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legal background on 
no-challenge ProvIsIons and 
lIcensee estoPPel

Determining whether to include a restrictive cove-
nant in a patent license preventing the licensee from 
challenging the validity of the licensed warrants a 
brief review of the case law on this topic.

In 1950, the Supreme Court in Automatic Radio 
Mfg. Co. v. Hazeltine Research announced a general 
rule “that a licensee under a patent license agree-
ment may not challenge the validity of the licensed 
patent.”3 However, this “general rule” did not per-
sist. 

Nineteen years after the Supreme Court decision 
in the Hazeltine case, the Supreme Court had an 
opportunity to review the Hazeltine decision and 
the rule of patent licensee estoppel.

In Lear Inc. v. Adkins,4 the Supreme Court 
reviewed again the question of whether licensee 
should be prevented from challenging a patent cov-
ered by a license agreement with the inventor.

The Supreme Court overruled the Hazeltine 
decision that licensee estoppel is the “general 
rule,” holding that “in the accommodation of (1) 
the common law of contracts, and (2) the federal 
law of patents requiring that all ideas in general 
circulation be dedicated to the common good unless 
they are protected by a valid patent, the technical 
requirements of contract doctrine must yield to the 
demands of the public interest in the typical situ-
ation involving the negotiation of a license after a 
patent has issued.”5

Of particular interest in considering the viability 
of restrictions on the ability of the licensor to chal-
lenge the validity of a patent, the court cited with 
approval its earlier holding in Pope Manufacturing 
Co. v. Gormully.6

In Gormully, the court was confronted with 
a license agreement containing a provision that 
required the licensee to not dispute the validity of 
the licensed patents. In affirming the lower court’s 
decision not to grant specific performance of the 
agreement to the licensor, the Supreme Court stat-
ed, in pertinent part, that:
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In January 2007, the Supreme Court handed down a decision in Medimmune v . 
Genentech, holding that a licensee did not have to terminate or breach a license agreement 

to have standing to bring a declaratory judgment action that a licensed patent is invalid.1 
In the aftermath of this decision, licensors began including a variety of agreement provisions 
intended to discourage licensees from challenging the validity of a licensed patent. However, 

the effectiveness of these provisions, particularly those that prohibit a licensee from ever 
challenging the validity of a licensed patent, continues to be an issue. In the wake of what 

some commentators have described as an “anti-patent” tendency of the courts,2 what can a 
licensor do to avoid having to litigate the validity of a licensed patent with its licensee?
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The real question is whether the defendant 
can estop himself from disputing patents 
which may be wholly void, or to which the 
plaintiff may have no shadow of title. . . . It 
is as important to the public that competi-
tion should not be repressed by worthless 
patents as that the patentee of a really 
valuable invention should be protected in 
his monopoly, and it is a serious question 
whether public policy permits a man to 
barter away beforehand his right to defend 
against unjust actions or classes of actions, 
though in an individual case he may doubt-
less assent that a judgment be rendered 
against him, even without notice.7

In essence, the Gormully decision seems to con-
template weighing the public interest in not being 
subject to invalid patents with the individual’s abil-
ity to resolve litigation in a manner that may restrict 
their behavior going forward.

After Lear, a number of lower courts found no-
contest provisions in licenses to be unenforceable.8

In Medimmune v. Genentech, the Supreme 
Court again reviewed the issue of a licensee’s ability 
to challenge the validity of a licensed patent.

In Medimmune, the Supreme Court granted cer-
tiorari to review a Federal Circuit’s decision dismiss-
ing a declaratory judgment complaint by a licensee 
in good standing to challenging the infringement 
and validity of a licensed patent for lack of subject 
matter jurisdiction.

In 1997, Genentech licensed Medimmune to an 
existing patent and a pending patent application. 
The license agreement required Medimmune to pay 
royalties on the sales of “Licensed Products.”

The license further defined the royalty-bearing 
products as an antibody that would infringe either 
licensed patent unless the patent had expired or 
been determined to be invalid by a court.

Upon issuance of the second patent in 2001, 
Genentech informed Medimmune that it was 
required to pay royalties under the second patent.

However, since entering into the license and the 
issuance of the second patent, Medimmune’s sale of 
licensed products increased to over 80 percent of its 
revenue since 1999.

