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Case sows doubt

for seed patents

A Supreme Court decision regarding patent exhaustion has
implications for how to protect self-replicating products in life
sciences, including seeds.

By TANYA D’SOUZA* and DENISE
KETTELBERGER

S farmers prepare for the next
Agrowing season, seed producers
may wish to revisit license

agreements in the wake of a recent
Supreme Court decision.

In Quanta Computer Inc. vs. LG
Electronics, the Supreme Court addressed
the century-old patent doctrine of
exhaustion and the ability to enforce
post-sale restrictions under the patent
laws. Although the case concerns
computer technology, the decision has
implications for protecting self-replicating
products in life sciences, including
patent-protected seeds.

Bag-tag restrictions

Under the exhaustion doctrine, also
referred to as the first-sale doctrine,
patent owners relinquish patent
rights upon the first authorized and
unconditional sale of a patented item.
Within the patent-protected
seed industry, for example, a seed
producer’s first seed sale to a farmer,
with no restrictions, would exhaust
the producer’s control over the next-
generation progeny seed. In other words,
the farmer would be free to harvest, sell
or replant next-generation progeny seeds.
It is common industry practice,
however, to sell patent-protected seeds
with bag-tag restrictions providing that
the purchased seeds may be used for only
a single commercial use and may not be
used for producing a next-generation crop.
The Federal Circuit has blessed
this approach, recognizing that the
authorized sale of a product that is
capable of replicating itself does not
exhaust the patentee’s rights in the
next-generation progeny seeds because
the next-generation progeny seeds were
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never sold. Without an actual sale, there
can be no patent exhaustion.

The Supreme Court took a slightly
different view in the Quanta case.

Patent exhaustion

LG Electronics entered into a licensing
agreement with Intel in exchange for
the complete and unrestricted right for
Intel to make, use and sell LG’s patented
products in its microprocessors and
chipsets. The agreement stipulated

that licensing rights did not extend

to third parties for the purpose of
combining Intel products with non-Intel
components.

The parties also entered into a master
agreement under which Intel agreed to
send written notice to its customers
informing them that Intel’s license “does
not extend, expressly or by implication,
to any product that you make by
combining an Intel product with any non-
Intel product.”

Quanta Computer purchased
microprocessors and chipsets from
Intel and received the notice regarding
licensing rights for these products.
Despite the notice, Quanta combined
Intel components with non-Intel products
and used them in its computers. LG sued
Quanta for patent infringement.

Quanta argued that LG’s patents were
exhausted because Intel authorized the
Quanta sale or, in the alternative, that
LG’s license was unconditional, thereby
resulting in exhaustion of LG’s patents.

The Supreme Court generally agreed,
concluding that the first LG-Intel license
agreement broadly authorized Intel to
make, use or sell its products. It found
that Intel’s authority to sell its products
was not conditioned on the master
agreement — or on customer acceptance
of it — and, therefore, had no effect on
LG’s authorization of Intel’s sales to
Quanta.

The court further determined that
Intel’s microprocessors and chipsets
had “no reasonable non-infringing
use.” Therefore, the authorized and

unrestricted (in the court’s opinion) sale
of the licensing rights to Intel could only
have been for the use at hand.

Seed company implications

Using the Quanta example, does the first
sale of the patented seed exhaust the
patentee’s rights to the next-generation
progeny seed?

While debate on this will likely
continue, the ruling does place a
high premium on well-crafted license
agreements that clearly specify the scope
and rights being sold. Seed producers
may wish to consider the following
practices in light of the ruling:

¢ Contractually limit which patent
rights are being sold. The court
appears to give more weight to the
broad, authoritative language in the
first agreement than the more passive
language that disclaimed licenses to
third parties in the master agreement.

Although the ruling does not address

whether a patentee can restrict licensees
or even purchasers, it appears that the
court would likely allow such restrictions,
thereby finding patents enforceable
against one who violates these
restrictions.

By contractually limiting which
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patent rights are actually being
sold, companies of self-replicating
living organisms, as owners of
patent-protected varieties, may be
able to enforce their patent rights
against those who make, use or sell
unauthorized next-generation progeny
seed, even when those seeds were
generated from the authorized first-
generation seeds.

¢ Describe alternative uses. Where
practical, licenses should also describe
alternative, reasonable uses for a
patented item. Seed companies typically
sell patented seed for growing a single
commercial crop and not for replicating the
crop. As such, an argument may be made

that seeds have other alternative uses.

Describing alternative uses can
help avoid patent exhaustion by
demonstrating that rights were sold for
only one of many possible uses.

¢ Pursue contract damages, if
necessary. Finally, the court suggests
that in addition to patent laws, patent
holders can still resort to contract law
when patent rights are exhausted: “(W)e
note that the authorized nature of the
sale to Quanta does not necessarily
limit LG’s other contract rights. LG’s
complaint does not include a breach
of contract claim, and we express no
opinion on whether contract damages
might be available, even though

exhaustion operates to eliminate patent
damages.”

Strong agreements key

In the aftermath of the Supreme

Court’s decision in the Quanta case,
uncertainties abound for self-replicating
biotechnologies, particularly for those in
the seed industry.

While questions remain about viable
patent protections for self-replicating
products, seed companies have little
to lose from revisiting their licensing
strategies and clearly specifying which
patent rights are being sold and which
are not.



