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TRANSCORE

TransCore, LP v. Electronic
Transaction Consultants Corp.
— The Federal Circuit Invokes
Patent Exhaustion Based on an
Unconditional Covenant Not
to Sue

Patent exhaustion has received significant
attention of late, stemming from the Supreme
Court’s 2008 Quanta decision, which restated the
longstanding doctrine that an initial authorized sale
of a patented item, whether by the patent owner or
its licensee, exhausts the patent rights embodied in
the sold item. Quanta Computer, Inc. v. LG
Electronics, Inc., 128 S. Ct. 2109, 2121 (2008). In
Quanta, the authorized sales were made pursuant
to a license agreement between the patent owner,
LG, and its licensee, Intel. In ZiansCore, LP v.
Electronic Transaction Consultants Corp., No. 2008-
1430 (Fed. Cir. Apr. 8, 2009), the Federal Circuit
addressed the question of whether a covenant not
to sue is equivalent to a non-exclusive patent
license for purposes of patent exhaustion.
Following closely in Quanta’s footsteps, the
Federal Circuit held that “an unconditional
covenant not to sue” does authorize sales “by the
covenantee for purposes of patent exhaustion.”

In 2001, TransCore, a maker of automatic vehicle
ID systems with patents covering automated toll
collection systems (e.g., E-ZPass), settled a lawsuit
with competitor Mark IV Industries (“Mark IV”)

by entering into an unconditional covenant not to
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sue Mark IV. Several years later, Electronic
Transaction Consultants (“ETC”) installed and
tested a toll system for the Illinois State Toll
Highway Authority that was purchased from Mark
IV. TransCore sued ETC in the Northern District
of Texas for allegedly infringing patents covered
under the TransCore-Mark IV  settlement
agreement. On summary judgment, the district
court dismissed TransCore’s patent infringement
suit with prejudice, barring the claims based on
patent exhaustion, implied license, and legal
estoppel. 2008 WL 2152027 (N.D. Tex. May 22,
2008).

On appeal, TransCore argued that its
unconditional covenant not to sue Mark IV did
not authorize the sale of the patented products
because it only provided a promise not to sue, not
a license or permission to sell. The Federal Circuit
rejected the distinction between a covenant not to
sue and a nonexclusive patent license:

[A] patent does not provide the
patentee with an affirmative right
to practice the patent but merely
the right to exclude. It follows,
therefore, that a patentee, by
license or otherwise, cannot
convey an affirmative right to
practice a patented invention by
way of making, using, selling,
etc.; the patentee can only convey
a freedom from suit.

The court explained that the question is not
whether an agreement is framed as a “covenant not
» [{3 » .
to sue” or a “license”—what matters is whether the
agreement authorizes sales. The court concluded
that a covenant not to sue “for future
infringement,” without further restriction, “thus
authorizes all acts that would otherwise be
infringements: making, using, offering for sale,
selling, or importing.” The court pointed out that
TransCore could have limited this authorization
. <« . b2l <« . bl . .
(e.g., to just “making” or “using”) but did not in
fact do so.

The Federal Circuits decision relied heavily on
Quanta, which found patent exhaustion where the
licensee had an unrestricted right to make, use,
and sell. Quanta, 128 S. Ct. at 2121. Notably, the

license in Quanta was phrased as a grant of
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affirmative rights, including the right to sell. The
TransCore court, however, relying on Supreme
Court and Federal Circuit precedent, explained
that such a license grant passes no affirmative
rights under the patent but is merely a waiver of
the right to sue by the patent owner.

In another parallel to Quanta, where the Supreme
Court discounted an express disclaimer of license
rights to third party customers as “irrelevant” to
the patent exhaustion analysis, the 7TransCore court
also noted that the parties’ intent with respect to
downstream customers was immaterial to its
patent exhaustion analysis:

The only issue relevant to patent
exhaustion is whether Mark IV’s
sales were authorized, not
whether TransCore and Mark IV
intended, expressly or impliedly,
for the covenant to extend to
Mark IV’s customers.

Having concluded that the unconditional
covenant not to sue in the settlement agreement
unambiguously authorized Mark IV’s sales
without restriction, and therefore exhausted
TransCore’s patent rights, the Federal Circuit
affirmed the district court’s grant of summary
judgment and dismissal of TransCore’s
infringement claims against ETC.

