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UNITED STATES DISTRICT COURT
FOR THE DISTRICT OF NEW JERSEY

MDL No. 2396

IN RE: TR LABS PATEN LITIGATION Lead Case:
Civil Action No. 09-3883 (PGS) (DEA)

(ALL CASES)

MEMORANDUM & ORDER

SHERIDAN, U.S.D.J.

This matter comeBefore the Court bipefendant, ART Corp.'s, motion for partial
summary yidgnmentfor patent ghaustion of U.S. Patent No. 6,404,734 (‘734 Patent) and U.S.
Patent No. 7,260,059 ('059 Patent) pursuant to Federal Rule of Civil Procedure 56. Through this
motion, AT&T seeks to have Plaintgf Alberta Telecommunications Research Centre ("TR
Labs"), infringement contentiondismissed as to the '724d'059 Patents under the doctrine of
patent exhaustiowhere there is any reference to the us€ie€o Systemdnc. ("Cisco")
products. TR Labs has opposed this motion. Having considered the submissions of the parties,
and having heard oral argument on March 3, 2014, the Court grants AT&T's hootpartial
summary judgmentn part, as to the '734 Patent for the reasons set forth Below.

l. FACTS

It is undisputed that on June 26, 2012, Ciscmanufacturer of telecommunications

equipment, filed a declaratory action against TR lsd®king a declaratory judgment of

1 The Court has filed a Memorandum@der resolving the pending summary judgment motion of invalidity of the
'059 Patent by deciding thidtte '059 Patent is invalid for indefiniteness. For that reason, the Gbulemy as
moot any analysis of whethpatent exhaustion applies to the '059 Patent.
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invalidity and noninfringementas toTR Labs"734and '05%atents.Cisco Sys., Inc. v. Alberta
Telecomms. Research Ct892 F. Supp. 2d 1226 (N.D. Cal. Aug. 31, 2012isco's declaratory
action was filed thregears after TR Labs commenced sevpatént infringement actien

against vapus national and regional telecommunications network providdrat1228. Some
of the telecommunications network provid#rat were being sued for infringement by TR Labs
wereCisco customers, including AT&T, which prompted Cisco to initiate a deolgraction

Id. at 1228-29.

In the Cisco declaratory action, Cisco asserted that an actual controvetey éxicause
TR Labs' served infringement contentions that included the use of Cisco's prodigts by
customers.ld. at 1229. Te districtcourt granted TR Labs' motion to dism@&isco's complaint
for lack of subject matter jurisdiction, findingter alia, that there was no justiciable
controversy against Cisco for ditar indirect infringement.Cisco Sys.892 F. Supp. 2dt
1233. Thecourt also found that thmarties inability to agree on the scope of@enanihot to
sue andvhether it applied toyrchasers of Cisco's equipment, like AT&T, did not give rise to a
justiciable controversyld. at 1233-34.

On appeal, theéederal Qicuit affirmed the dismissal @isco's complainfor lack of
subject matter jurisdictiobecause there was no justiciable controvefSigco Sys., Inc. v.
Alberta Telecomms. Research CH83 Fed. App'x 894Fed. Cir. 2013).The court's decision
was based, in part, on TR Labs' offer of a covenant not to sue Cisco for infringemanbbdf a
the asserted patentkl. at 898.

While TR Labs offered Cisco a covenant not to sue and the parties negotiated the terms
during the course of the declaratory action proceedings, TR Labs anch€scentered into a

covenant not to sue. AT&T br. at 14.



AT&T alleges that TR Labs' infringement contentions are entirely bas@d &m's use
of Cisco's productthat satisfy each claim ingfi734 and '059 PatentsAT&T br. at 7. AT&T
Khan Decl., Ex. A. TR Labs does not dispute AT&T's characterization of the '73% Batke
'059 Patents, the infringement contentions asserted, nor the evidence cited in support of the
alleged infringememn TR Labs Br. at 1. The parties are in dispute over whether AT&T can use
TR Labs' offerof acovenant not to sue Ciscq and whether Cisco's products substantially
embody its patentsnder the doctrine of patent exhaustion as to the '734 and '059 Patents.

