the inter partes review institution standard of “reasonable
likelihood that the petitioner will prevail” from the prior inter partes reexamination
institution standard of “substantial new question of patentability”).

328. 35 U.S.C. § 324(a) (2012).
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infringement.329 On their face, these standards seem appreciably
more stringent than the pre-AIA standard of a “substantial new
question of patentability.” In fact, once a threshold determination
is deemed to be satisfied, the Director of the PTO is imbued with
discretionary authority to approve the filed petition.330 Even with
the threshold finding met, the Director need not institute the re-
quested procedure. In theory, these two procedural safeguards
should protect patent owners from frivolous and unmeritorious fil-
ings by licensees and other third-party petitioners.

However, it would seem that in practice the effect of these pro-
cedural measures is minimal, if nonexistent. The rate of institution
of post-grant procedures before and after the AIA is nearly identi-
cal.331 It is not clear that the heightened standard is being given any
effect nor is the discretionary aspect of the Director’s authority to
grant institution being utilized in any meaningful manner. As such,
it would appear that the built-in procedural mechanisms to the
post-AIA post-grant procedures do not fulfill their expected func-
tion of subjecting filings to a heightened scrutiny and limiting the
rate of proceedings instituted. However, if patentees were able to
restrict their licensees from availing themselves of the procedures
in the first instance after signing of the license agreement, then the
patentees could bargain for this protection and gain financial se-
curity in their patent rights that the procedural safeguards have so
far failed to yield.

One may also argue that the PTO post-grant proceedings pro-
vide licensors with timely resolution of invalidity claims against their
patents. Where licensors are successful in overcoming the chal-
lenged invalidity ground, they will gain a perceived strengthening
of their patent rights and thus more valuable patent rights as their

329. 35 U.S.C. § 321(b) (2012) (“A petitioner in a post-grant review may re-
quest to cancel as unpatentable 1 or more claims of a patent on any ground that
could be raised under paragraph (2) or (3) of section 282(b) (relating to invalidity
of the patent or any claim).”).

330. 35 U.S.C. § 314 (2012) (“The Director may not authorize an inter partes
review to be instituted unless the Director determines that the information
presented in the petition filed under section 211 and any response filed under 313
shows that there is a reasonable likelihood that the petitioner would prevail with
respect to at least 1 of the claims challenged in the petition.”).

331. AIA PROGRESS, supra note 54, at 4 (showing a rate of institution between
87% and 75% since the implementation of IPR proceedings); see also Jon E. Wright
& Joseph E. Mutschelknaus, Guest Post on New Inter Partes Reexamination Standard,
PATENTLYO (Feb. 1, 2012), http://www.patentlyo.com/patent/2012/02/guest-
post-on-new-inter-partes-reexamination-standard.html (analyzing data to find that
the rates of proceeding institution are about the same under either the current or
previous institution standards).
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validity has been tested without cancellation.332 As a result, licen-
sors will receive higher royalties in license agreements as well as
additional financial security. However, in practice, the deficient
standing requirement for IPRs and PGRs results in a nearly unlim-
ited ability for third parties to bring validity challenges. And as a
result of the termination of the mutuality principle of collateral es-
toppel in Blonder Tongue v. University of Illinois and the statutory col-
lateral estoppel against a licensor following a post-grant procedure,
a licensor need lose only once to result in the invalidation of her
patent rights. Success in post-grant proceedings never forecloses
the question of invalidity. Patents are only ever ruled not invalid;
they are never found to be valid. Again, by permitting parties to
order to restrict licensees from the use of these procedures, licen-
sors can bargain for confidence that challenges will not be brought
by some motivated parties.

It is also possible that if the licensor is able to initially and re-
peatedly vindicate her patent rights and successfully overcome inva-
lidity challenges, she will be able to signal to other parties that
might bring challenges in the future that the institution of post-
grant proceedings is a fruitless effort. This informal “estoppel”
could result in the licensor preventing later validity challenges
through success in earlier-filed proceedings. However, the effect of
this signaling is arguably significantly reduced because of the availa-
bility of different fora and the application of different standards of
proof and claim construction used within those fora. Lack of suc-
cess by a petitioner in district court litigation does not indicate that
the same will be true of a validity challenge at the PTO. The appre-
ciably different claim construction standards can yield important
differences in the coverage of claims and thus the prior art available
with which to challenge validity. Through the use of PTO no-chal-
lenge clauses, licensors can prevent a licensee from using the new
post-grant procedures in order to challenge validity and provide im-
portant litigation information to other parties in the event the li-
censee is unsuccessful. These other parties will not be estopped
under the estoppel provisions of the post-grant procedures and will
be able learn from the earlier proceedings. Though PTO no-chal-
lenge clauses do not fully rectify this problem, they help in part to

332. Custom Accessories, Inc. v. Jeffrey-Allan Indus., 807 F.2d 955, 961 (Fed.
Cir. 1986) (discussing a strengthened presumption of validity following a patent
surviving a reexamination proceeding); see also eSoft, Inc. v. Blue Coat Sys., 505 F.
Supp. 2d 784, 786 (D. Colo. 2007); Echostar Techs. Corp. v. TiVo, Inc., No. 5:05
CV 81 DF, 2006 WL 2501494, at *4 (E.D. Tex. July 14, 2006) (noting the same in
the context of inter partes reexamination).
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remove some potential challengers from the system and thus pro-
vide patentees with greater confidence in their patent rights and
future cash flows.

