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from the patentee of the patent at stake.

MR. PHILLIPS: Right. And once he received
-- and once the --

JUSTICE SCALIA: And there was no such
notice there. There was no such statement there that
this does not -- you don"t have the right to sell this
for i1ts normal uses?

MR. PHILLIPS: No, but every -- every sale
after --

JUSTICE SCALIA: Yeah, but the horse is out
of the barn.

MR. PHILLIPS: No, no, but that just means
that the patent --

JUSTICE SCALIA: That -- 1 mean i1f both
parties -- if both parties agree to that notice, | guess
that would be something else. Did both parties agree to
that notice?

MR. PHILLIPS: Well, you mean both Intel and

JUSTICE SCALIA: Yes.

MR. PHILLIPS: Oh, yes. Both Intel and --
and Quanta clearly agreed -- I mean, both Intel and and
LG clearly agreed to that, if that"s what you®"re asking
about. But the -- but the point here is that the notice

was prior to the sale.
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JUSTICE SCALIA: Yes, but that -- that
doesn"t matter to me. What matters to me iIs whether it
was prior to the license. |If there was an implied
license here, i1t occurred at the time that the --

MR. PHILLIPS: Of the sale.

JUSTICE SCALIA: No. No.

MR. PHILLIPS: Well, when else -- an implied
license clearly can™"t extend to the ultimate purchaser
until the ultimate purchaser gives something.

JUSTICE SCALIA: You give the licensee --
you implicitly give the licensee the right to permit the
people to whom he sells the product to use the license.

MR. PHILLIPS: Right.

JUSTICE SCALIA: But it"s given to the
licensee surely.

MR. PHILLIPS: But we clearly didn"t do
that. That -- I mean that -- the two court rulings
clearly resolved that.

JUSTICE SCALIA: Unless i1t"s implicit,
unless 1t"s implicit when you sell a -- a bicycle pedal
that can only be used in bicycles.

MR. PHILLIPS: Right. But if I say at the
time, but you cannot use it In a bicycle because it has
a separate patent, and therefore" --

JUSTICE SCALIA: Did you say that?
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MR. PHILLIPS: Yes, that"s exactly what the
notice says.

CHIEF JUSTICE ROBERTS: That"s what the
notice says.

JUSTICE SCALIA: That"s the notice. That"s
later. That"s downstream. That"s after the license.
That*s at the time of the sale.

MR. PHILLIPS: But that goes to clear —- 1
mean, but that goes to the clear understanding -- | mean
the question is -- 1f the question i1s did Intel have the
right to sell the system as a system, the answer is yes.
It was licensed to do that. But i1t didn"t sell the
system as a system. It sold the components of the
system. And then the question is, does it have as a
consequence of that some kind of an implied license to
do this? And the courts below both specifically held
no.

And 1 think the other thing about this,
Justice Scalia, is that this was not an issue in this
case. Both courts below held that that"s not the
question presented. In order for the Petitioner in this
case to prevail, they have to demonstrate that this is
an exhaustion concept.

JUSTICE SOUTER: Yes, because they"re saying
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MR. PHILLIPS: That"s the question presented
in the petition.

JUSTICE SOUTER: They"re saying the reason
they have done so is that the following distinction 1is
significant. There"s a distinction between a license
that says you can"t sell this unless certain conditions
are satisfied and, on the other hand, a license that
says you can sell this, but if you sell it to a buyer
who is described by conditions A and B, you®"ve got to
tell the buyer that we"re going to make a claim against
A and B. And the ones -- in the first example, there is
a limit to the right to sell. In the second example,
there 1s no limit on the right to sell, but there"s a
warning about what we"re going to do i1f you do sell
under certain conditions. And 1 think they“"re saying
that unless you have a contract of the former sort which
limits your right to sell, then when you do sell,
exhaustion applies and whatever you may do against the
ultimate buyer is -- Is a contract problem or what-not,
but 1t"s not -- 1t"s not a matter of patent.

MR. PHILLIPS: Right, and the problem --

JUSTICE SOUTER: Number one, do you think 1
am being correct in characterizing, describing the
distinction they make?

MR. PHILLIPS: I think so.
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JUSTICE SOUTER: And B, if I am, why isn"t
that distinction an answer to your argument?

MR. PHILLIPS: Because, because i1t ignores
the fact that there are separate patents involved iIn
this case. There is no question that -- there is an
issue. | mean 1 don"t think there®"s a question that --
you know, as to how far you can go down the road iIn
trying to condition a particular sale. 1 thought this
Court may have resolved this already. Mallinckrodt
leaves that issue open, but that®s not -- that"s not the
question.

