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INTHE UNITED STATESDISTRICT COURT
FOR THE NORTHERN DISTRICT OF ILLINOIS
EASTERN DIVISION

IBIQUITY DIGITAL CORPORATION,

CONTINENTAL AUTOMOTIVE GMBH )
and CONTINENTAL AUTOMOTIVE )
SYSTEMS, INC,, )
)
Plaintiffs, ) 14 C 1799
)
V. ) JudgeJohn Z. Lee
)
)
)
)

Defendant.

MEMORANDUM OPINION AND ORDER

Continental Automotive GmbH and Continental Automotive Systems, Inc. (collgctive
“Continental”) has suedBiquity Digital Corporation(“iBiquity”) assertingthe following nine
causes of actiongpatent exhaustio(Count I) patent misus@Count Il), declaratory judgment of
patent rightfCount IlI), unjust enrichment (Count 1V), breach of covenant of good faith and fair
dealing (Count V), breach of license agreement between Continental and iBiquuiyt (1),
promissory estoppel (Count VII), breach of contract with the National Radio Sy§&temmittee
(Count VIII), and wrongful interference with a business relationship (Count iiuity has
movel to dismisCounts I,Il, and Il pursuant Federal Rule of Civil Procedure 12(b)(1) for lack
of subject matter jurisdiction palternatively,underRule 12(b)(6) for failure to state a claim.
iBiquity then argues that, once the federal claens dismissedthe Court should decline to
exercise supplemental jurisdiction over the state law claims.

For the reasons set forth herein, the CdertiesContinentak Rule 12(b)(1) motion as
to Counts landll, but grants the motion as to Count [IWith respect toContinental’'sRule

12(b)(6) motion, because tldectrines of patent exhaustion and patent mismedefenses and
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cannot beasserted as affirmative clainthe Courtgrants Continental’snotion to dismiss with
regard toCounts landll. The Court furthedeclines toexercise supplemental jurisdiction over
the remaining claimZounts V throughiX.

Backaround

iBiquity is adevelopeand owneof the intellectual propertynderlying theHD Radid"
technology for digital radio broadcastinghm. Compl.§ 12. In order to have its technology
adopted as a standard, iBiquity bound itselftihe National Radio Systems Committee’s
(“NRSC”) requiremento license the patents covering the technology to all manufacturers of HD
Radio receivers on asonable and nediscriminatory (“RAND”) terms.Id. Thus, on June 28,
2005, iBiquity executed a nonexclusive agreement with Siemens VDO Automotive Corporation
(“Siemens”) under vhich it licensed intellectual properfgr the HD technology to Siemens in
exchange for royaltpayments Id.  13.

In 2007, Continentainerged withSiemens and became a succegsonterest to the
license agreement with iBiquity. Id. Y 1314; Def.’'s Mem. Supp. Mot. Dismis2-3.
Continental isan equipment manufacturer fiorajor automobile manufacturerdm. Compl.§ 7.

It supplies hea@&nd wits that can receive and decode HD Radio sigf@lsise ina variety of
vehicles. Id. 17-8. In order to make these units, Continental buys HD Rseliaconductor
component$rom third parties who are also iBiquity licensee#d. {110, 30.

Initially, Continental paid royalties to iBiquity und#relicense agreementAm. Compl.

9 17;Def.’s Mem. Supp. Mot. Dismiss 3. But in 20t 3topped arguing that royalties should
be based not on the price of the entire berad unitContinental sells tds customers, butather

only on those componentisat implementechnology patented hLBiquity. Am. Compl. 1 17-



19; Def.’s Mem. Supp. Mot. Disss3. The parties tiemptedto negotiate d resolve the dispute,
buttheyfailedto come to an agreemenDef.’s Mem. Supp. Mot. Dismiss 3.

Unable to resolve their dispute, on February 7, 2014, iBiquity sued Continertiedéch
of contract in the Maryland state court. Def.’s Mem. Supp. Mot. Dismiss 3, E€ofpl.,
iBiquity v. Cont’l, No. 386953V Just over a montlater, Continental filed th present action in
this Court.

