
U.S. Supreme Court Issues Decision Nullifying Conditional
Requirements (Field of Use) Clauses in Patent License Agreements

On June 9, 2008, the U.S. Supreme Court issued a decision that will curtail the ability of
patent holders to restrict licensed activity by downstream users. The ruling in Quanta
Computer Inc., et al. v. LG Electronics, Inc., No. 06-937 essentially nullifies "conditional"
requirements bestowed by contract or notification upon a downstream user, meaning that
the patent holder's rights are exhausted once usage of a patented item has been
"authorized by the patent holder."

Prior to this ruling, patent owners had been permitted to “condition” a downstream user’s
rights, so long as the user was notified of the limitation (e.g., a field of use restriction). If
the downstream user exceeded that field of use, it was subject to a suit for patent
infringement.

This decision defeats a patent holder's attempts to reserve a cause of patent infringement
against unauthorized activity, and significantly limits the ability (but does not entirely
eliminate) of the patent owner to limit the use of a patented component.

How this Ruling Affects You

You should be aware of the potential impacts this ruling will have on your company's existing and future patent license
agreements. There are potential adverse effects to licensors and licensees. In evaluating the impact of this ruling upon
your patent interests, consider:

 Are you party to any patent license agreements?

 Do those patent license agreements contain “field of use” or similar conditions?
If yes, are the conditions a limit on the license?

 Do you sell components that practice your own patents?

 Do you own patents governing the use of the component?

 Do you purchase products that are subject to the manufacturer’s patents?

 Do you purchase components subject to the manufacturer’s patents?

 Has the manufacturer / patent owner imposed field of use, market, or other limitations on how you may dispose of
(or use) the products?

We recommend that all persons, patentee and licensee alike, revisit and consider the continuing validity of existing patent
licenses and supply relationships.
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