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On May 30, 2017, in Impression Prods., Inc. v. Lexmark Int’l, Inc., the
U.S. Supreme Court (Roberts*) reversed and remanded the Federal Practice Areas

Circuit’s judgment that affirmed-in-part, reversed-in-part and

remanded the district court’s judgment, inter alia, that Impression Intellectual Property

Patent
infringed Lexmark’s patents to printer toner cartridges. The Court aen

stated:

This case presents two questions about the scope of the patent
exhaustion doctrine: First, whether a patentee that sells an item under
an express restriction on the purchaser’s right to reuse or resell the
product may enforce that restriction through an infringement lawsuit.
And second, whether a patentee exhausts its patent rights by selling
its product outside the United States, where American patent laws do
not apply. We conclude that a patentee’s decision to sell a product
exhausts all of its patent rights in that item, regardless of any
restrictions the patentee purports to impose or the location of the
sale. . ..

First up are the Return Program cartridges that Lexmark sold in the
United States. We conclude that Lexmark exhausted its patent rights
in these cartridges the moment it sold them. The single-use/no-resale
restrictions in Lexmark’s contracts with customers may have been
clear and enforceable under contract law, but they do not entitle
Lexmark to retain patent rights in an item that it has elected to sell.
The Patent Act grants patentees the “right to exclude others from
making, using, offering for sale, or selling [their] invention[s].” For
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over 160 years, the doctrine of patent exhaustion has imposed a limit on that right to exclude. The limit
functions automatically: When a patentee chooses to sell an item, that product “is no longer within the limits
of the monopoly” and instead becomes the “private, individual property” of the purchaser, with the rights and
benefits that come along with ownership. A patentee is free to set the price and negotiate contracts with
purchasers, but may not, “by virtue of his patent, control the use or disposition” of the product after ownership
passes to the purchaser. The sale “terminates all patent rights to that item.”

This well-established exhaustion rule marks the point where patent rights yield to the common law principle
against restraints on alienation. The Patent Act “promote[s] the progress of science and the useful arts by
granting to [inventors] a limited monopoly” that allows them to “secure the financial rewards” for their
inventions. But once a patentee sells an item, it has “enjoyed all the rights secured” by that limited monopoly.
Because “the purpose of the patent law is fulfilled . . . when the patentee has received his reward for the use
of his invention,” that law furnishes “no basis for restraining the use and enjoyment of the thing sold.” . . .

The Federal Circuit reached a different result largely because it got off on the wrong foot. The “exhaustion
doctrine,” the court believed, “must be understood as an interpretation of” the infringement statute, which
prohibits anyone from using or selling a patented article “without authority” from the patentee. Exhaustion
reflects a default rule that a patentee’s decision to sell an item “presumptively grant[s] ‘authority’ to the
purchaser to use it and resell it.” But, the Federal Circuit explained, the patentee does not have to hand over
the full “bundle of rights” every time. If the patentee expressly withholds a stick from the bundle—perhaps by
restricting the purchaser’s resale rights—the buyer never acquires that withheld authority, and the patentee
may continue to enforce its right to exclude that practice under the patent laws.

The misstep in this logic is that the exhaustion doctrine is not a presumption about the authority that comes
along with a sale; it is instead a limit on “the scope of the patentee’s rights.” The right to use, sell, or import
an item exists independently of the Patent Act. What a patent adds—and grants exclusively to the patentee—is
a limited right to prevent others from engaging in those practices. Exhaustion extinguishes that exclusionary
power. As a result, the sale transfers the right to use, sell, or import because those are the rights that come
along with ownership, and the buyer is free and clear of an infringement lawsuit because there is no
exclusionary right left to enforce.

The Federal Circuit also expressed concern that preventing patentees from reserving patent rights when they
sell goods would create an artificial distinction between such sales and sales by licensees. Patentees, the
court explained, often license others to make and sell their products, and may place restrictions on those
licenses. A computer developer could, for instance, license a manufacturer to make its patented devices and
sell them only for non-commercial use by individuals. If a licensee breaches the license by selling a computer
for commercial use, the patentee can sue the licensee for infringement. . . .

The Federal Circuit’s concern is misplaced. A patentee can impose restrictions on licensees because a license
does not implicate the same concerns about restraints on alienation as a sale. Patent exhaustion reflects the
principle that, when an item passes into commerce, it should not be shaded by a legal cloud on title as it
moves through the marketplace. But a license is not about passing title to a product, it is about changing the
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contours of the patentee’s monopoly: The patentee agrees not to exclude a licensee from making or selling
the patented invention, expanding the club of authorized producers and sellers. Because the patentee is
exchanging rights, not goods, it is free to relinquish only a portion of its bundle of patent protections.

A patentee’s authority to limit licensees does not, as the Federal Circuit thought, mean that patentees can use
licenses to impose post-sale restrictions on purchasers that are enforceable through the patent laws. So long
as a licensee complies with the license when selling an item, the patentee has, in effect, authorized the sale.
That licensee’s sale is treated, for purposes of patent exhaustion, as if the patentee made the sale itself. The
result: The sale exhausts the patentee’s rights in that item. A license may require the licensee to impose a
restriction on purchasers, like the license limiting the computer manufacturer to selling for non-commercial use
by individuals. But if the licensee does so—by, perhaps, having each customer sign a contract promising not to
use the computers in business—the sale nonetheless exhausts all patent rights in the item sold. The purchasers
might not comply with the restriction, but the only recourse for the licensee is through contract law, just as if
the patentee itself sold the item with a restriction. . . . In sum, patent exhaustion is uniform and automatic.
Once a patentee decides to sell-whether on its own or through a licensee—that sale exhausts its patent rights,
regardless of any post-sale restrictions the patentee purports to impose, either directly or through a

license. . ..

Applying patent exhaustion to foreign sales is just as straightforward. Patent exhaustion, too, has its roots in
the antipathy toward restraints on alienation, and nothing in the text or history of the Patent Act shows that
Congress intended to confine that borderless common law principle to domestic sales. In fact, Congress has
not altered patent exhaustion at all; it remains an unwritten limit on the scope of the patentee’s monopoly.
And differentiating the patent exhaustion and copyright first sale doctrines would make little theoretical or
practical sense . . ..

Exhaustion is a separate limit on the patent grant, and does not depend on the patentee receiving some
undefined premium for selling the right to access the American market. A purchaser buys an item, not patent
rights. And exhaustion is triggered by the patentee’s decision to give that item up and receive whatever fee it
decides is appropriate “for the article and the invention which it embodies.” The patentee may not be able to
command the same amount for its products abroad as it does in the United States. But the Patent Act does
not guarantee a particular price, much less the price from selling to American consumers. Instead, the right to
exclude just ensures that the patentee receives one reward—of whatever amount the patentee deems to be
"satisfactory compensation,”—for every item that passes outside the scope of the patent monopoly. . . .

Exhaustion does not arise because of the parties’ expectations about how sales transfer patent rights. More is
at stake when it comes to patents than simply the dealings between the parties, which can be addressed
through contract law. Instead, exhaustion occurs because, in a sale, the patentee elects to give up title to an
item in exchange for payment. Allowing patent rights to stick remora-like to that item as it flows through the
market would violate the principle against restraints on alienation. Exhaustion does not depend on whether
the patentee receives a premium for selling in the United States, or the type of rights that buyers expect to
receive. As a result, restrictions and location are irrelevant; what matters is the patentee’s decision to make a
sale.
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