The TransCore decision highlights the Federal
Circuits renewed interest in addressing patent
exhaustion issues following the Supreme Court’s
Quanta decision. Patent holders and license
holders may want to diligently review their existing
covenants not to sue for potential exhaustion
issues.
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ANTITRUST

Antitrust Counterclaims in a
Patent Suit: General Legal
Principles and Practice Tips

While traditional affirmative defenses to patent
infringement such as inequitable conduct and
patent misuse will be familiar to most patent
defendants, U.S. antitrust laws under Section 2 of
the Sherman Act may provide additional
opportunities to harness a claim of fraud before the
Patent Office or bad-faith patent enforcement.

In general, assuming that the other elements of a
§ 2 claim are established, attempted enforcement
of a patent may give rise to antitrust liability in two
circumstances: (1) where the patent being asserted
was procured by fraud on the patent office and the
party asserting the patent knows it (typically
referred to as a Walker Process! theory); or (2)
where the patentee’s infringement lawsuit is a sham
(sometimes referred to as a Ha;m’gazm’:2 or a PRES
theory). See generally Nobelpharma AB v. Implant
Innovations, Inc., 141 E3d 1059, 1068 (Fed. Cir.
1998).

This article discusses the legal bases for an antitrust
counterclaim in a patent suit and provides some
practical tips for the patent defendant who is
considering such a counterclaim.

The Unique Elements Of A Walker Process
Antitrust Theory.

To prevail on a Walker Process theory, an antitrust
plaintiff must plead and prove, in addition to the
other elements of an antitrust claim, the following:
(1) some type of enforcement conduct, e.g., threats
to sue or a lawsuit for enforcement of the patent;
(2) that the patent whose enforcement is being
threatened or sued for was procured by willful
fraud on the United States Patent and Trademark
Office (“USPTO”); (3) that the party asserting the
patent was aware of the fraudulent procurement of
the patent when it threatened or brought the
lawsuit; and (4) that the USPTO would not have
issued the patent but for the fraud. See generally 2
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ABA Section of Antitrust Law, ANTITRUST LAwW
DEVELOPMENTS (FIFTH) at 1041 (2002);
Nobelpharma, 141 E.3d at 1068-71.

The allegations of fraud that support a Walker
Process theory must be pled with particularity,
consistent with the requirements of Rule 9. Se,
e.g., Miller Pipeline Corp. v. British Gas PLC, 69 E
Supp. 2d 1129, 1135 (S.D. Ind. 1999) (Barker,
C.].); Papst Motoren GmbH v. Kanematsu-Goshsu
(US.A.), Inc., 629 E Supp. 864, 871-72 (S.D.N.Y.
1986) (holding conclusory assertions of fraud
insufficient); 2 ANTITRUST LAW DEVELOPMENTS
(FIFTH) at 1042 & n.75 (citing cases).

Moreover, Walker Process intent to defraud must be
proven with clear and convincing evidence. See,
e.g, C.R. Bard, Inc. v. M3 Sys., Inc., 157 E3d 1340,
1365 (Fed. Cir. 1998). Few reported cases have
sustained a finding of liability on a Walker Process
theory. See, e.g, Handgards, 601 E2d at 996
(noting that Walker Process fraud is extremely
circumscribed and barriers to success on antitrust
theories that depend on such fraud are high); buz
cf. Nobelpharma, 141 F.3d at 1072-73 (sustaining
jury verdict finding antitrust liability and awarding
treble damages on Walker Process theory). Notably,
a finding that a patent is invalid by reason of
inequitable conduct is not sufficient by itself to
overcome the patentee’s immunity to antitrust
liability. See, e.g., Nobelpharma, 141 E3d at 1069-
71.

The Unique Elements Of A Handgards/PRE
Antitrust Theory.