Analysis

|. Subject Matter Jurisdiction

There isno diversity between the parties ContinentalAutomotive Systems, Incand
iBiquity are Delaware corporationsAm. Compl. 11 34. Accordingly, Continental asserts that
the Court has jurisdiction over this action pursuant 28 U.S.@388, 1338and2201 Id. 1 5.
Section 1331 establishes federal question jurisdiction over civil actions “arising timeléaws
of the United States. 28 U.S.C. 8§ 133And Section 1338provides thatistrict courts have
original jurisdiction of‘any civil action assing under any Act of Congress relating to paténts.
28 U.S.C. § 1338 Finally, 28 U.S.C. 8§ 2201 allowss plaintiff to bring declaratoryuydgment
action in federal court. 28 U.S.C. § 2201.

iBiquity moves to dismiss Counts | through Hithe only claimsallegedunder federal
law — for lack of subject matter jurisdiction pursuant Rule 12(b)(1). Def.’s Mem. Supp. Mot.
Dismiss 513. In short,iBiquity arguesthat patent exhaustion (Count I) and patent misuse
(Count 1) do not arise under federal patent leecause thegre not propemdependentlaims
but, rather are defenses t@n anticipategatent infringement suitld. iBiquity also contensl

that Continental’sclaim seekinga declaatory judgment of patent righ{€ount 1ll) does not



arise under federal patent law becatisemerely a state law breach of contract clamalisguise,

seekingo interpret the license agreement in light of certain public staterogrisquity. Id.

A. Legal Standard

An attack orsubject matter jurisdictiopursuant to Rule 12(b)(1) may faial or factual.
Stroman Realty, Inc. v. Grillg}38 F.Supp.2d 929, 932 (N.DIIl. 2006). When a defendant
makes a facial attack, gontends thatllegations in the pleadings are insufficient on their face to
support federal jurisdictionSeeFreiburger v. Emery Air Charter795 F.Supp. 253, 256 (N.D.

ll. 1992). In such casesallegations [in the complaint] are taken as true and construed in a light
most favorable to the complainantSeeCedars-Sinai Med. Ctr. v. Watkind,1 F.3d 1573, 1583
(Fed. Cir. 1993). But when adefendant makes a factuaitack cours maylook beyond the
jurisdictional allegations in the complaiad “consider relevant evidence in order to resolve the
factual disputeas towheher subject matter jurisdiction exist®eynolds v. Army & Air Force
Exch. Sery.846 F.2d 746, 747 (Fed. Cir. 1988ge alsaCapitol Leasing Co. v. F.D.[.C999

F.2d 188, 191 (7th Cil993) per curian). In either casehe party seeking to invokaubject
matter jurisdiction bears the burden of establishindg#imlerChrysler Corp. v. Cun&®47 U.S.

332, 342 8 (2006) CedarsSinai Med. Ctr. 11 F.3d atl583; Apex Digital, Inc. v. Sears,
Roebuck & Co.572 F.3d 440, 44&7th Cir.2009).

Federal ourts have exclusive jurisdiction ovawil actions“arising under’federal patent
law under 28 U.S.C. 8338(a). This occurswhena wellpleaded complaint establishegher
that (1) “federal patentaw creates the cause of actiar that(2) “the plaintiff’' s right to relief
necessarily depends on resolution of a substantial quedti@deralpatentlaw, in thatpatent
law is a necessary elenteaf one of the wellpleaded claims.Christianson v. Colt Indus.

Operating Corp. 486 U.S. 800, 809198§. But in declaratory judgment cases “[w]here the



complaint. . .seeks in essence to assert a defense to an impending or threatesabn, it is

the character of théhreatened actionand not of the defense, which will determine whether
there isfederatquestion jurisdiction in the District Court. Pub. Serv. Comm’n of Utah v.
Wycoff Co.344 U.S. 237, 2481952) (emphasis added)Hence,courts have to examindhte
declaratorydefendant’shypothetical weHlpleaded complaint to determine if sedj matter
jurisdiction exists.” ABB Inc. v. Cooper Indus., LL&35 F.3d 1345, 1349 (Fed. Cir. 2014¢ge
also Cnty. Materials Corp. v. Allan Block Cor02 F.3d 730, 734 (7th Cir. 2007And where