The issue here i1s 1T I sell to you, Justice
Souter, a particular chip, whether 1 condition it or
not, 1 think that"s -- to me that"s unenforceable. But
the question is, can you then take that chip and use it
to violate a separate patent? And the reason you know
that i1t"s not exhaustion --

JUSTICE SOUTER: No. I understand where
you"re going. So then what you"re saying, | guess, is
that the real issue does not i1nvolve this distinction
between a --

MR. PHILLIPS: Right.

JUSTICE SOUTER: -- a limited right and a
right --

MR. PHILLIPS: Exactly.
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JUSTICE SOUTER: -- to go after people
later.

MR. PHILLIPS: That"s not the issue in this
case.

JUSTICE SOUTER: What it -- what it involves
iIs the statement that they make that if you license the
manufacture, use, and sale of a particular component and
that particular component has only one reasonable use --

MR. PHILLIPS: Right.

JUSTICE SOUTER: -- then you have
necessarily licensed them to sell with that ultimate use
in mind, and when you do -- when you license them to
sell, the patent-exhaustion doctrine attaches to any
patent right that you may have, whether you call it
system --

MR. PHILLIPS: Right.

JUSTICE SOUTER: -- or whether you call it
component.

MR. PHILLIPS: Right.

JUSTICE SOUTER: And you are saying that
argument is no good because that, in fact, is an implied
license argument, and there were findings that there was
no implied license.

MR. PHILLIPS: That"s --

JUSTICE SOUTER: So I understand your
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position.

MR. PHILLIPS: That i1s correct, Justice
Souter.

JUSTICE SOUTER: Okay.

MR. PHILLIPS: And let me further --

JUSTICE BREYER: Then explain -- now this
you might know because it"s just following up on what
Justice Souter said better than I did. 1 think from
these briefs I"ve gotten the impression that at least
some people think that where you invent a component,
say, like the bicycle pedals, and it really has only one
use, which 1s to go Into a bicycle, i1It"s the easiest
thing in the world to get a patent not just on that
component but to also get a patent on the system, which
is called handlebars, body, and pedals.

And since that"s just a drafting question,
all that we would do by finding in your favor is to
destroy the exhaustion doctrine, because all that would
happen, iIf it hasn"t happened already, is these
brilliant patent lawyers, and they don"t even -- they
can be great patent lawyers, not just fine lawyers, and
just draft it the way 1 said and that"s the end of the
exhaustion doctrine. And that"s why it is preferable to
say it is exhausted. What i1s exhausted? One, the

patent on this component and, two, the patent on any
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system involving this component where that system is the
only reasonable use of the component, rather than using
the terminology "implied license.”

Now, I think that"s an argument that"s being
made in some of these briefs, and if so 1°d like to you
reply.

MR. PHILLIPS: Well, I think that clearly
understates the role of the PTO iIn granting a separate
patent. 1 mean, this is not -- these are not things you
pick up at the corner drugstore. You have to justify
them. And if you look at Section 282, "a patent shall
be presumed valid,”™ each claim shall be presumed valid
independently of the validity of other claims. And
there®s an independence that"s embedded i1n this entire
scheme. If it"s true that the PTO has iIn fact granted
patent rights on something that"s fundamentally not
different from the other -- from some other patent, the
solution to that i1s a validity challenge. And candidly,
I think that"s exactly what all of those arguments are

CHIEF JUSTICE ROBERTS: Well, then --

MR. PHILLIPS: -- is patent validity
challenges.

CHIEF JUSTICE ROBERTS: That argument didn"t

prevail last year In the KSR case, right? 1 mean, we"re
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-—- we"ve had experience with the Patent Office where it
tends to grant patents a lot more liberally than we
would enforce under the patent law.

MR. PHILLIPS: Right, but all -- 1"m not --
I*m not particularly criticizing the PTO. What I"m
saying is that the statutory scheme presumes that there
IS a separateness when a patent is issued and, therefore
-- and which is why -- again, the first -- there"s no
reason to go to an expansion of the first-sale doctrine
in order to deal with the kinds of problems you have
here because in general -- iIn general you can deal with
it as a matter of implied license, but that issue has
been resolved adverse to the other side in this case,
and there"s no reason to sort of fill iIn that void.

JUSTICE SCALIA: Mr. Phillips, when you say
that was resolved adversely, you say there was a finding
of no implied license.

MR. PHILLIPS: That"s correct.