If one accepts that the PTO post-grant procedures do result in
the removal of unenforced invalid patents and anticompetitive ef-
fects, then perhaps limiting licensees from bringing challenge in
that forum will result in a net harm to innovation and competition.
As Leslie has argued, even the mere existence of unenforced inva-
lid patents results in injuries to competition through exclusionary
effects.333 Leslie argues that even where no affirmative steps are
taken by the owner of a patent to enforce her rights, the financial
risk stemming from the possibility of litigation can potentially “raise
entry costs, delay entry, deter customers and business partners from
contracting with new entrants, and impose inefficiencies while dis-
torting innovation.”334 While these costs may not be prohibitive to
entrance, these costs will be passed on through higher prices to
consumers, resulting in reduced competition for the patent
holder.335 The same is true of additional cost increases caused by
payment of unjustified license fees to the owner of an invalid pat-
ent.336 Where a new market entrant finds that license fees may be
significantly below the expected value of potential litigation costs, it
may pay for the license whether or not the patent is valid. Both
small firms which cannot afford litigation and large firms with reli-
ance interests in established industries may enter into “unnecessary
licenses,” reducing price competition overall.337

If one accepts these problems caused by invalid patents, and
perhaps “patent thickets” more generally, removing perhaps the
most affordable forum for a licensee to challenge validity could in-
deed prove problematic. Either the costs of patent validity searches
and litigation in district court or royalty costs from license agree-
ments will produce the competition-distorting effects as noted
above. However, when PTO no-challenge clauses are enforced,338

potential licensees have acquired an additional bargaining tool. Po-
tential licensees may use the power to restrict themselves from us-

333. Leslie, supra note 297, at 113.
334. Id. at 114.
335. Id. at 120, 165–66.
336. Id. at 120.
337. Id. (citing FED. TRADE COMM’N, TO PROMOTE INNOVATION: THE PROPER

BALANCE OF COMPETITION AND PATENT LAW AND POLICY, EXECUTIVE SUMMARY 2–3
(2003)).

338. See Vertinsky, supra note 285, at 1645; cf. United States v. Mezzanatto,
513 U.S. 196, 208 (1995) (discussing how defendants can “maximize” their lever-
age in negotiations with prosecutors).
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ing PTO post-grant procedures in order to negotiate for reduced
royalty payments. This could lower start-up costs, which are blamed
for hampering competition, and reduce consumer prices from what
they might be otherwise. Additionally, if a potential licensee sin-
cerely believes that the patent for which she is being asked to sign a
license is invalid, as would be the case where an obviously invalid
patent is being asserted and has yet to be invalidated because of the
collective action problem, that licensee may bring the validity chal-
lenge at the PTO and have it resolved within the relatively short
statutory time frame as an available alternative to district court liti-
gation. By providing licensees with the additional “bargaining chip”
of allowing themselves to be bound to PTO no-challenge clauses,
licensees are arguably better empowered in negotiations than in a
scheme where these covenants are unenforceable.

2. Outer Limits of Declaratory Judgment Jurisdiction Defined

The Federal Circuit jurisprudence following MedImmune has
resulted in an expansion of situations in which declaratory judg-
ment jurisdiction is satisfied. In many circumstances, even prospec-
tive licensees are permitted to challenge patent validity where
negotiations are ongoing. That said, the expansion of declaratory
judgment jurisdiction might not be unlimited. The Federal Circuit
has begun to define the outer limit of instances in which the case or
controversy requirement is satisfied in order to support a declara-
tory judgment action. It is possible to argue that enforcing these
clauses will result in an over-deterrence of patent validity challenges
if the Federal Circuit continues to place limits on standing require-
ments for declaratory judgment purposes. Though writing prior to
MedImmune, Leslie has argued that restrictions to declaratory judg-
ment jurisdiction result in anticompetitive distortion effects and an
inability for “private attorneys general” to properly maintain the
public domain and prevent patent thickets.339 However, the limits
that the Federal Circuit has defined post-MedImmune do not ap-
proach a complete reining in of the recent expansion to the state of
the law, nor will it without a significant number of recent decisions,
most notably MedImmune itself, being overturned. The likelihood of
the enforcement of PTO no-challenge clauses causing over-deter-
rence of patent challenges in light of the current declaratory judg-
ment jurisprudence is thus low.