it is impossible fora declaratoryjudgment defendanb bring aclaim “arising under” federal
patent law federal courts lack subject matter jurisdictioBee, e.g.ExcelStor Tech., Inc. v.
Papst Licensing GMBH & Co. KGb41 F.3d 1373, 1%777 (Fed. Cir. 2008)holding that
district court lackedubject natterjurisdiction where the declaratory judgment defendant could
not bring another infringement action agaipsintiff unless the dismissal defendant'sarlier
infringement action wasvacated by the coyrt Cnty. Materials Corg 502 F.3dat 73334
(holding that the case doesot arise undepatent laws whe the case’s issuavas whether
licensee could seld noninfringing product despite the presence of a covenant not to compete
Speedco, Inc. v. EsteB853 F.2d 909, 913 (Fed. Cir. 1988plding that thedistrict court lacked
subject matter jurisdiction where declaratory judgment plaiotiffid only be sued for breach of

contract, not for patent infringement under federal) law

B. Patent Exhaustion and Patent Misuse Claims (Counts| and 11)
The Court begins its analysis with the patent exhausdiwsh patent misuse claims.
iBiquity argues thathe claims are merelglefense and noaffirmative causg of actionand, as
such,they do nd “arise under” federal patent lawDef.’s Mem. Supp. MotDismiss 68.

Continental respond$hat thisargument is irrelevant “[b]Jecause subject matter jurisdiction in a



declaratory judgment action is based on the claims that could be brought by the dgclarato
judgment defendant, rather than the declaratorgment plaintiff.” Pl.'s Resp. Mot. Dismiss 5.
Moreover, Continentasserts that patent misuse nh@yasserted as an affirmative claiid.

iBiquity’s patent exhaustioargument centeraroundthe Federal Circuit cadexcelStor
Tech., Inc. v. Papst Licensing GMBH & Co. KGDef.’'s Mem. Supp. Mot. Dismiss-B
ExcelStor a licensee soughtdeclaratory judgmenagainstPapst,a licensor, for the alleged
violation of the patent exhaustiordoctrine ExcelStor Tech., Inc.541 F.3d at 1375.
Importantly, prior to thataction, Papsthad suedExcelStorfor patent infringement, buhe case
settledandwasdismissed with prejudiceExcelstor Tech., Inc. v. Papst Licensing GMBH & Co.
KG, No. 07 C 2467, 2007 WL 3145018,*4 (N.D. Ill. Oct. 24, 2007).Hence “Papst could not
bring another infringement action against ExcelSialess the dismissal of Papstearlier
infringement action against ExcelStor were vacated by the co#xcelStor Tech., Inc541
F.3d at 1376.

This impossibility ofaninfringement suit resulted ilack of subject mattejurisdictionin
ExcelStorbecause théclaims fai[ed] to meet either prong of th@éhristiansontest” 1d. First,
the “patent law[did] not create the cause of action” in the cadd. This is unsurprising
considering that patent exhaustion could only be raased defenséo hypothetical state law
claimsin thatcase And “acase raising a federal patent law defense does not, for that reason
alone, ‘arise under’ patent law.Td. (quaing Christianson 486 U.S. at 809 see alsdSpeedco,
Inc., 853 F.2dat 913 (olding that the district court lacked subject matter jurisdiction where
patentinvalidity could only be raised by the declaratpugigmentplaintiff as an element of the

defensg



Next, the Federal Circuit held thtte claims“[did] not require resolution of a substantial
guestion of federal patent lavand, thus, failecChristiansors second prong.ExcelStor Tech.,
Inc,, 541 F.3d at 1376.The court explained that “fie exhaustion doctrine prohibits patent
holders from selhg a patented article and thiewoking patent law to control postsale use of the
article.” 1d. (internal quotations omitted). But ExcelStor failedatiege that Papst invoked the
patent laws to awrol the poskale use” of articles asPapst could not bring another
infringement action against ExcelStotd. Thus, ExcelStor claimed only that “Papst violated
the patent exhaustion doctrine pllecting two different royalties from the same paténte
product.” Id. (internal quotations omitted). And even though such royalty collection might be
“prohibited by the terms of the individual license agreements, or . . . prove to have been
fraudulent,” the patent law is not a necessalgment of such determinationdd. at 1377.