JUSTICE SCALIA: Was that a finding of no
implied license from LGE to Intel or no implied license
from Intel to the buyers?

MR. PHILLIPS: From Intel to the buyers.

CHIEF JUSTICE ROBERTS: Mr. Phillips --

JUSTICE SCALIA: Is that the crucial -- 1s

that the crucial step?
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MR. PHILLIPS: Yes. That"s -- that"s the
critical component of this case.

JUSTICE SCALIA: If that --

MR. PHILLIPS: The buyer would have to
assert exhaustion.

JUSTICE SCALIA: If that was an implied
license from LGE to Intel, then Intel would have
authority to sell -- to sell these things for their --
for their use.

MR. PHILLIPS: To be sure, Intel has the
authority to sell these things, and it has the authority
to sell —- i1t depends on what the things are. It has
the authority to sell the chips. It has the authority
to sell the systems, but what 1t doesn"t have the
authority to do is to allow somebody downstream to take
the chips and put them iInto the separately patented
systems, and the -- and the people downstream know that
they don"t have that entitlement.

Justice Souter, to me the patent-exhaustion
doctrine is --

JUSTICE SCALIA: 1 think the exhaustion, if
Intel got -- 1f Intel got —-- I"m sorry. Yes, if Intel
got an implied license to the system from LGE when it
sold those products, i1t seems to me the exhaustion

doctrine would take hold and would -- would apply to
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that implied license just as it applied to the -- to the
license of the chips.

MR. PHILLIPS: 1 think the answer to that is
it shouldn™t, that the exhaustion doctrine should be
retained as a first-sale doctrine alone. That"s the way
it"s always been understood for 150 years. And to
expand it this way is to undermine the rights of -- in
the separate patents.

And now 1711 try to make the point I wanted
to make to Justice Souter. Read the reply brief: A
sale authorized by one patentee does not exhaust patents
held by a different patentee. So we wouldn"t even be in
this case if it turned out that we didn"t just -- we
didn®"t happen to have all of these rights in the first
place. 1 mean, iIf they bought the chips and if Wang had
held on to some portion of the system patent in this
case, there i1s no question that Wang would have the full
opportunity -- that sale didn"t exhaust their rights iIn
that patent.

CHIEF JUSTICE ROBERTS: And the way you
achieve that result is to condition the sale. What
you"re trying to do is expand what you get under a
condition to what you get under a notice. And the
reason that troubles me i1s because 1If you had imposed a

condition on the sale, Intel wouldn®t have paid you as
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much for it. But you say, all right, we"ll take the
money because -- additional money because there®s no
condition, but we want to achieve the same result
because of the notice.

MR. PHILLIPS: I mean there can"t -- there"s
no serious basis for doubting what Intel knew precisely
what 1t was getting In this. It was getting peace on
both sides of the aisle in terms of litigation, and it
knew that there were separate patents here and that when
it sold the chips i1t would certainly be entitled to
assume that there would be exhaustion. That"s the
provision you read. But when it sells the chips, it
didn"t know and it specifically gave notice that it
recognized that that doesn"t remotely say what the right
answer is with respect to the systems and with respect
to the methods. And that to me, Mr. Chief Justice, 1is
the fundamental distinction.

CHIEF JUSTICE ROBERTS: Well, they"re happy
with that because the notice says you can"t -- you can
only use this with Intel products. So they"re happy
with that solution as well.

MR. PHILLIPS: Well, that"s part of the
reason why it was negotiated in that way. But |l mean
that 1s -- so far as I know, there is no particular

issue by reference to that particular limitation.
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The reality is iIf we entered iInto the same
agreement with AMD, which is one of the other
chipmakers, I am sure they would ask for the same
restriction on 1t: That you could only do it with AMD
products, as well. 1 mean that doesn®"t have anything to
do with the nature of the underlying problem that we are
confronting In this particular context.

It seems to me the fundamental issue here 1is
they have a limited right when they purchase that
product. They didn"t get the right to make other
products. They didn"t get the right to breach or
infringe a completely separate patent. And that i1s the
basis on which the judgment of the Court of Appeals,
which 1s all that i1s before the Court, should be
affirmed.

JUSTICE STEVENS: Before you sit down, to
what extent do you think the Court of Appeals has
already adopted your theory of the case?

MR. PHILLIPS: Well, I mean they recognized
specifically that these are completely separate. That
the claims that are at issue here are different from the
amounts that were -- from the products that were, iIn
fact, purchased. So the elements, the constituent
elements, they have clearly embraced. The conclusion,

they have clearly not embraced.
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JUSTICE STEVENS: They did not get your
theory of the case out of my reading of their opinion.