To prevail on a Handgards/PRE theory, an antitrust
plaintiff must plead and prove, in addition to the
other elements of an antitrust claim, the following:
(1) the lawsuit is objectively baseless; and (2) the
lawsuit is brought in bad faith because it is
subjectively motivated by a desire to impose
collateral, anti-competitive injury rather than to
obtain a justifiable legal remedy. See, e.g.,
Nobelpharma, 141 E3d at 1071; 2 ANTITRUST LAW
DEVELOPMENTS (FIFTH) at 1047-52. No showing
of fraud before the USPTO is required to sustain a
Handgards/PRE theory.  See Nobelpharma, 141
E3d at 1071-72. However, like a Walker Process
theory, the patentee’s bad faith must be proven by
clear and convincing evidence.  See, e.g,

Handgards, 601 F.2d at 996; Miller Pipeline, 69 F.
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Supp. 2d at 1139; 2 ANTITRUST Law
DEVELOPMENTS (FIFTH) at 1048 & n.114 (citing
cases). This can be a difficult standard for an
antitrust plaintiff to meet. See Miller Pipeline, 69
E Supp. 2d at 1142 (“We acknowledge that
objective baselessness is very difficult to prove, for
a litigant’s reasonable belief in its chance to achieve
success on the merits is quite a low threshold.”).
And where an antitrust plaintiff’s motions for
summary judgment of invalidity or non-
infringement are denied, then it may be that the
plaintiff cannot establish that the patent
infringement claims are objectively baseless. See,
eg, E-Z Bowz, L.L.C. v Professional Product
Research Co., No. 00 Civ. 8670 (LTS) GWG, 2003
WL 22068573, at *28 (S.D.N.Y. Sept. 5, 2003)
holding, inter alia, that where antitrust plaintiff’s
invalidity summary judgment motion was denied
because genuine fact issues remained, then lawsuit
could not be objectively baseless and thus antitrust
claim premised on sham litigation theory
necessarily failed.)

The Common FElements Of A Sherman Act § 2
Theory.

In addition to establishing fraud on the patent
office or that the litigation is a sham, an antitrust
plaintiff must establish the elements of a § 2
monopolization or attempted monopolization
claim, as well as its antitrust standing.

Monopolization Claims.

Specifically, a claim of monopolization requires
proof of two elements: (1) monopoly power (i.e.,
the power to control prices or exclude
competition) in the relevant market; and (2) the
willful acquisition or deliberate maintenance of
that power, as distinguished from growth or
development as a consequence of a superior
product, business acumen, or historic accident.
See generally United States v. Grinnell Corp., 384
U.S. 563, 570-571 (1966).

While monopoly power in the relevant market can
be proven by direct evidence of the actual exercise
of control over prices in the relevant market and/or
the actual exclusion of competition from the
relevant market, typically such evidence is
unavailable (or too costly to compile), which
results in reliance on indirect measures of market
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power such as market share and barriers to entry.
See generally 1 ANTITRUST LAW DEVELOPMENTS
(FIFTH) at 233-34. In general:

A market share in excess of 70 percent
establishes a prima facie case of monopoly
power, at least with evidence of substantial
barriers to entry and evidence that existing
competitors could not expand output. In
contrast, courts virtually never find
monopoly power when market share is
less than about 50 percent. The greatest
uncertainty exists when market shares are
between 50 percent and 70 percent.

Id. at 235-36 (footnotes omitted; citing cases);
accord Blue Cross & Blue Shield United of Wisc. v.
Marshfield Clinic, 65 F.3d 1406, 1411 (7th Cir.
1995) (“50 percent is below any accepted
benchmark for inferring monopoly power from
market share.”); Holleb & Co. v. Produce Terminal
Cold Storage Co., 532 F.2d 29, 33 (7th Cir. 1976)
(dictum; 60% market share insufficient); buz cf.
Arthur S. Langenderfer, Inc. v. S.E. Johnson Co., 917
F.2d 1413, 1443 (6th Cir. 1990) (58% share of

pricing contracts over 7-year period sufficient).

In addition, where barriers to entry are low, “courts
have been reluctant to find monopoly power
regardless of the defendant’s market share because
the threat of such entry should prevent the
defendant from raising prices to monopoly levels
or the fact of such entry should make any exercise
of monopoly power short lived.” 1 ANTITRUST
LAaw DEVELOPMENTS (FIFTH) at 239 (footnotes
omitted; citing cases); Ball Meml Hosp. v. Mutual
Hosp. Ins., 784 E2d 1325, 1335-36 (7th Cir.
1986).