In an effort to avoid a patent infringement action 
from Genentech, Medimmune responded by paying 
the royalties under protest and filing the underlying 
declaratory judgment action alleging that royalties 

were not owing under the second patent because the 
patent was not valid or infringed.

The Supreme Court held that Medimmune was 
not required to terminate its 1997 license agree-
ment before seeking declaratory judgment that the 
underlying patent is invalid, unenforceable, or not 
infringed and remanded the proceedings.

Of importance to this analysis is the Supreme 
Court review of Genentech’s argument that a party 
to a contract cannot challenge the validity of the 
patents while continuing to enjoy its benefits; that 
is, the quid pro quo for the license was licensee’s 
willingness to forego such challenges.

In response to Genentech’s argument the Court 
stated, in pertinent part, that:

Of course, even if it were valid, this argu-
ment would have no force with regard to 
petitioner’s claim that the agreement does 
not call for royalties because their product 
does not infringe the patent. But even as 
to the patent invalidity claim, the point 
seems to us mistaken. To begin with, it 
is not clear where the prohibition against 
challenging the validity of the patents 
is to be found. It can hardly be implied 
from the mere promise to pay royalties on 
patents “which have neither expired nor 
been held invalid by a court or other body 
of competent jurisdiction from which no 
appeal has been or may be taken,” App. 
399. Promising to pay royalties on patents 
that have not been held invalid does not 
amount to a promise not to seek a holding 
of their invalidity.9

In the aftermath of Medimmune, commentators 
read the court’s decision as implying that the court 
might enforce a provision in the license agreement 
under which the licensee agreed not to challenge 
the validity or noninfringement of the patents cov-
ered by the license.10

In response to the decision, licensors began 
including no-challenge clauses in their license 
agreements.

One such license agreement was entered into 
less than four months after the issuance of the 
Medimmune decision and later became the sub-
ject of a decision by the Second Circuit Court of 
Appeals.

In Rates Technology Inc. v. Speakeasy, Inc.,11 
the Second Circuit Court of Appeals, on transfer 
from the Federal Circuit Court of Appeals, reviewed 
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a district court’s holding that 
a no-challenge clause in the 
April 30, 2012, license agree-
ment was unenforceable.

The no challenge provi-
sion read as follows:

Speakeasy hereby war-
rants and represents to 
RTI that on and after 
the execution date of 
this Covenant Speakeasy 
will not anywhere in the 
world challenge, or assist 
any other individual or 
entity to challenge, the 
validity of any of the 

claims of the Patents or their respective for-
eign counterpart patents or their respective 
foreign counterpart patent applications, 
except in defense to a Patent infringement 
lawsuit brought under the Patents against 
Speakeasy, its [products and services], and 
except as otherwise required by law.12

The license agreement further included a follow-
ing liquidated damages clause which would be trig-
ger by a breach of the no-challenge provision:

In the event that the above representation 
is incorrect then Speakeasy agrees that it 
shall pay to RTI as liquidated damages the 
additional amount of Twelve Million U.S. 
($12 Million) Dollars plus all legal expenses 
necessary to collect this added amount.13

In affirming the District Court’s dismissal of 
RTI’s complaint-seeking enforcement of the liqui-
dated damages provision agreement, the Second 
Circuit noted that competing policy decisions may 
affect the enforceability of a no-challenge provision.

In particular, the court reviewed the public inter-
est in resolving litigation disputes against the public 
interest in eliminating invalid patents.

The court went on to differentiate a license 
agreement made prior to litigation between the par-
ties with one entered into in settlement of ongoing 
litigation where the parties have had an appropriate 
opportunity to explore the merits of an invalidity 
challenge.

After reviewing these competing policies, the 
court held that covenants barring future challenges 
to a patent’s validity entered into prior to litigation 
are unenforceable.14

Recently, the Patent Trial and Appeal Board 
(PTAB) reviewed the applicability of a no-challenge 
clause between the parties to an inter partes 
review.