Similar to thepatent exhaustioalaim in ExcelStoy apatent misuse clairmight not arise
underpatent lawsvhen there is10 looming infringement actioagainst the declaratojydgment
plaintiff. See Cnty. Materials Corp502 F.3dat 733-34. Thus, inCounty Materials the
plaintiff had arexclusive production agreement with the defendaait containe@ covenant not
to compete Id. at 733. The covenarfbrbace the plaintiff from manufacturing competing
products for eigteenmonths aftethe termination of theagreement Id. However shortly after
ending the agreementthe plaintiff began producing competingallegedly nornfringing
products.Id. Hence, the éfendant threatendd sue to eforce the norcompete covenant but
the plaintiff sued first seekingdeclaratory judgment that the covenant not to compete was
unenforceable due to patent misuse.at 732.

In County Materials, as in ExcelStor, the hypothetical threatened action by the

declaratory judgmendefendant would have been a state contvadicenseclaim. See d. at



733-34(stating that the patent misuse clarrasabout ‘the enforceability of a contract or license
agreemeri). Thus,federal law did not create the caugeaction andthe declaratory judgment
defendant’sright to reliefin the hypotheticalwell-pleadedcomplaint did not dependn the
resolution of a substantial questiohpatent law Id. Accordingly, the County Materialscourt
held that “[t] he presence of a federdefense (here, patent misuse) [wasielevant to
jurisdiction?” Id. at 734 (quotingscheiber v. Dolby Labs., In@93 F.3d 1014 (7th Cir. 2002)

The present caséowever,differs from ExcelStorand County Materials Continental
stoppedmaking royalty payments in 2013Am. Compl. 11 17-19Def.’s Mem. Supp. Mot.
Dismiss 3 And iBiquity allegedly threatened Continental with a patent infringerseiit Am.
Compl. T 20. AlthoughiBiquity claims that it cannot file a patent infringement claim against
Continental because “the parties are now bound to the Agreement until June 28, 20dés” it
not state thaContinenal resumed its payment®ef.'s Surreply Mem. Supp. Mot. Bimiss. 1.
Thus, iBiquitydoes not assert that it cannot terminate its licemgethen sue Continentdr
infringement. Instead,iBiquity only alleges that it “elected not to exercise its right to terminate
the Agreement” after Continenthhd stopped making gyments andhad failed to remedy the
nonpayment within sixtydays as required by the licenséDef.’s Repl. Mem. Supp. Mot.
Dismiss4.

Given these circumstancehis Courtcannot equate the present casd=xeelStor and
County Materials The situation is more iline with C.R. Bard, Inc. v. SchwartZ16 F.2d 874,
875(Fed. Cir. 1983).There,the licensee stopped making payments under its agreement with the
patente€. The patente¢henfiled suit in astate court, butid not allege patent infringemenid.

at 87576. In return, e licensee brought a declaratory judgment action in a federal court,

! Similar to the present case, relevant license provisior®.R Bardprovided the defaulting
party sixty days to cure the default. 716 F.2d at 881 n.5.

8



alleging patentinvalidity and unenforceability Id. at 876. The district court, however,
dismissed the amplaint holding that it lackedsubject matter jurisdiction.ld. The Federal
Circuit reversednoting that the licenseéhad ceased payment of royalties under the agreement
to the licensor and patenteand that “[t|his was a material breach of the agreement that, under
the very terms of the agreement, enaljfetenteefo termirate the agreemeht.ld. at 88081.
Hence the patenteecbuld at any time take action agaifistensee]oy bringing an infringement
suit” as manufacturing of the products covered by the patehhbiaceasd Id. at 881;see also
Medtronic, Inc. v. Mirowski Family Ventures, LLC34 S. Ct. 843, 84@014)(stating that the
relevant question is not whether “an infringement suit would be unlikely fabloérthe nature

of the threatened action in the absence of the declaratorsm@rdgsuit”). Thus, inC.R. Bard

the licensee’sdeclaratory judgment action wasot in defense of the state court action brought
but in defense ofn actual federal controversy ‘arising undée patent law 716 F.2dat 882

and subject matter jurisdion was found to exist under 28 U.S.C. § 1338(d).