. ANALYSIS

A. Legal Standard

Summary judgmerghould be granted under Fed. R. Civ. P. 56 when the moving party
demonstrates that there is no genuine issue of material fact and the eviderichesthie
moving party's entitlement to judgment as a matter of @elotex Corp. v. Catretd77 U.S.
317, 322-23 (1986). A factual dispute is genuine if a reasonable jury could return a verdict for
the non-movant, and it is material if, under the substantive law, it would affect tloeneudt
the suit. Anderson v. Liberty Lobby, Inel77 U.S. 242, 248 (1986). Disputes ofeats that are
not relevant or necessary wilbt preclude a grant of summary judgmelat. "In considering a
motion for summary judgment, a district court may not make credibility determinations o
engage in any weighing of the evidence; instead, the non-moving partéseiis to be
believed and all justifiable inferences are to be drawn in his fakariho v. Indus. Crating
Co, 358 F.3d 241, 247 (3d Cir. 2004) (quotigderson477 U.S. at 255).

Once the moving party has satisfied its initial burden, the party opposing tloe mmotst

establish that a genuine issue as to a material fact elessgy Cent. Power & Light Co. v.

2 Because the parties have filed this motion under seal, the Courbtdpecifically reference the infringement
contentions.



Lacey Twp.772 F.2d 1103, 1109 (3d Cir. 1985). The party opposing the motion for summary
judgment cannot rest on mere allegationsiasttad must present actual evidence that creates a
genuine issue as to a material fact for trimhderson477 U.S. at 248Siegel Transfer, Inc. v.
Carrier Express, In¢.54 F.3d 1125, 1130-31 (3d Cir. 1995). To do so, the non-moving party
must "go beyond the pleadings and by [his] own affidavits, or by the 'depositions, atswer
interrogatories, and admissions on file,' designate 'specific facts ghthairthere is a genuine
issue for trial." Celotex 477 U.S. at 324. In other words, the noaving party must "do more
than simply show that there is some metaphysical doubt as to the material NéatisuShita
Elec. Indus. Co. v. Zenith Radio Cqrp75 U.S. 574 (1986). "[U]nsupported allegations . . . and
pleadings are insufficient to repelrsmary judgment.Schoch v. First Fidelity Bancorm®12
F.2d 654, 657 (3d Cir. 1990jee alsd~ed. R. Civ. P. 56(e) (requiring nonmoving party to "set
forth specific facts showing that there is a genuine issue for trial.byedter, only disputes
over facts that might affect the outcome of the lawsuit under governing law @glude the
entry of summary judgment#nderson477 U.S. at 247-48If a court determines, "after
drawing all inferences in favor of [the non-moving party], and making all creglibili
determinations in his favor — that no reasonable jury could find for him, summary jotgme
appropriate.'Alveras v. Tacopina226 Fed. App'x. 222, 227 (3d Cir. 2007).
B. Patent Exhaustion as to the '734 Patent

Thedoctrineof patent exhaustion is a waléttled judicial construthat"provides that
theinitial authorized sale of a patented item terminates all patent rights to that @rranta
Compuer, Inc. v. LG Elecs., Inc553 U.S. 617, 625 (2008) (discusgseveralkourt decisions
applying the longstanding doctritieat createpost-sale restrictions on the useapatented

item). Patent exhaustion applies if thés€1) an authorized salef a patented itepand(2) the



authorized product "substantially embodies” the patkhtat 635-36. After theauthorizedsale,
the patent holder cannot invoke his patent rights to contr@ufanaser's usey any subsequent
owner's use, of thpatentedtem or any itenthat sufficiently embodies the patendl. at 638.
That is, the "the buyer is impliedly authorized to repair, use, modify, and tles@ilirchased
item, free from further claims under the patent laws by the seller.” Feddi@hlCenter,
Patent Law and Practice, § 6.1.B. (7th ed. 2011).

1. Was There an Authorized Sale?

A patent holder is granted the right to exclude others fmaking, using, offering for
sale, or selling the invention throughout the United States. 35 U.S.C. § 154{&¢Dbatent
grant only provides the patentee with the right to exclude and not an affirmahit/eorjgactice
the patent.Leatherman Tool Group v. Cooper Indus., JA&1 F.3d 1011, 1015 (Fed. Cir.
1997). As such, a patentee's right to exclude others can be colwdipehse or other
agreementywhich is simply a promise not to sue for infringemehtansCore, LP v. Elec.
Transaction Consultan663 F.3d 1271, 1276 (Fed. Cir. 2008)ing U.S. Philips Corp. v. Int'l
Trade Comm'n424 F.3d 1179, 1189 (Fed. Cir. 2005) ("A nonexclusive patent license is simply
a promise not to sue for infringement.") (other internal citations omittddhys, "a non-
exclusive patent license is equivalent to a covenant not tb kit 1275.

