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SUMMARY OF QUANTA DECISION 

By Ramsey M. Al-Salam, Richard Evans and Thomas E. Kelley 

In Quanta Computer, Inc. v. LG Elecs., Inc., 128 S. Ct. 2109, 2122 (2008), the Supreme 

Court held that patent exhaustion applies to method claims, and also applies to system claims 

where the accused system includes a component purchased from an authorized licensee that 

“substantially embodies” the invention.  Petitioner (“LGE”) had licensed certain patents to Intel 

relating to systems and methods directed at increasing the performance of personal computers.  

The license allowed Intel to “make, use, sell (directly or indirectly), offer to sell, import or 

otherwise dispose of” its own products practicing the LGE patents.  Id. at 2114.  The license did 

not extend, however, “to any third party for the combination . . . of Licensed Products of either 

party with items, components or the like acquired . . . from sources other than a party hereto.”  

Id. 

In a separate agreement, Intel “agreed to give written notice to its own customers 

informing them that, while it had obtained a broad license „ensur[ing] that any Intel product that 

you purchase is licensed by LGE and thus does not infringe any patent held by LGE,‟ the license 

„does not extend, expressly or by implication, to any product that you make by combining an 

Intel product with any non-Intel product.‟”  Id. 

The defendants were computer manufacturers that “purchased microprocessors and 

chipsets from Intel and received the notice required by the Master Agreement.”  Id. 

The district court had found no implied license to the defendants, but granted summary 

judgment of non-infringement on the system claims under the doctrine of patent exhaustion.  LG 

Elecs., Inc. v. Asustek Computer, Inc., 65 U.S.P.Q.2d 1589 (N.D. Cal. 2002).  The district court 

found patent exhaustion did not apply to the method claims, but granted summary judgment on 

those claims on other grounds.  LG Elecs., Inc. v. Asustek Computer, Inc., 248 F. Supp. 2d 912, 

918 (N.D. Cal. 2003). 

The Federal Circuit affirmed the finding of no implied license, because each of the 

defendants had been advised that the license did not apply to them.  The court also agreed that 

patent exhaustion did not apply to method claims.  The Federal Circuit reversed the district court, 

however, with respect to the system claims, noting that patent exhaustion “„does not apply to an 

expressly conditional sale or license.‟”  LG Elecs., Inc. v. Bizcom Elecs., Inc., 453 F.3d 1364, 

1369 (Fed. Cir. 2006) (quoting B. Braun Med., Inc. v. Abbott Labs., 124 F.3d 1419, 1426 (Fed. 

Cir. 1997)).  The court noted that it was “„more reasonable to infer that the parties negotiated a 

price that reflects only the value of the „use‟ rights conferred by the patentee.‟”  Id. at 1370 

(quoting B. Braun Med., 124 F.3d at 1426). 

The Supreme Court in Quanta disagreed and held that:  (1) method claims are subject to 

patent exhaustion; and (2) patent exhaustion applied to the method and system claims because 

Intel was authorized to sell the products to the defendants, and the products “substantially 

embodied” the claimed inventions.  128 S. Ct. at 2122.  The Supreme Court relied heavily upon 

its prior decision in United States v. Univis Lens Co, 316 U.S. 241 (1942), which held that the 

“authorized sale of an article that substantially embodies a patent exhausts the patent holder‟s 

rights and prevents the patent holder from invoking patent law to control postsale use of the 
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article.”  128 S. Ct. at 2122.  In Univis, the Supreme Court held that exhaustion applied when a 

licensed manufacturer sold lens blanks to downstream wholesalers and retailers, who ground the 

lenses into finished products.  The Court focused on the fact that the only use for the lens blanks 

was as a finished product.  Univis held that the “authorized sale of an article which is capable of 

use only in practicing the patent is a relinquishment of the patent monopoly with respect to the 

article sold.”  316 U.S. at 249.  The blanks “embodi[ed] essential features of the patented device 

and [were] without utility until . . . ground and polished as the finished lens of the patent.”  Id. 

In Quanta, the Court followed the Univis reasoning to find that the authorized sale of the 

Intel products exhausted LGE‟s patent rights.  With respect to the method claims, the Court held 

that while “[a] patented method may not be sold in the same way as an article or device, . . . 

methods nonetheless may be „embodied‟ in a product, the sale of which exhausts patent rights.”  

128 S. Ct. at 2111.  In so holding, the Court again relied on Univis, noting that Univis “held that 

the sale of optical lens blanks that partially practiced a patent exhausted the method patents that 

were not completely practiced until the blanks were ground into lenses.”  Id. at 2117.  The Court 

also noted that “[e]liminating exhaustion for method patents would seriously undermine the 

exhaustion doctrine,” insofar as patentees could “simply draft their claims to describe a method 

rather than an apparatus.”  Id. at 2117. 