In Dot Hill Corp. v. Crossroads Systems Inc.,15 
the patent owner responded to a petition for 
review arguing that a previous settlement agree-
ment between the parties containing a no-challenge 
clause warranted denial of the petition.16

In response to the patent owner’s argument, the 
petitioner replied that the PTAB was not given juris-
diction by Congress to consider the patent owner’s 
estoppel argument.17

Siding with the petitioner’s position, the PTAB 
found that there was no statutory basis for affirma-
tive estoppel-based defenses precluding institution 
of an inter partes review and instituted the request-
ed review.18

PotentIal strategIes For the 
lIcensor

Given the above legal background, it is clear that 
the licensor cannot rely on a no-challenge clause 
to prevent the licensee from subsequently chal-
lenging the licensed patent, except in limited cir-
cumstances.

However, there are other strategies that may be 
implemented to maintain the intended relationship 
with the licensee.

n Portfolio Licensing. To the extent that you 
are licensing competitors and have a num-
ber of patents that may be relevant to their 
product portfolio, the more patents that the 
license covers the less likely you are to face 
invalidity challenges.

  Obviously, the decision whether to pro-
ceed with a portfolio license depends on the 
size of the portfolio and an understanding of 
the competitive environment.

  Among the important issues to consider 
is whether certain patents in the portfolio 
cover important product features that dif-
ferentiate your products from those of your 
competitors in the marketplace. A portfolio 
license by necessity must include a license 
back from your licensee of appropriate 
scope.

n	 Hybrid Licenses. Consider whether you 
have other intellectual property that may 
be included in the agreement.

“[I]t is clear that the 
licensor cannot rely 
on a no-challenge 
clause to prevent 
the licensee from 
subsequently chal-
lenging the licensed 
patent, . . . .”
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  To the extent you 
have trade secrets or 
software which imple-
ment the technology 
that you are willing to 
license in exchange 
for an appropriate 
royalty, a licensee is 
less likely to chal-
lenge the validity of a 
patent that is encom-
passed by the license.

  In the event that 
the licensee does 
challenge the patent 
validity, the royalty 
stream accountable 
to the licensed tech-
nology or software 
should continue dur-
ing and after the chal-
lenge to the licensed 
patent.

While a no-challenge clause is likely to be 
unenforceable except in the case of litigation 
settlement agreements, there are other provisions 
which may deter a licensee from challenging a 
licensed patent.

Among the potential provisions to consider are 
the following: 

n Add an option to terminate the license (or 
at least the license to the challenged patent) 
in the event the licensee initiates an inva-
lidity proceeding.

n Require that the licensee pay attorney’s fee 
and costs in the event that the challenge is 
unsuccessful.

n Identify a patent-friendly jurisdiction and 
venue where a licensee would be required 
to challenge the patent.

n Include a notice provision requiring the 
licensee to inform you before initiating any 
challenge, requiring that the parties confer 
before initiating the proposed challenge 
regarding the basis for the challenge in an 
effort to resolve the issue.

n Include a provision modifying the royalty 
in the event of a challenge and a decision in 
your favor by increasing the royalty rates or 
accelerating the royalty payments.

n Consider requiring a nonrefundable lump 
sum royalty payment in the event of a chal-
lenge.

n Since most license negotiations are not 
concluded without significant deliberations 
about the patents and technology at issue, 
consider summarizing the effort engaged in 
by the parties.

n Define the licensed products broadly to cap-
ture the technology covered by the licensed 
patents.

  Many of the licenses the author sees 
generally define the licensed products as 
any product that may infringe a valid claim 
of any of the licensed patents.

  This definition leaves in question what 
particular products are subject to the 
license as well as the validity of the patents 
at issue, which are the very concerns that 
started the Medimmune case. 

n Consider the term of the license and wheth-
er it should be limited to a specific term or 
the lives of the patents at issue.

conclusIon
Your ability to implement these strategies and 
incorporate some of these provisions in your 
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agreements obviously will 
depend on the nature and 
strength of the intellectual 
property at issue as well 
as the relative bargaining 
positions of the parties 
involved.

However, the potential 
reward in both monetary 
royalties and the freedom 
of action to proceed with 
your business that can be 
achieved through licensing 
your intellectual property 
can be significant to your 
business and well worth the 
effort involved.
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“[T]he potential 
reward in both 
monetary royalties 
and the freedom of 
action to proceed 
with your business 
that can be achieved 
through licensing 
your intellectual 
property can be . 
. . well worth the 
effort involved.”