Similar to C.R. Bard given Continental’s failure to make its licensing payments,
iBiquity’s hypotheticalwell-pleadedcomplairt couldcontaina patentinfringementclaim against
Continental. Andit is well-established that a claim for infringement arises under federal law.”
ABB Inc, 635 F.3d at 1350As such this Courtis satisfied that it has subject matter jurisdiction

over the declaratory judgment claims for patent exhaustion and misuse.

C. Declaratory Judgment of Patent Rights Claim (Count I11)
Turning toCount Ill, whichseeksadeclaratoryudgment of patent right&8iquity argues

that Count Il “asks this Court to interpret the parties’ License Agreement in light of

2This Court’s analysis of subject matter jurisdiction appliely to declaratory judgmentlaims
for patent exhaustion and misuse. Our ruling does not addretker or when it is appropriate to raise
patent exhaustion and misudefenseso state law claims

9



representations madby iBiquity that it would license its patents on RAND termst ¢hatsuch
“[c]lontract disputes, even those involving patents, do not arise under federalDa#v's Mem.
Supp. Mot. Dismis$8. Furthermoreaccording taBiquity, Continentalfailed to pkad a case or
controversy with respect to federal patent law or patent rigind the only “definite and
concrete” disputender Count llis a breach of contract actioid. 10

Continental doesotaddressBiquity’s argumentsegarding Count IIf Pl.’s Resp. Mot.
Dismiss 35. In the absence of any arguments, the Court |lawitg to the allegations in the
Amended Complaint. nithis selfstyled declaratoryjudgmentclaim, Continentalalleges that it
“paid royalties taBiquity under the terms dhe parties’ license agreement.” Am. Con{pB8.
Continental positghat “iBiquity made affirmative statements and promises to the HD Radio
community that it would license its standards essential patents undenaiel@s and non
discriminatory terms” and that “Continental has attempted to license the patent&8Biquity
under such termsfd. § 39. “Thus, Continental’sontinued activities are authorized under the
U.S. Patent Laws35 U.S.C. 8271(a) in view of the rights granted to Continentaéruthe
license agreement and in view of iBiquity’'s RAND commitment&l”  40. But, according to
the Amended Compint, “iBiquity hasthreatened Continental with allegations that Continental
is in breach of the parties’ license agreement and has refused to negotiate a licenRANDder

terms.” 1d. { 41. Hence,Continental alleges théthere exists between the parties a definite and

* iBiquity also analogizes the present casttprint, Inc. v. Curwood, In&62 F.2d 41§7th Cir. 1977)
which held that Where the licensor stands on the license agreement and seeks contraes;egwedi an allegation
of infringement will not create federal jurisdiction, for the existence eflitense precludes the possibility of
infringement. Milprint, Inc., 562 F.2d at 420 However,Milprint was decided prior to the creation of the Federal
Circuit and prior to the Supreme Court decisioMiadimmune, Inc. v. Genentech, 849 U.S. 11§2007) In
Medlmmunethe Supreme Couteldthat the licensorwas not required, insofar as Atrticle Il is concerned, to break
or terminate itd] license agreement before seeking a declaratory judgment in federal court thatehkying
patent is invalid, nenforceable, or not infringed.fd. at 137. And even prior tMedimmunethe Federal Circuit
held that there ifederaljurisdiction and an actual caseaantroversy wheralicensorsgned an affidavit that itlid
notintendto sue fa infringement, but where, @&s the present case,demonstrated its willingness to enforce patent
rights by suinghelicensee to recover royalties in state couttR. Bard, InG.716 F.2d a880-82.

* Continentabnly addresses iBiquity’s arguments relatind/itprint. SeePl.’s Resp. Mot. Dismiss-5.

10



concrete dispute touching the legal relations of the parties having adversstsjte., their
rights under patent laws of the United Statekl” § 42. Finally, Continentgdositsthat “[t]his
Court can declare the respective rights of the parties.{ 43.