A covenant not to sue operates in the same way as an authorized sale or license of a
patented product under the patent exhaustion doctithat 1276 (finding that the difference
between a covenant not to sue and a license "is only one of form, neineglsbth are
properly viewed as 'authorizations.™). Couréve also held that tiogfer of a covenant not to

sue gualifies as an authorized sahel has the same effectaasovenanthat has been executed



and agreed upon between the parti@ew Jones v. Ablaise Ltdb06 F.3d 1338, 1348 (Fed. Cir.
2010);Benitec Australia, Ltd. v. Nucleonics, Ind95 F.3d 1340,1347-48 (Fed. Cir. 2007).

AT&T argues that th@atent exhaustion doctrine bars TR Labs' patent infringement
claims as to the '734 Patddcause TR Labs' infringement allegations against AT&T are limited
to its use ofCiscos products.AT&T Br. at 13. More specifically AT&T asserts that the
requirements for the doctrine to apply have been establsdredbecause (1) there was an
"authorized sale" between TR Labs and Cisco through TR Lab's offer of macovet to sue
and (2) Cisco's products substantially embtbebyclaim limitations in the '734 Patend. at 13
19.

As to the first requirement of an "authorized sa#d/&T argues that TR Labsffer of a
covenant not to sue Cisemsemployed tadefeatCisco's declaratory judgment action, in which
the '734 Patent was at issud. at 14. AT&T argues that TR Labs' intent that the covenant not
to sue should not bextendedo Cisco's customers ot material 1d. at15-16.

TR Labscounters that there anmeaterial facts irdispute regardings offer of a covenant
not to sueao Cisco TR Labs Br. at 14. TR Labs concedes that it made such an plfet
emphasizes thahe covenant wasever executed because TR Labs was unwilling to extend the
covenant to Ciscecustomers.ld. at 3. TR Labsfurther points out that amyffer made to Cisco
does not extend to AT&Tand the cases cited by AT&Dpw JonesaandBenite¢ do not support
AT&T's claims that the covenant can be extended to benefit third padiest 4-6. TR Labs
also argues that it received no consideration for any proposed covenant to Ciscesantheit
district courts decision inLifescan, Inc. v. Sista Techs.where the court found that "exhaustion

has not been found when a patentee has not received any considerticimange for the



patented article."933 F.Supp. 2d 1243, 1250 (N.D. Cal. 201&y'd 734 F.3d 1361 (Fed. Cir.
2013).

Despite TRLabs' objections, the Court fintizat TR Labs'offer of acovenant not to sue
Ciscois an "authorized sale" within the meaning of the patent exhaustion doctrine, a¥®ithe
Patent It is undisputed that TR Labs offered Cisco a covenant not to sue during the praceeding
on Cisco's declaratory judgment actiddee Ciscp583 Fed. App'x at 898 ("TR Labs' concession
that it is willing to grant Cisco an unglified covenant not to sue...")ITR Labs cannot retract
its admission in this case

The offerof a proposed covenant not to sue shows TR Labs' intent to allow Cisco to use
and employ the patented practighile promising not to sue for infringementR Labs' stated
intent to prevent any rights under the covenant to extend to Cisco's customers edeatrd r
consideration under a patent exhaustion analySianscore 563 F.3d at 127{titing Quantg
553 U.S at 637("The only issue relevant to patent exhaustion is whether falles were
authorized, no whether [the parties] intended, expressly or impliedly, for the cot@eatend
to [its] customers.").Consequently, Ciscodownstreantustomers, like AT&T, have the right to
practice the patent through the doctrine of pagehaustion.Quantg 553 U.S. at 637'But the
guestion whether third parties received implied licenses is irrelevant b&gaast [the
downstream customer] asserts its rigiut practice the patents based not on implied license but
on exhaustion And exhaustion turns only on [licensee's] own license to sell products prgctici
the [licensor's] Patents."fee alsdUnited States v. Univi816 U.S. 241, 249-52 (1942) (finding
that the purchasslicensees were permitted to practice the patent thrthegtoctrine of patent

exhaustion).