In any event, it is incumbent on the antitrust
plaintiff to define the relevant market, both in
terms of the relevant product market and the
relevant geographic market.  See, eg, Walker
Process, 382 U.S. at 177 (“Without a definition of
.. market there is no way to measure [defendant’s]
ability to lessen or destroy competition.”); Brown
Shoe Co. v. United States, 370 U.S. 294, 324
(1962) (noting relevant market must be defined in
terms of product and geography). “[Clourts
generally have included products in the same
market if they are reasonably interchangeable in
use, and rejected proposed relevant markets that
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fail to include all products that are reasonably
interchangeable in use.” 1 ANTITRUST LaAw
DEVELOPMENTS (FIFTH) at 534 (citing cases).
Factors considered in determining whether
products are reasonably interchangeable include:
(1) cross-elasticity of demand (the degree to which
purchasers will substitute away from a product as
prices of that product increase); (2) differences in
types of products; ;(3) differences in grade or
quality of products; (4) price differences; (5) price
trends; and (6) differences in product availability
and condition. 7. at 533-52 (citing cases). One
proxy for whether products are reasonably
interchangeable has been developed by the
Department of Justice, whose Merger Guidelines
suggest that if a monopolist could raise the price of
a product by a small but substantial amount (i.e.,
5%) and maintain that increase without
substantial substitution, then the relevant product
market is limited to that product. Hence, one
shorthand measure of whether products are in the
same market is whether a 5% increase or more in
the price of that product would lead to the
substitution of other products, although this proxy
has not been accepted by all courts, and there are
cases in which large price differences have not
prevented products from being classed as part of
the same product market. See, e.g., United States v.
E.I duPont de Nemours ¢ Co, 351 U.S. 377, 401
(1956) (cellophane and other flexible wrap
products in same market, despite fact that
cellophane cost two to three times as much as
other flexible wrap products); bur cf. United States
v. Aluminum Co. of America, 377 U.S. 271 (1964)
(price differences of greater than 50% meant
copper and aluminum cable were not
interchangeable products); United States v. Archer-
Daniels-Midland Co., 866 F.2d 242, 246 (8th Cir.
1988) (finding that 10 - 30% price differences
between sugar and high fructose corn syrup
precluded finding that two were in same product
market).

Attempted Monopolization Claims.

A claim of attempted monopolization requires
proof of three elements: (1) anticompetitive
conduct by the antitrust defendant; (2) a specific
intent to monopolize by the defendant; and (3) a
dangerous probability of achieving monopoly
power in the relevant market. See, e.g., Spectrum

Sports, Inc. v. McQuillan, 506 U.S. 447, 456
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(1993). Anticompetitive conduct is established by
proof of attempts to enforce a fraudulently-
procured patent or sham litigation. See, e.g,
Marketing Displays, Inc. v. TrafFix Devices, Inc.,
200 E3d 929 (6th Cir. 1999). Moreover, a specific
intent to monopolize can be inferred from
establishment that enforcement of the patent has
been sought in bad-faith, with knowledge of the
patent’s invalidity and/or non-infringement. See,
e.g., 2 ANTITRUST LAW DEVELOPMENTS (FIFTH) at
1047-48 (citing cases); Handgards, 601 E2d at
9903 n.13; Tennant Co. v. Hako Minuteman, Inc.,
651 E. Supp. 945, 958-59 (N.D. IlI. 1986).

As to the dangerous probability of achieving
monopoly power, “courts generally examine the
same factors that they consider in determining
whether a defendant has sufficient market power
to be guilty of monopolization[;] [h]owever,
because the attempt offense requires only that the
defendant have a dangerous probability of
acquiring monopoly  power,
monopolization offense requires that the
defendant possess such power, a lesser showing is
required in an attempt case.” 1 ANTITRUST LAwW
DEVELOPMENTS (FIFTH) at 303 (footnotes
omitted; citing cases). “Although there are no
precise market share boundaries, and while ...
other factors ... affect the analysis, courts often
find a dangerous probability of success where the
defendant starts with a market share of more than
50 percent; they rarely find market shares between
30 and 50 percent sufficient; and they virtually
never find shares of less than 30 percent
sufficient.” Id. at 304-05 (footnotes omitted;
citing  cases). In addition, “[a]s in the
monopolization context, ‘significant’ entry barriers
also are necessary to establish a dangerous

probability of success.” Id. at 306.

whereas the

Antitrust Standing.