This Courtreads Count Ilito be a requedbr interpretation ofthe licensein light of
iBiquity’s representationghat it would Icense its patents dRAND terms. The hypothetical
well-pleaced complaint byiBiquity would bea contract claim Thus,federalpatentlaw would
not createhe cause of actiom the hypothetical compiat andiBiquity’s right to reliefwould
not depend orthe resolution of a substantial questioh federalpatentlaw. Thereforesuch
action wouldnot arise undethe patent lawsSee, e.g., Microsoft Corp. v. Motorola, In564 F.
App’x 586, 58990 (Fed. Cir. 2014)holding that it is plausible to conclude tlzation alleging
that patentee improperly refused to offer licenses for the use of its stasd@mntial patés on
RAND termsdoes not arise undére patent laws).

Moreover “a typical RAND term is a contractual covenant of the granting participant,
pursuant to which that entity agrees that it will, at some point in the futurd, ayfexense on
reasonable and nondiscriminatory terms to any requesting implementer of fiiealsle
standad.” In re Innovatio IP Ventures, LLC Patent Liti®21 F. Supp. 2d 903, 915 (N.D. Ill.
2013) (internal quotations omitted) And “the fact that patent issues are relevant under state
contract law to the smlution of a contract dispute cannot possibly convert a suit for breach of
contract into one ‘arising under’ the patent laws as required to render the jimsdittthe
district court based on section 1338Speedco, In¢.853 F.2dat 913. Thus the tderal courts
“have exclusive jurisdiction of all cases arising under the patent laws, butalbyoéstions in

which a patent may be the subjetatter of the controversy.Gunn v. Minton133 S. Ct. 1059,

11



1068 (2013)internal quotations omitted) Therefore, Counlil does not arise under the patent
lawsand does not, in and of itself, provide a basis for subject matter jurisdiction.
. Motion to Dismissfor Failureto Statea Claim

Next, the Court evaluates whether Counts | Hrfdil to state a claim.iBiquity argues
that “[ijn addition to the lack of subject matter jurisdiction, Counts | and Il do @ab¢ stn
affirmative cause of action.’Def.’s Repl. Mem. Supp. Mot. Dismiss 3t contendsthat both
patent exhaustion and patantsuse are defenses and affirmative causes of actionDef.’s
Mem. Supp. Mot. Dismiss-B. Continental does nogbut that patent exhaustion canly be a
defense Pl’s Resp. Mot. Dismiss-2. But it insiststhat courts “have allowed declaratory

judgment . . claims asserting patent misuse affirmativelid: 5.

A. Legal Standard
To survive a motion to dismiss pursuantRole 12(b)(6),Continental’scomplaint must
“state a claim to relief that is plausible on its fad&shcroft v. Igbalb56 U.S. 662, 678000)
(internal quotations omitted'he complaint’sfactual allegations must at least “raise a right to
relief above the speculative levelBell Atl. Corp. v. Twomb|y550 U.S. 544, 55(2007). And
courtsmust accept as true all wglleaded allegationsnithe complaint and draw all possible
inferences inContinental’sfavor. SeeTrinCo Inv. Co. v. United State$22 F.3d 1375, 1377

(Fed. Cir. 2013)Tamayo v. Blagojevicth26 F.3d 1074, 1081 (7th Cir. 2008).

B. Patent Exhaustion and Misuse as Claims
As aninitial matter, he Court agreewith iBiquity that “patent exhaustion is a defense to
patent infringement, not a cause of actionSeeExcelStor Tech., Inc.541 F.3d at 1376

Accordingly, the Court grants the motion to dismiss Count | for failureate stclaim.

12



However,the patentmisuseclaim issuecannot be dispatched so lightlycourts disagree
onwhether patent misuse caanstitutea claim, notjust a defense See e.g.,Rosenthal Collins
Grp., LLC v. Trading Techd$nt'l, Inc., No. 05 C 40882005 WL 3557947, at *6 (N.D. Ill. Dec.
26, 2005)(allowing a patent misuse declaratory judgment claim while acknowletlgatgther
courts rejectd that patent misusecan be acounterclaim) This disageement stems from
divergentreadings oB. Braun Med., Inc. v. Abbott Lab424 F.3d 1419 (Fed. Cir. 1997).