Furthermorean authorized sale of patent rights does not require considefiatitie
doctrine of patent exhaustion to applyifeScan Scot. v. Shasta Te¢li84 F.3d 1361 (Fed. Cir.
2013). In LifeScan the Fedal Circuit held that "in the case of an authorized and unconditional
transfer of title the absence of consideratismo barrier to the application of patent exhaustion
principles.” Id. at 1374 ("Although the Supreme Court has often discussed exhandgoms
of a "sale" and a "purchaser", the Court has never confined the applicatioardfgpdtaustion
to that context.").In this caseany lack of considerationith TR Labs' dfer of a covenant not to
sue Cisco does not preclude exhaustids.thepatent holder, TR Labdfias a choice as to how
to secure its reward Id. at 1375.1t is the Court's view that TR Labs elected to offer Ceco
covenant not to sue, in part, to defeat a declaratory judgment cladjehg validity of its
patent, whichmay suffice as consideratipbut is not relevant to the patent exhaustion analysis.

2. Do Cisco's ProductsSubstantially Embody the Patent?

After establishing that there was an authorized sale, the next inquirytisewtee
authorized product substizally embodies the patent at issugee, e.gQuantg 553 U.S. at 630.
The Suprem€ourt has held that substantial embodiment exists whenghgonable and
intended use [of the authorized prodweds to practicéhe patent and because they embaljlie
essential features of [the] patented inventidil."at 631 (citingJnivis 316 U.S. at 249-51
(1942).

The Supreme Court's substantial embodiment test was developeivis. 316 U.Sat
241. That case involved a patent holder of eyeglass lamgesntered into a license agreement
with a purchaser, Univis, that manufactured bifocals afwtais for eyeglass lensekl. at 244.
Univis sold the unfinished lenses to its licendeaseate the finished patented lensksk. The

Court held that the patent holder's license to Univis exhausted his patent rights dsishie



lenses manufactured by Univiigensees because the finished lenses embodied essential features
of the licensed patented iterfd. at 249. The Court explained that "where one has sold an
uncompleted article which, because it embodies essential features of hisghateention, is

within the protection of his patent, and has destined the article to be finished bycthaspuin
conformity to the patent, he has sold his invention so far as it is or may be embodied in that
particular article."ld. at 25051.

The Supreme Court has further clarified that substantial embodiexétis wherithe
only steps necessary to practice the patent is the application of common procéssesldition
of standard parts.Quanta,553 U.S. at 633. Thus, substantial embodiment may be fourel if th
authorized product (1) has no reasonable non-infringing use; and (2) includes all inventive
aspects of the claimed method. at 638;see also Keurig, Inc. v. Sturm Foods, 782 F.3d
1370, 1374 (Fed. Cir. 2013).

AT&T relies onLG Electronics, Inc. v. Hitachi, Ltdvhere the couitteld that
infringement contentions demonstrated that the authorized products substantiallyeertiizodi
patents at issuandthatexhaustion appliedihere the licensed produat®re combinedvith
unspecified standard products. 655 F. Supp. 2d 1036, 1044 (N.D. Cal. 2009).

AT&T argues that TR Labsas alleged iits infringement contentions th&iscds
productssatisfy each and every claim limitation in ti84Patent therefore Cisc@roducts must
substantially embody the inventive aspects of the '734 Patent. AT&T Br. at 16-17. #AI&T
notes that in support of its infringement contentions, TR Labs relies on Cisco'stproduc
engineering documentdd. at 17. AT&T concludes that TR Labs' is bound to its infringement
contentions where it has accused AT&T of infringing the '734 Patent basedilgromahT&T's

use ofCiscds products.Id. at 16.



TR Labs' chief contention against substantial embodiment of the 734 Batexit
Ciscds products are capable of reasonable non-infringing uses. TR Labs BT Rtl&bs
emphasized that it offerediscoa covenant ndb sue because there was no basis to sue Cisco
for direct or indirect infringement ar@isco's products were capable of substantial non
infringing uses.Id. at 67. TR Labsproposed one potential namfringing use of Cisco's
productss that they couldbe usedn a ring network. TR Labs Reply Br. at 2. At oral argument,
TR Labs identifiedbtherpotential nonnfringing use of Cisco's productsuch as use in a
SONET rng network or a linear network. Transcript of Oral Argument (Mar. 3, 20043l
Argument Tr.")at 11:9415, In re: TR Labs09-3883, MDL 2396.TR Labs argues th&T&T's
decision to use Cisco's equipment in a mesh network iscalees it to infringe on the '734
Patent. Id. atTr. 16:6- 17:4. TR Labs does not dispute that it used Cisco's product engineering
documents as evidence in support of its infringement contentions against AT&T a¥®dthe
Patent. TR Labs Br. at 1.