MR. PHILLIPS: Well, my --

JUSTICE SOUTER: 1Isn"t the difference
between conditional sale™ and "limited sale™ -- you are
saying they used the word "‘conditional.”™ You are saying
it was a "limited sale™ that only -- a "limited
license.” It only licensed Patents A and B and not
Patents C and D.

MR. PHILLIPS: Well, what 1 was actually
saying is that if you read the language in 4a and 5a
where i1t says: The patents asserted by LGE do not cover
the products licensed to, or sold by, Intel. They have
to be combined with additional components. And then in
5a they say: Notably, the sale involved a component of
the i1nserted, patented invention, not the entire
patented system.

So they recognize, to my mind, what are the
predicate factual bases from which 1 say the "exhaustion
doctrine” shouldn®"t have been -- shouldn"t have been
triggered. But, to be sure, they -- they -- it was a
much easier task for them because they -- as far as they
are concerned, all kinds of conditions are permissible.
And we don"t need that in order to win this case. I™m

not asking the Court to embrace that particular
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approach.

IT there are no other questions, | would ask
you to affirm the decision.

CHIEF JUSTICE ROBERTS: Thank you,

Mr. Phillips. Ms. Mahoney, you have four minutes
remaining.

REBUTTAL ARGUMENT OF MAUREEN E. MAHONEY

ON BEHALF OF THE PETITIONERS

MS. MAHONEY: 1°d like to start by
emphasizing what counsel did not say. He never said
that Intel lacked the authority under the system and
method patents to sell these components. He never said
that. 1In fact, he said that Intel was released. Why
were they released? This would have been contributory
infringement, otherwise.

The reason they were released was because
they had the authority under this license to sell these
components under the system patent. And that®s what the
Federal Circuit acknowledged, and that"s what the
district court recognized, and it"s never been In
dispute.

Their position i1s simply that, despite that,

despite express authority to sell these under that

patent -- not just under some other patent, under the
patents at issue here -- that they can enforce
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conditions on post-sale use. And that"s what this Court
has never allowed.

Univis is on all fours. They say, well,
that just involved a single patent. Well, as far as
this case is concerned, it just involves a single
patent, too. The whole issue here is whether or not
Quanta“s taking of the components and combining them
with some generic things like wires and memory
necessarily infringed under LGE"s allegations.

And the district court found that they
would, and that®s not iIn dispute. And what that means
is that, just as in Univis where you had -- the court
finds there were really two products there. 1t finds
there were two different commodities, the lens blank and
the finished lens.

It says under Miller, the Miller/Tydings
Act, these are two different commodities, and the patent
was only on the finished lens. But, in order to make
that finished lens, you had to -- you had to make a lens
blank that would embody many of the limitations of the
claim. That"s exactly what the district court found
happened here.

For this, when Intel manufactured these
chips, the microprocessors and the chipsets, it

manufactured them in a way that embodied many of the
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limitations of the system and method patents that are at
issue here. So, as in the language of Univis, there
they said, well, we are dealing with a product that is
being manufactured in multiple stages.

And during that first stage, while it"s true
it wasn"t -- 1t didn"t directly infringe because the
lens blank wasn®"t the patented product, they,
nevertheless, practiced the patent in part. Why?
Because they -- they -- some of the -- while
manufacturing i1t, they have met some of the limitations
of the claim.

And they said when that lens blank was sold,
that it exhausted the rights of the patent owner to
enforce any conditions, any type of conditions on use or
resale after that sale. And it didn®"t have to rely on
implied license because of the exhaustion doctrine.

Once there is an authorized sale of a product that is
protected by the patent that covered that final finished
product, exhaustion is triggered.

That"s exactly what we have here. And they
said, oh, but you could disclaim that with an agreement.

Well, iIn Univis there was an agreement. The
purchaser of that lens blank specifically agreed by
contract that i1t would only use It iIn certain ways and

only charge certain prices. So they expressly
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disclaimed, you know, the idea that they were -- that
they couldn®t use i1t In those ways. And, nevertheless,
this Court found exhaustion.

When the district court found no "implied

license,” all the court was saying was, well, under the
Federal Circuit precedent "implied license”™ is an
"equitable doctrine.”
I see my time is finished. Thank you.
CHIEF JUSTICE ROBERTS: Thank you, Ms.
Mahoney. The case i1s submitted.

(Whereupon, at 11:16 a.m., the case in the

above-entitled matter was submitted.)
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