The Court then considered the “extent to which a product must embody a patent in order 

to trigger exhaustion.”  Id. at 2118.  After finding that Univis controlled, the Court held the Intel 

product exhausted the system claims because “LGE has suggested no reasonable use for the Intel 

Products other than incorporating them into computer systems that practice the LGE patents.”  

Id. at 2119.
1
  The Court held that the Intel products were analogous to the lenses in Univis.  They 

“constitute[d] a material part of the patented invention and all but completely practice the 

patent.”  Id. at 2120.  The Court held that the products “substantially embod[y] the patent 

because the only step necessary to practice the patent is the application of common processes or 

the addition of standard parts.”  Id. 

The Court suggested that the additional elements added by Quanta were not inventive: 

Quanta was not required to make any creative or inventive decision 

when it added those parts.  Indeed, Quanta had no alternative but to 

follow Intel‟s specifications in incorporating the Intel Products into 

its computers because it did not know their internal structure . . . . 

Id. 

The Court rejected LGE‟s attempts to distinguish Univis.  The Court rejected, for 

example, the argument that exhaustion should not apply if there are separate patents on the 

component and the system:  “if the device practices patent A while substantially embodying 

patent B, its relationship to patent A does not prevent exhaustion of patent B.”  Id.  “While each 

Intel microprocessor and chipset practices thousands of individual patents, including some LGE 

                                                 
1
 The Court rejected LGE‟s arguments that the products could be sold overseas, where they would not infringe.  

“Univis teaches that the question is whether the product is „capable of use only in practicing the patent,‟ not whether 

those uses are infringing.”  Id. at 2119 n.6 (quoting Univis, 316 U.S. at 249). 
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patents not at issue in this case, the exhaustion analysis is not altered by the fact that more than 

one patent is practiced by the same products.”  Id. at 2121. 

Finally, the Court rejected LGE‟s claim that Intel was not authorized to sell its products 

to Quanta: 

 LGE overlooks important aspects of the structure of the 

Intel-LGE transaction.  Nothing in the License Agreement restricts 

Intel‟s right to sell its microprocessors and chipsets to purchasers 

who intend to combine them with non-Intel parts. . . .  To be sure, 

LGE did require Intel to give notice to its customers, including 

Quanta, that LGE had not licensed those customers to practice its 

patents. . . .  [T]he provision requiring notice to Quanta appeared 

only in the Master Agreement, and LG does not suggest that a 

breach of that agreement would constitute a breach of the License 

Agreement.  Hence, Intel‟s authority to sell its products embodying 

the LGE Patents was not conditioned on the notice or on Quanta‟s 

decision to abide by LGE‟s directions in that notice. 

Id. at 2121-22. 

In a final footnote, however, the Court noted that the “authorized nature of the sale to 

Quanta does not necessarily limit LGE‟s other contract rights.”  Id. at 2122 n.7.  “LGE‟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.”  Id. 

THE RAMIFICATIONS OF QUANTA  

Quanta expands the doctrine of patent exhaustion, insofar as it:  (1) applies to method 

claims; and (2) applies to system claims where a licensed component “substantially embodies” 

the invention. 

Nevertheless, “[e]xhaustion is triggered only by a sale authorized by the patent holder.”  

Id. at 2122.  The decision thus does not directly address whether patent exhaustion applies if a 

licensor disallows a licensee from selling to an unlicensed purchaser or limits a license to the 

right to make or have made. 

Indeed, in its final footnote, the Supreme Court expressly noted that contract relief may 

still be available.  Such contract claims would presumably be against the licensee (as opposed to 

the downstream purchaser), but could still effectively preclude the licensee from making sales to 

unlicensed purchasers.  Accordingly, this suggests licensors may be able to enforce contracts 

imposing sale restrictions on licensees. 

Finally, Quanta did not specifically address the Jazz Photo
2
 line of cases involving 

international patent exhaustion.  Under those cases, the Federal Circuit has held that sales outside 

                                                 
2
 Jazz Photo v. ITC, 264 F.3d 1094 (Fed. Cir. 2001), cert. denied, 536 U.S. 950 (2002). 



91004-1100/LEGAL14552495.2 tk  4 

the U.S. cannot exhaust U.S. patent rights because foreign sales are not subject to U.S. patent 

law.  In other words, a sale abroad cannot constitute a “first sale” under the patentee‟s rights.  

Although the Court did not address the issue, it is plausible that Intel was selling products to 

Quanta, a Taiwanese company, from factories outside of the U.S.  LGE has raised this issue in 

the district court in a Joint Status Report following the remand of the case. 

In sum, at least the following issues remain open: 

(1) whether and to what extent patent exhaustion does not apply when a licensor 

expressly prohibits or otherwise does not authorize the licensee to sell in certain fields or to 

certain customers (e.g., if the license is only to make the product or prohibits sales to customers 

that do not have a license from the licensor);
3
 

(2) whether or to what extent a licensor may continue to assert contract remedies 

against a licensee; 

(3) how to determine whether a product “substantially embodies” a method or system 

claim, including whether the test is the same as the test for contributory infringement; 

(4) how the district courts will apply the exhaustion doctrine, including whether or to 

what extent it will depend upon factual issues, such as the scope of the prior art; and 

(5) whether or how this impacts litigation strategy, including whether obtaining a 

damages award against a contributory infringer will exhaust the patentee‟s right to seek relief 

from the direct infringer. 