In Braun, the patenteesued defendants for patent infringemetd, in response,
defendants asserted patent misuse as an affirmative defense arnzhsis for a declaratory
judgment. B. Braun Med. Inc. v. Abbott Lab®92 F.Supp. 115, 116 (E.D. Pa. 1994jJf'd in
part, vacated in part bf3. Braun Med., Inc. v. Abbott Lab424 F.3d at 1419At trial, the jury
found nopatent infringement, but it fourtthatthe patente@admisused thgatent 1d. On the
basis of thisverdict the court held a second trial to determine damages caused pwtéme
misuse. SeeB. Braun Med., In¢.124 F.3d at 1422. The jury founidat the patent misuselid
not ause any damagesdefendants.ld. After the district court entered judgment on all issues
both parties appeati to the Federal Circuithe portions of thgudgment that weradverse to
them. Id. at 1423.

On appeal,ite Federal Cauit first explainedthat the patent misuse ‘ian extension of
the equitable doctrine of unclean hands, whereby a court of equity will not lend itstsiappor
enforcement of a patent that has been misusédl at 1427. And, “[w] hen used successfully,
this defense results in rendering the patent unenforceable until the misuse is’ pudgeBut
“[i] t does not .. result in an award of damages to the accused infrinddr. Next, the Federal
Circuit clarified that the Declaratory Judgment Awtas not designetito allow a declaratory

judgment plaintiff to avoid the requirements imposed by the substantive law as ateredic

13



obtaining[coercive]relief.” Id. at 1428. Consequently,the defense of patent misuse may not
be converted to an affirmative claim foardages simply by restyling it as actiatory
judgment counterclailm— in other words, moneary damages may not be awardauder a
declaratory judgment couwsrclaim based on patent misudegcause patent misuse simply
renders the patent unenforceabl&d’ (internal quotations omitted).

District courtsare split as to how tmterpretB. Braun Same courtsview B. Braunas
allowing an affrmative claim of patent misuss long as the plaintiff does not sedkmages.
See, e.g., Rosenthal Collins GrpL,C, 2005 WL 3557947, at *¢‘we readB. Braunto allow a
patent misuse declaratory judgment claim, but allow it solely to enjoin defendana$serting
a patent infringement claim against plairi)iffinternet Pipeline, Inc. v. Aplifi, IncNo. CIV.A.
10-6089, 2011 WL 4528340, at *3 (E.D. Pa. Sept. 29, 2@1there can be a counterclaim for
patentmisuse in the appropriate cdséut it “may only seek declaratory relief, not monetary
damagey).

Othersread B. Braunas rejecing patent misuse as anfiaihative claimregardless of
whether it seeks a declaratory, injunctive, or compensatory.reliefe, e.g., Depuy Inc. v.
Zimmer Holdings, Inc.343 F. Supp. 2d 675, 6844 (N.D. Ill. 2004) (“patent misuse is an
affirmative defense, not a counterclaimPSNIIl ., Inc. v. Ivoclar Vivadent, IncNo. 04 C 7232,
2005 WL 2347209, at *3 (N.D. Ill. Sept. 21, 20q4}] he Federal Circuit held iB. Braun . . .
that patent misuse could not be brought as a claim for damagasséatas an affirmative
defense”);Cummins, Inc. v. TAS Distrib. C&76 F. Supp. 2d 701, 7052 (C.D. Ill. 2009)(“[i]t
appears that patent misuse is only a defense to a{frat@mjement claim, not an affirmative
basis for relief); Bernhardt L.L.C.v. Collezione Europa USA, IndNo. CIV. 101CV00957,

2002 WL 1602447, at *2 (M.D.N.C. July 3, 2002patent misuse is not an affirmative claim,

14



but rather a defensg”Semco, Inc. v. Exco TexH. td, No. 3:06 CV 2045, 2007 WL 2693268, at
*2 (N.D. Ohio Sept. 12, 2007y [p] atent misuse is an affirriae defense to a patent holder’
claim of infringement “[i]t cannot be the basis for a cause of action”).