In addition to the foregoing elements, an antitrust
plaintiff must establish its antitrust standing,
which can include consideration of various
elements, the most important of which is
“antitrust injury.” To establish antitrust injury, a
private plaintiff must — at a minimum — show
that it has suffered “[1] injury of the type the
antitrust laws were intended to prevent and [2]
that flows from which makes defendants’ acts
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unlawful.”  Brunswick Corp. v. Pueblo Bowl-O-
Mat, Inc., 429 U.S. 477, 489 (1977). Antitrust
injury allegations of competitors
“particularly intense scrutiny,” since competitors’
interests often diverge from the consumer interests
that are the ultimate concern of the antitrust laws.
Indiana Grocery, Inc. v. Super Valu Stores, Inc., 864
E2d 1409, 1419 (7th Cir. 1989). The proper type
of injury is injury to competition, not simply
injury to a competitor. See id. at 1413; Contractor
Utility Sales Co. v. Certain-Teed Prods. Corp., 638
F.2d 1061, 1078 n.21 (7th Cir. 1981) (“The losers
in the [marketplace] must prove more than just
their loss in order to secure relief under the

receive

antitrust laws.”)
Practical Tips for Litigants.

Litigants considering antitrust claims should bear
in mind the benefits and costs of such claims. One
benefit is the enlarged discovery the claimant may
demand, which may put pressure on the adverse
party.  Such discovery may include sensitive
communications with corporate partners,
customers, and other market participants.
Further, under the crime-fraud exception,
claimants may gain access to discovery that might
otherwise have been withheld as privileged
material or work product had it not been rendered
relevant by the antitrust claims (such as
communications between the antitrust defendant
and its patent prosecution counsel).

That said, the antitrust defendant may respond
with similar, enlarged discovery demands of the
claimant, and the antitrust claimant must be
prepared to respond to such requests. If parsed
carefully, it may be possible in most federal
districts to narrow any response to such retaliatory
requests to include only reasonable discovery
necessary to evaluate the antitrust claimant’s
market definition and similar factual matters, but
there is always a risk of expansive, burdensome, or
damaging discovery.

For both parties, antitrust counterclaims may force
positions that may be in tension with patent
damages theories. For example, a patent plaintiff
who seeks monetary damages will try to emphasize
a large market presence and similarly large
monetary loss in sales revenue as a result of the

When faced with an

accused infringement.
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antitrust counterclaim, however, that same patent
plaintiff may think twice about emphasizing its
market presence or trying to persuade the jury that
it makes significant sales of the patented product,
since such facts tend to show a risk of
monopolization. The patent defendant has the
opposite side of the same coin, with an incentive to
narrow plaintiff’s market position in order to
minimize patent damages, but to emphasize
plaintiff’s market position to support the antitrust
counterclaim.

Litigants considering an antitrust claim in a patent
case will also want to consider the additional
financial commitment required. An additional
antitrust expert may be required to opine on
market definition and other foundational matters.
The broadened scope of discovery may also result
in higher litigation costs as the complex discovery
is taken, reviewed, and analyzed. And of course,
for both parties, motions practice and trial
preparation will be made more complex and
demanding,.
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See generally Walker Process Equipment, Inc. v. Food
Machinery & Chem. Corp., 382 U. S. 172 (1965).

See generally Handgards, Inc. v. Ethicon, Inc., 601 F2d 986
(9th Cir. 1979).

See generally Professional Real Estate Investors, Inc. v.
Columbia Pictures Indus., Inc., 508 U.S. 49 (1993);
Nobelpharma, 141 F3d at 1071 (“PRE and Walker Process
provide alternative legal grounds on which a patentee may
be stripped of its immunity from the antitrust laws; both
theories may be applied to the same conduct.”).

Walker Process Equipment, Inc. v. Food Machinery &
Chem. Corp., 382 U. S. 172 (1965)%: /R

Handgards, Inc. v. Ethicon, Inc., 601 F.2d 986 (9th Cir.
1979)2

Professional Real Estate Investors, Inc. v. Columbia
Pictures Indus., Inc., 508 U.S. 49 (1993)% '
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