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Recent Federal Circuit Case May Affect Patent 
License Drafting 
BY DAVID M. KLEIN AND CHI-FEI WANG 

On April 8, 2009, the U.S. Court of Appeals for the 
Federal Circuit ruled in TransCore, L.P. v. Electronic 
Transaction Consultants Corp., 2008-1340 that an 
unconditional “covenant not to sue” has the same 
legal effect as an unconditional non-exclusive 
“license” for purposes of patent exhaustion. With 
respect to a patent that was issued after entering into 
such “covenant not to sue” but that was (i) broader 
than the patent covered by such covenant and 
(ii) necessary to practice under the covered patent, 
the court held that, by virtue of legal estoppel, the 
“covenant not to sue” also conveys an implied license 
to the later patent. The court’s decision may influence 
patent license drafting practices. 

Facts 

TransCore and Mark IV are competitors in the 
automated toll-collection system market. TransCore 
sued Mark IV for patent infringement in 2000. That 
dispute, however, was resolved by a settlement 
agreement in which, in exchange for a payment by 
Mark IV of $4.5 million, TransCore agreed to release 
all existing claims and covenanted not to bring any 
future patent infringement actions under certain 
patents. 

Several years later, ETC, a system integration 
consultancy, won an open-road tolling system 
contract with the Illinois State Toll Highway Authority 
(ISTHA). As part of the agreement, ETC agreed to 
install and test a toll-collection system that ISTHA 
purchased from Mark IV. TransCore then sued ETC 

for infringement of four patents, three of which were 
covered by the TransCore-Mark IV settlement and the 
fourth of which was a related patent that was pending 
at the time the settlement was reached. 

Covenant Not to Sue and Patent Exhaustion 

One primary issue in the case was whether the 
covenant not to sue has the same legal effect as a 
non-exclusive license for purposes of patent 
exhaustion. In its opinion, the court stressed that a 
non-exclusive patent license is equivalent to a 
covenant not to sue, “[e]ven if couche[d] in terms of 
‘[l]icensee is given the right to make, use, or sell X.’” 
Spindelfabrik Suessen-Schurr, Stahlecker & Grill 
GmbH v. Schubert & Salzer Maschinenfabrik 
Aktiengesellschaft, 829 F.2d 1075 at 1081. The 
difference between a license and a covenant not to 
sue is only one of form but not substance, for “[a] 
license may amount to no more than a covenant by 
the patentee not to sue.” W. Elec. Co. v. Pacent 
Reproducer Corp., 42 F.2d 116 at 118. In order for 
the patent exhaustion doctrine to apply, the court 
determined that the initial sale by the licensee need 
only be “authorized.”  “[E]xhaustion is triggered only 
by a sale authorized by the patent holder,” and “the 
initial authorized sale of a patented item terminates 
all patent rights to that item.”  Quanta Computer, 
Inc. v. LG Electronics, Inc., 128 S. Ct. 2109 at 2121 
and 2115. 

The court in TransCore held that, since the language 
of the covenant not to sue did not (although it could 
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have) impose restrictions on activities that would 
otherwise constitute infringement (i.e., “making, 
using, offering for sale, selling, or importing”), Mark 
IV’s sale to ISTHA was “authorized” and that 
TransCore’s patent rights were exhausted. 

Implied License to Future Issuance 

Another key issue in the case was whether, by virtue 
of legal estoppel, the covenant not to sue created an 
implied license to a patent that was not expressly 
included in the covenant not to sue. Although the 
settlement agreement specifically stated that “[t]his 
Covenant Not To Sue shall not apply to any other 
patents . . . to be issued in the future,” the court 
reiterated that the underlying policy of legal estoppel 
is to prevent a patentee from derogating or 
detracting from a definable property right for which 
the patentee has already received consideration. 

In light of the undisputed fact that the later-issued 
patent was broader than, and was necessary to 
practice, one of the expressly identified patents 
covered by the covenant not to sue, despite the 
patent’s post-settlement issuance, the court decided 
that TransCore had granted an implied license of this 
later-issued patent. 

Drafting Guidelines 

This decision raises several issues to be considered in 
future drafting patent licenses. 

In order for the patentee to limit the application of 
the patent exhaustion doctrine, the patentee must 
clearly indicate the scope of the covenant not to sue 
because under TransCore a covenant not to sue 
without a limited scope will trigger the patent 
exhaustion doctrine. For example, it seems 
reasonable that the patent exhaustion doctrine would 
not be triggered by a covenant not to sue covering 
only the “making and using for internal purposes 
only, but not selling or otherwise distributing to third 
parties” of the applicable product.  

From a drafting perspective, it may be difficult to 
avoid an implied license to a later-issued patent that 
would be infringed if the licensee was to act within 
the scope of a non-exclusive patent license or 
covenant not to sue. As long as a patent is related to 
the license scope and necessary to practice the 
licensed, a court could invoke the TransCore decision 
to create an implied license. To ensure adequate 
exclusion, the patentee may consider: 

1. Elaborating the specific patents or patent 
applications to be excluded, if known; and 

2. Having the licensee/covenantee acknowledge 
such exclusion and/or waive implied licenses 
thereunder. 

Alternatively, the patentee may include a provision in 
the license/covenant limiting the scope of implied 
licenses of later-issued patents only to the scope of 
the patents covered by the license/covenant and 
disclaiming rights beyond that. 

  

If you have any questions concerning these developing issues, please do not hesitate to contact the following 
Paul Hastings lawyers: 

New York 
 
David M. Klein 
212-318-6318 
davidklein@paulhastings.com 
 

San Diego 
 
Jane I. Song 
858-458-3043 
janesong@paulhastings.com 
 

Los Angeles 
 
Michael K. Lindsey 
213-683-6262 
michaellindsey@paulhastings.com 
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