Regardless of the interpretation, there is no disagreement among tree thatpatent
misuse doctrine cannot be asserted for monetary reBeeB. Braun Med., In¢.124 F.3d at
1428. Accordingly, Continentatannot use its patent misuse claasa basis for compensatory
damages, aSontinental seeks to deere Am. Compl. 15.

Moreover,after considering the various cas#sgs Courtconcludesthat patent misuse
cannot be brought as a stamldnecause of action First, B. Brauncannotbe read a allowing
sucha stanedlone cause of actionThere patent misuse wasaisedin response t@ patent
infringementaction andnot & astandalonecause of actiomsin the present caseB. Braun
Med. Inc. v. Abbott Labhs892 F.Supp. 115, 116 (E.D. Pa. 1995). Thus,Feéderal Circuithad
no occasion to speak to whether the defendaBt Brauncould have appropriatelproughta
standalone declaratory judgment claim of patent misu&econd even afterB. Braun the
FederalCircuit has repeatedly defined patent misuse as a defense, rather than a cetise iaf a
its own right. SeeVa. Panel Corp. v. MAC Panel Col33 F.3d 860, 868 (Fed. Cir. 1997)
(“[p]atent misuse is an affirmative defense to an accusation of patemgerfrent”); U.S.
Philips Corp. v. Int'l Trade Comm, 424 F.3d 1179, 1184 (Fe@ir. 2005) (“[p]atent misuse is
an equitable defense to patent infringementhird, in cases wherdistrict courts haveallowed
a patent misuse claim, the clalms beerbroughtwith accompanyingatent invalidity omon-
infringementclaimsandin oppositionto infringement claims See, e.g., Rosenthal Collins Grp.,
LLC, 2005 WL 3557947, at *{plaintiff also brought an action requesting declarajodgment

of patent invalidity and nemfringementand defendarasserted amfringement counterclaijn
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Internet Pipeline, In¢. 2011 WL 4528340, at *stating thatplaintiff sued defendant for
infringement and defendant raised affirmative defense of patent invalidity, antarg;&@emco,
Inc., 2007 WL 2693268, at *2“[a]lthough courts have allowed patent misuse claims to be
presented as counterclaims, these Hman limited to circumstances where patent infringement
claims were also involvég

Therefore, tb Court dismisseshe patent exhaustion and patent misuse clamth
prejudicefor failure to state &laim uporwhich relief carbe granted
[I1.  Other Claims (CountsllI-1X)

The Courtnext moves to the analysis of the remaining claimss truethat courtamay
exercise discretion to retain supplemental jurisdiction over state law clanen after it
dismisses the claims over which it asserts origuasdiction 28 U.S.C. 81367c)(3) (2012).

But cours may decline to exercise such jurisdiction whétee district court has dismissed all
claims over whth it has original jurisdiction 1d. “[I]t is the well-established law of this circuit
that the usual practice is to dismiss without prejudice state supplemental claime/erhaih
federal claims have been dismissed prior to trigsfoce v. Eli Lilly & Cao, 193 F.3d 496, 501
(7th Cir. 1999). This is exactly the case herewith the patent exhastion and misuse claims
dismissed, the only claims remaining are those that do not “arise under” the paseridathus,
are more properliitigated instate court. Therefore, theo@t exercises its discretion to decline

supplenental jurisdiction ovethe remainingtate lawclaims.

> Because the Court dismisses these claims on the basis discussedtat®ed not determine
whetherContinental’spatent exhaustion and misuse claims are factually plausible.
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Conclusion
For theforegoing reasonshe CourtdeniesBiquity’s motion to dismiss for lack of
subject matter jurisdictionver declaratory judgment claims for patent exhaustion and misuse
(Counts | and II), granthe motion to dismiss for failure to state the claim with regard to these
counts, and declines to exercise supplemental jurisdiction over the remaining (Caiomts 111-
IX) [doc. no. 23].This case is hereby terminated.
SO ORDERED ENTERED: 2/26/15

John Z. Lee
United States District Judge
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