The Federal Circuit first limited declaratory judgment jurisdic-
tion following MedImmune in Benitec Australia, Ltd. v. Nucleonics,

339. Leslie, supra note 297, at 142–5; see Dreyfuss, supra note 16, at 686–87.
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Inc.340 Though Benitec had filed a suit against Nucleonics for in-
fringement of a patent covering disease therapy through RNA-
based gene silencing, in light of a then-pending case,341 Benitec
moved to dismiss its own claim arising under 35 U.S.C
§ 271(e)(1).342 Nucleonics agreed that under § 271(e)(1) and in
light of Merck, Nucleonics was insulated by the statutory research
infringement exception.343 However Nucleonics continued to push
for declaratory judgment on the validity of the Benitec patent, in
light of their plans to expand their research into applications in
animal husbandry, and thus outside of the statutory research ex-
emption.344 The Federal Circuit found that even under MedImmune
and the circumstances taken as a whole, Nucleonics “provided in-
sufficient information for a court to assess whether Nucleonics’s
possible future animal work would be infringing or not.”345 The
possibility that Nucleonics “may file an NDA in a few years does not
provide the immediacy and reality required for a declaratory judg-
ment.”346 While also outside the licensee validity challenge context,
the Federal Circuit also declined to find satisfaction of declaratory
judgment jurisdiction in the recent Biologics Price Competition
and Innovation Act case, Sandoz Inc. v. Amgen Inc.347 The Federal
Circuit found that Sandoz “did not allege an injury of sufficient im-
mediacy and reality to create subject matter jurisdiction.”348 This
finding was made in a factual setting in which Sandoz had not yet
completed clinical trials nor filed any form of an application with
the FDA.349

Although the outer limits have begun to be defined in some
industrial contexts under the MedImmune “all of the circumstances”
standard, it is clear from the cases that have followed that licensees,
prospective licensees, and potential infringers have been given sig-
nificantly more freedom and space to satisfy the case or controversy
requirement in comparison to matters that arose prior to MedIm-
mune. Shell Oil required a licensee to cease royalty payments and
provide notice to a licensor that she intended to challenge patent
validity in order for declaratory judgment jurisdiction to be satis-

340. 495 F.3d 1340 (Fed. Cir. 2007).
341. Merck KGaA v. Integra Lifesciences I, Ltd., 545 U.S. 193 (2005).
342. Benitec, 495 F.3d at 1342–43.
343. Id.
344. Id. at 1343.
345. Id. at 1349.
346. Id. at 1346.
347. 773 F.3d 1274 (Fed. Cir. 2014).
348. Id. at 1275.
349. Id. at 1279–80.
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fied.350 Gen-Probe stated that a nonrepudiating licensee in good
standing could never fulfill the Article III requirement.351 If Benitec
and Sandoz represent the current boundaries of satisfaction of the
case or controversy requirement in order to challenge patent valid-
ity, then enforcing PTO no-challenge clauses will help to rebalance
the patent system and offer sufficient confidence for patentees and
their reliance interests in patent rights and the patent system.

CONCLUSION

Since Lear, both the Supreme Court and the Federal Circuit
have arguably chipped away at the broad and dramatic language
used in that opinion to invalidate the doctrine of licensee estoppel.
The concerns regarding antitrust violations and licenses of adhe-
sion through monopolistic patent rights are no longer as strongly
animating. Rather, the Court has moved away from that broad hold-
ing of unenforceability toward a more favorable view of patent li-
censing activity and private ordering of agreements. This was most
notably seen with the distinctions the Court appears to have made
in MedImmune between repudiating and nonrepudiating licensees
and the use of state contract law as a lens rather than federal patent
law. Meanwhile, the introduction of much more expansive and sig-
nificantly more powerful PTO post-grant procedures in the form of
IPRs, PGRs, and CBMs provides a new conduit for patent validity
challenges that is threatening reliance interests of patentees, plum-
meting patent values, decreasing incentives to innovate, and ulti-
mately producing a less rich public domain through reduced
disclosure, as well as a turn toward other forms of intellectual prop-
erty protection. Allowing for private ordering in the context of re-
stricting licensees from PTO post-grant procedures, while
maintaining the unenforceability of such restrictive clauses in li-
cense agreements in the context of civil litigation, contains the
right balance of permitting challenges to patent validity while main-
taining strong patent rights and incentives to innovate. Holding
PTO post-grant procedure no-challenge clauses enforceable pre-
vents the abuse and harassment that can result from lax standing
requirements, multiplicity of proceedings, and other procedural
features present in post-AIA PTO post-grant procedures, while si-

350. Studiengesellschaft Kohle, M.B.H. v. Shell Oil Co., 112 F.3d 1561, 1568
(Fed. Cir. 1997).

351. Gen-Probe, Inc. v. Vysis, Inc., 359 F.3d 1376, 1382 (Fed. Cir. 2004).
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multaneously ensuring adequate protection of public interests
through validity challenges by licensees in the district courts and
non-licensee parties at the PTO.