AT&T refuted TR Labs' potential nanfringing use argument by citing to tkederal
Circuit'sdecsion inLifeScan which reversed the district court's holding, and found that where a
potential non-infringing use is contemplated by a patent, such use will not a@etaah for
patent exhaustion.” AT&T Reply Br. at 5.

The Court finds that Cistsproducts substantially embothye claimed invention in the
734 Patent for patent exhaustion to apply. TR Labs' focus on a potential non-igftisgiof
Cisco's products is misplaceth LifeScanthe Federal Circtiiheld thatwhere a patent holder
identifies apotential non-infringing use of a patent is insufficient to prevent exhaustion when
"the use in question is the very use contemplated by the patented invention 7t34IF.3d at

1369 (citingKeurig, 732 F.3d at 1373)Here, the use in questi is AT&T's use of Cisco's

10



product in a mesh network and whether that product embodies the inventive aspect of the '734
Patent, in which the inventive aspect is "a specialized 'nodal switching dewiggietefor
network restoration.'See Markman Memonalum & Order ECF No. 116 at 23.

The Court is not persuaded by TR Labs' potentialinbmging uses for Cisco's products
to be used in a SONET rirgg a linear network.Having previouslyeviewed several of the
patents at issuduring theMarkmanhearingsthe Court is aware of the technological
background involving the development of telecommunications networks and that thes&setwor
havegenerallyoptimized awayrom ring configurations to mesh configurationSeg e.g., U.S.
Patent No. 7,260,059, "Evolution of a Telecommunications Network from Ring to Mesh
Structure," filed June 28, 2002. Thus, udiglgcommunicationproducts in an outdated
network is the equivalent of transmitting a call through a switchboard operatoad¥emces in
technology have enablddsterand more reliablevays toconnect telephone call#s such, the
non-infringing uses that TR Labs has identified are not reasonable in lidie dévelopment of
the technology towards mesh networks. Thus, AT&T's accused use of Cisco's products i
mesh network is a reasonable and intended use of the authorized product, which substantially
embodies the patented use under the '734 Patent.

The Court is further persuadttht Ciscés products substantially embody the claimed
invention in the '734 Patent because of the infringement contentipexifically, for every
claim in the '734 Patent, TR Labs has identified the same Cisco ptogerform the functions
described in the claim languag8eeAT&T Khan Decl., Ex. A. Additionally, TR Labs does not
allege in the infringement contentions tAdt& T engaged in any additional processes beyond
using certain Cisco products in conjunction with other products that have been regprbsent

AT&T to be standard parig the 734 Btent Oral Argument Trat5:19 - 6:2 (Mr. Cederoth:

11



"There is no AT&T programming that is identified."JR Labsalsoconcedes to using and
relying onCisco's own engineering documents in support of its infringement contentions, which
purportedly demostrate thentended manner in which the products are to be used.
Thesubstantial embodiment tesihbeen satisfied here whéine authorized product has
(1) no reasonable non-infringing use; and (2) includes all inveatipects of the claimed
inventionasdefined by the infringement contentions. Thus, Kleeirig, AT&T is free to use
Cisco's authorized product, representing the "specialized nodal switchiog'dafvihe '734
Patent, in any manner it intends as the downstream consumer, without asgleasstrictions
from TR Labs.Keurig, 732 F.3d at 1374 ("Keurig sold its patented brewers without conditions
and its purchasers therefore obtained the unfettered right to use them in ahgyvweyose, at
leastas againstra[infringement] challengerébm Keurig.").
1. CONCLUSION
BecausdR Labs' offer of a covenant not to sue constituted an "authorized sale" to Cisco,
and TR Labs framed its infringement contentiomslaim that AT&T's use dfiscds products
practiced Claim 1 of the '734 Patent, the doctrine of patent exhaustion appissits TR

Labs' infringementontentionsagainst AT&Twhere it references the use@iscds products.
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ORDER
IT IS on this 14' day of July, 2014 ORDERED as follows:
AT&T motion for partial summaryudgment forpatent exhaustion is granted as to U.S.
Patent No. 6,404,734 (‘734 Patent); and deasgechoot with respect 1d.S. Patent No. 7,260,059

(059 Patent)ECF 267).

s/Peter G. Sheridan
PETER G. SHERIDAN, U.S.D.J.
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