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STRUCTURE

« UK / Europe

« US - Supreme Court decisions in Marvel and
Brulotte

* Practice points
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UK

« s5.45 Patents Act 1977

« Statutory right to terminate licence after patent
expiry / revocation, notwithstanding any term in the
licence agreement to the contrary

« Repealed by s. 70 Competition Act 1988
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EUROPE

« TTBER 1984 - Recital 22 - outside the safe harbour if there is:

“an obligation on the licensee to continue to pay royalties after all the licensed
patents have expired...unless it is established that this obligation results from

arrangements for spreading payments in respect of previous use of the
licensed invention”

« TTBER 1996 - Recital 21

“"Parties must be free... to spread the royalty payments for the use of the
licensed technology over a ioeriod extending beyond the duration of the
licensed patents, in particular by setting lower royalty rates”

« TTBER 2014 - Guidelines [187]

"Notwithstanding the fact that the block exemption only applies as long as the
technology rights are valid and in force, the parties can normally agree to

extend royalty obligations beyond the period of validity of the licensed
intellectual property rights without falling foul of Article 101(1) of the Treaty”

REdd www.see-redd.com 4




KIMBLE V MARVEL (2015)

"Patentees endow their holders with certain
superpowers, but only for a limited period of time”
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KIMBLE v MARVEL (2015)

« Kimble patented “spider person” toy

« Marvel launched the ‘Web-Blaster’ which looked
like...

« Kimble sued Marvel and the litigation settled
— Purchase of patent by Marvel for lump sum
— 3% royalty on future sales indefinitely

« Marvel sought declaratory judgment that it could
cease royalty payments when patent expired

REdd www.see-redd.com



KIMBLE v MARVEL (2015)

IDONTKNOW,
Sole question - )
should Brulotte be W \
overruled? y |

WHAT T0 DO!
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BRULOTTE v THYS (1964)

Licence to use patented hop-picking machines
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BRULOTTE: THE FACTS

 Farmers paid lump sum for the machine

« Further royalties due each year depending on the
extent of use

« Royalty obligation did not cease when the patents
expired

« Licensee refused to pay royalties and raised defence
of ‘patent misuse’
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BRULOTTE: THE RULE

"A patentee’s use of a royalty agreement that projects
beyond the expiration date of the patent is unlawful
per se. If that device were available to patentees, the
free market visualized for the post-expiration period
would be subject to monopoly influences that have no

proper place there”

Re d d www.see-redd.com 10



BRULOTTE: REASONING

« Patent rights "become public property” on expiry

* Any reservation or continuation of monopoly post-
expiry “runs counter to the policy and purpose of
patent laws”

« Post-expiry royalties were not deferred payments for

use pre-expiry
— pre and post expiry royalties the same
— same contractual restrictions on sale / removal of machines

pre and post expiry
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KIMBLE: THE ISSUE

« Should the 'per se’ rule be replaced by a ‘rule of
reason’ test recognising that not all post expiry
royalty obligations will have anticompetitive effects?
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KIMBLE: WAS BRULOTTE RIGHT?

« Majority: "Respecting stare decisis means sticking to
some wrong decisions”

« Minority: "Our traditional approach to stare decisis
does not require us to retain Brulotte’s per se rule.
Brulotte’s holding had no basis in the law. Its
reasoning has been thoroughly disproved. It poses
economic barriers that stifle innovation. And it
unsettles contractual expectations.”
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KIMBLE: MAJORITY REASONING

- “superpowered form of stare decisis”

— enhanced force for (a) interpretation of statue and (b) matters
concerning property (patents) and contract

— Brulotte not reversed by Congress
« “superspecial justification” to overrule Brulotte

— basis for Brulotte unchanged

— simple to apply (and easier than antitrust rule of reason
analysis)

— Brulotte is a patent case — Kimble’s ‘economic’ arguments
relevant only if Brulotte was an antitrust case
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WHAT CAN AND CAN'T BE DONE

« Royalty payments for pre-expiry use can be deferred
into the post—-expiry period

« Royalties cannot be charged for using an invention
after it has fallen into the public domain

- Royalties can be charged after patent expiry if tied

to other IP which is not in the public domain (e.q.
confidential information)
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APPLICATION OF THE RULE

« Brulotte only applies when last running US patent in
an agreement / covering the product expires

« Existence of non-US patents will not justify

obligations to pay royalties on US sales (Meehan v
PPG)

- Hybrid licences: Need step down in royalty rate on

patent expiry (e.g. 5% royalty during patent period
and 4% royalty after)
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DRAFTING GLOBAL LICENCES

« Consider avoiding US law and jurisdiction

- Hybrid licenses with step-down (perhaps for US sales
only)

« Separate US royalty obligation might avoid application of
Brulotte to entire global royalty obligation

« Different royalty rate for US and non-US sales? Still have
risk allocation problem

« M&A due diligence - key issue to look out for
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