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Quanta Computer, Inc. v. LG Electronics, Inc.
(128 S. Ct. 2109, 2008)
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— ~ Issue 1: Does the doctrine of patent

o gl

exhaustion apply to method claims?
— ~Issue 2: To what extent must a
product embody a patent in order to
trigger?
— ~ Issue 3: Was Intel’s sale to Quanta an
"authorized" sale sufficient to trigger
the doctrine of patent exhaustion?
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rts in combination with
on-Intel parts, but did not modify
the Intel components.

atent Exhausted?

#Authorizes Intel to make, use, sell (directly or indirectly), offer to sell, import or
otherwise dispose of its own products practicing the LG Patents.

#The license doesn't extend, expressly or by implication, to any product that made
by any third party combining an Intel product with any non-Intel product.
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— ~ Issue 1: Does the doctrine of patent
exhaustion apply to method claims?
—Holding: Yes, the doctrine of patent

exhaustion applies to method claims.
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Rational:

* LGE reasons that, because method patents
are linked not to a tangible article but to a process,
they can never be exhausted through a sale. Rather,
practicing the patent - which occurs upon each
use of an article embodying a method patent - is
permissible only to the extent rights are transferred
in an assignment contract.

* Quanta, in turn, argues that there is no
reason to preclude exhaustion of method claims,
and points out that both this Court and the Federal
Circuit have applied exhaustion to method claims.
It argues that any other rule would allow patent
holders to avoid exhaustion entirely by inserting
method claims in their patent specifications.

* Quanta has the better of this argument.
Nothing in this Court's approach to patent
exhaustion supports LGE's argument that method
patents cannot be exhausted. It is true that a
patented method may not be sold in the same way
as an article or device, but methods nonetheless
may be "embodied" in a product, the sale of which
exhausts patent rights.

* The precedents do not differentiate
transactions involving embodiments of patented
methods or processes from those involving
patented apparatuses or materials. To the contrary,
this Court has repeatedly held that method
patents were exhausted by the sale of an item that

embodied the method.

* In Ethyl Gasoline Corp. v. United States,
309 U.S. 436, 446, 457, 60 S.Ct. 618, 84 L.Ed. 852
(1940), for example, the Court held that the sale
of a motor fuel produced under one patent also
exhausted the patent for a method of using the fuel
in combustion motors. Similarly, as previously
described, 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.
316 U.S., at 248-251, 62 S.Ct. 1088.

* Eliminating exhaustion for method patents
would seriously undermine the exhaustion doctrine.
Patentees secking to avoid patent exhaustion
could simply draft their patent claims to describe
a method rather than an apparatus. Apparatus and
method claims "may approach each other so nearly
that it will be difficult to distinguish the process
from the function of the apparatus."

—_ ~ Issue 2: To what extent must a product
embody a patent in order to trigger the
doctrine of patent exhaustion?

—Holding: The Court held that the relevant
consideration is whether a sold article embodies the
essential features of the patent. If so, then its sale
exhausts that patented invention.
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Rational:

* Quanta argues that, although sales
of an incomplete article do not necessarily
exhaust the patent in that article, the sale of the
microprocessors and chipsets exhausted LGE's
patents in the same way the sale of the lens blanks
exhausted the patents in Univis.

* Quanta also argues that exhaustion doctrine
will be a dead letter unless it is triggered by the

sale of components that essentially, even if not
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completely, embody an invention. Otherwise,
patent holders could authorize the sale of
computers that are complete with the exception of
one minor step-say, inserting the microprocessor
into a socket-and extend their rights through each
downstream purchaser all the way to the end user.

* We agree with Quanta that Univis governs
this case. As the Court there explained, exhaustion
was triggered by the sale of the lens blanks because
their only reasonable and intended use was to
practice the patent and because they "embodied
essential features of the patented invention."

* LGE has suggested no reasonable use
for the Intel Products other than Incorporating
them into computer systems that practice the
LGE Patents. Nor can we can discern one: A
microprocessor or chipset cannot function until it
is connected to buses and memory. And here, as
in Univis, the only apparent object of Intel's sales
to Quanta was to permit Quanta to incorporate the
Intel Products into computers that would practice
the patents.

+ Everything inventive about each patent is
embodied in the Intel Products. They control access
to main and cache memory, practicing the '641 and
'379 patents by checking cache memory against
main memory and comparing read and write
requests. They also control priority of bus access
by various other computer components under the
'"733 patent. Naturally, the Intel Products cannot
carry out these functions unless they are attached to
memory and buses, but those additions are standard
components in the system, providing the material
that enables the microprocessors and chipsets to
function.

* 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, which Intel guards as

a trade secret. Intel all but practiced the patent itself

by designing its products to practice the patents,

lacking only the addition of standard parts.

* While each Intel microprocessor and
chipset practices thousands of individual patents,
including some LGE 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 product. The relevant consideration is
whether the Intel Products that partially practice
a patent-by, for example, embodying its essential
features-exhaust that patent.

— ~ Issue 3: Was Intel’s sale to Quanta an
"authorized" sale sufficient to trigger the
doctrine of patent exhaustion?

—Holding: Yes, Intel’s sale to Quanta
exhausted LGE’s patent rights.
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Rational:

* Exhaustion is triggered only by a sale
authorized by the patent holder. LGE argues that
this sale was not authorized because the License
Agreement does not permit Intel to sell its products
for use in combination with non-Intel products to
practice the LGE Patents.

* 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.

ne

It broadly permits Intel to "‘make, use, [or] sell™"
products free of LGE's patent claims.
* To be sure, LGE did require Intel to

give notice to its customers, including Quanta,
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that LGE had not licensed those customers to
practice its patents. But neither party contends
that Intel breached the agreement in that respect.
In any event, the provision requiring notice to
Quanta appeared only in the Master Agreement,
and LGE does not suggest that a breach of that
agreement would constitute a breach of the License

Agreement. Hence, Intel's authority to sell its

L Issue 1 _) "

Issue 2

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. Because
no conditions limited Intel’s authority to sell
products substantially embodying the patents, the
sale constituted an authorized sale, and the doctrine

of patent exhaustion applies.
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