                                                 
3
 There was no claim in Quanta that field of use licenses would not be enforceable, and the Court expressly 

distinguished the license in General Talking Pictures Corp. v. Western Electric Co., 304 U.S. 175, aff’d, 305 U.S. 

124 (1938), which involved licenses limited to geographic areas and to fields of use.  See 128 S. Ct. at 2121. 
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SUMMARY OF McFARLING 

By Thomas E. Kelley, Patent Counsel,  

Monsanto Company 

Roundup Ready® soybean is transgenic with DNA that provides the soybean plant with 

resistance to glypohosate herbicide.  The seeds are self replicating, i.e. the plant grown from a 

patented seed will produce many new identical copies of the patented seed.  The seeds are sold 

under the terms of a Technology Agreement that imposes limitations on the use of the licensed 

soybean seed.  Specifically the purchasing farmer agrees (1) to use the seed containing Monsanto 

gene technology for planting a commercial crop only in a single season; (2) to not save any crop 

produced by this seed for replanting or supply saved seed to anyone for replanting; and (3) to not 

use this seed or provide it to anyone for crop breeding or seed production. 

In 1998 Mississippi farmer McFarling executed a license agreement and purchased 1000 

bags of Roundup Ready soybean seed.  He saved 1500 bushels from his 1998 crop and replanted 

that seed in 1999 and again saved seed in 1999 and replanted that seed in 2000. 

McFarling was sued for patent infringement and breach of the license agreement. The 

district court granted a preliminary injunction; the Federal Circuit affirmed; and the Supreme 

Court denied cert. 

On summary judgment the district court entered final judgment to Monsanto‟s claim of 

breach of the license agreement and denied McFarlings‟s counterclaims of patent misuse and 

tying; the infringement claim remained to be tried. 

On appeal the Federal Circuit rejected McFarling‟s contention the patent misuse could be 

found because of tying. The court reasoned that McFarling  “does not raise a typical tying 

allegation”.  Instead the court noted “the closest [McFarling] comes to alleging a tying argument 

is a suggestion that [Monsanto] has tied together the legal right to exclude granted by a patent 

and the entire, physical patented product (or combination of germplasm and trait).”  According to 

the court, McFarling was effectively arguing that “he should be granted a compulsory license to 

use the patent rights in conjunction with the second-generation soybeans in his possession after 

harvest.” 

The Federal Circuit recognized that the license agreement “does not impose a restriction 

on the use of the product purchased under license but rather imposes a restriction on the use of 

the goods made by the licensed product.”  Relying on the “unique set of facts” that the licensed 

product (i.e. the first generation Roundup Ready seeds) and the good made by the licensed 

product (i.e. the second-generation seeds) were “nearly identical,” and concluding (in view of 

petitioner‟s failure to challenge the ‟435 patent . . .) that “we must presume that [respondent‟s] 

‟435 patent [covers] . . . the second-generation seeds,” the court held that the restriction on the 

use of second-generation seeds “does not extend [respondent‟s] rights under the patent statute.” 

The judgment on the breach of contract claim was vacated on the ground that the 

liquidated damages clause was unenforceable and the case was remanded for determination of 

damages. 
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In considering a second petition for a writ of certiorari the Supreme Court invited the 

Solicitor General to express the views of the United States.  In support of a position that the 

petition should be denied the US Government addressed two issues: 

1. Whether a licensee may validly assert the defense of patent misuse in an action 

for breach of a patent-licensing agreement when the license allowed him to plant 

seeds embodying patented technology only for the purpose of growing crops for 

resale as a commodity and not to save any new seeds for replanting. 

2. Whether the patentee engages in tying, in violation of Section 1 of the Sherman 

Act when it allows the licensee to plant seeds embodying patented technology 

only for the purpose of growing crops for resale as a commodity and not to save 

any new seeds for replanting. 

The Supreme Court denied the petition and the district court awarded damages of $40 per 

bag of saved seed – compared to a selling price of between $19 and $22 for each bag that he 

purchased. 

The Federal Circuit affirmed the damages and the Supreme Court again denied a third 

petition for writ of certiorari. 

IMPACT OF QUANTA ON SECOND-GENERATION SEEDS 

If you read Quanta as depending on the construction of the licensed sale as containing no 

restrictions, then Quanta left the Federal Circuit jurisprudence on patent exhaustion largely 

intact. 

Quanta does not seem to preclude a patent remedy against purchasers who violate a clear 

and explicit field-of-use restriction. 

Even with its explanation that a buyer may be allowed to put finishing touches on a 

purchased article, Quanta does not disturb the principle that the sale of a patented article does not 

convey a right to reproduce or make additional copies of the purchased article. 


