
June 2008 83

When “Exclusive” is not “Exclusive” and “Compulsory” not “Compulsory:”
eBay v. MercExchange and Paice v. Toyota
By David L. Applegate*

The source of American patent law, Article I, section 8, of 
the U.S. Constitution, empowers Congress to “promote 
the Progress of Science and useful Arts, by securing for 

limited Times to Authors and Inventors the exclusive Right 
to their respective Writings and Discoveries.”1 But what does 
it mean to grant inventors the “exclusive Right” over their 
respective inventions (albeit for limited times)? And have 
Congress and the courts been faithful to that grant of power? 

In a series of recent cases, the Court of Appeals for the 
Federal Circuit, the district courts, and the Supreme Court 
of the United States have all given cause to question whether 
inventors indeed have “the exclusive Right” to their respective 
discoveries, even for limited times.2 

I. The Statutory Framework

Th e current U.S. Patent Code, the Patent Act of 1952, 
mandates that the courts award compensatory damages upon 
a fi nding of infringement, but merely permits the courts to 
grant injunctions in accordance with traditional principles of 
equity. In its entirety, the fi rst paragraph of section 284 of the 
Patent Act provides: “Upon fi nding for the claimant the court 
shall award the claimant damages adequate to compensate for the 
infringement, but in no event less than a reasonable royalty for 
the use made of the invention by the infringer, together with 
interest and costs as fi xed by the court.”3 In pertinent part, 
section 283 provides: “Th e several courts having jurisdiction 
of cases under this title may grant injunctions in accordance 
with the principles of equity to prevent the violation of any 
right secured by patent, on such terms as the court deems 
reasonable.”4  

Just on the face of it, this statutory language presents a 
problem. First, the well-established “principles of equity” that 
section 283 explicitly incorporates require a plaintiff  seeking a 
permanent injunction to demonstrate, in part, that “remedies 
available at law, such as monetary damages, are inadequate to 
compensate for that injury.”5 But because section 284 requires 
the court to award damages “adequate to compensate for the 
infringement,”6 and the infringement is the injury to be 
compensated, sections 283 and 284 would seem to be mutually 
exclusive.7 

One way to harmonize this apparent contradiction is 
to interpret section 284 to require the award of damages for 
“the [past] use made of the invention by the infringer” and 
to permit an injunction under section 283 to prevent “the 
[future] violation of any right secured by patent….”8 Th is 
would in eff ect require courts to insert words that Congress did 

not include—but that is precisely what courts have generally 
done in the past. Patent holders that have proven infringement 
have typically received damages awards for past infringement, 
plus permanent injunctions against future infringement.9 Th e 
parties are of course free to negotiate other arrangements, 
and frequently do; depending on the circumstances, many 
parties settle infringement suits with the grant of a license to 
the defendant to continue to practice the patented invention, 
subject to geographic and temporal limitations. 

Th is linguistically unsatisfactory scenario at least secures to 
inventors the “exclusive Right to their respective… Discoveries” 
by enjoining others, for the duration of the patent, from 
exploiting the patented rights without the permission of the 
patent holder. But “exclusive,” it seems, does not always mean 
“exclusive.”

II. Tensions on the System – 
Patent Trolls and Business Method Patents

Recognized nearly contemporaneously with the fi rst 
patent statute in 1790, “business method” patents have 
become more widespread since the Court of Appeals for the 
Federal Circuit (CAFC) decided in State Street Bank & Trust 
Co. v. Signature Financial Group, Inc.10 that it was no longer 
necessary for the courts or the Patent Offi  ce to distinguish 
between “technology-based” and “business-based” patents.11 
Although the Federal Circuit has recently signaled its willingness 
to revisit this holding, the increased acceptability in recent 
years of business method patents and the increasing reliance 
by businesses on computers and the Internet have led to the 
realization that patents can be as valuable to owners that do 
not directly practice them as to owners that do, giving rise to 
patent holding companies.12 

Sometimes disparaged as “patent trolls,” patent holding 
companies typically own patents, but do not actually 
manufacture or sell a product or use the patented process. 
Instead, they license the rights to do so to others, sometimes 
after fi rst charging others with infringement.13 As the name 
“patent troll” implies, some view patent holding companies 
as illegitimate abusers of the patent system, waiting like trolls 
under the bridge to exact a toll. Others point out that patent 
holding companies are simply doing what the law and the 
Constitution permit. Regardless, the perceived inequity of 
permitting one who does not use an invention—and may not 
even be the inventor of that invention—to prevent others from 
using the invention has helped shape current eff orts at patent law 
reform. Because injunctions are ultimately equitable remedies, 
this perceived inequity infl uences the grant of injunctions. 

Legislation is currently pending before Congress, for 
example, that would change existing patent law in part by 
limiting the remedies available for infringement.14 Proposals 
include limiting damages for the two-year period before actual 
notice of infringement for inventions not actually incorporated 
in articles made, off ered for sale, or imported in or into the U.S. 
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(including but not limited to business methods)—i.e., patents 
held by patent holding companies—as compared to upwards 
of six years for other inventions.15 At the same time, the courts 
in general, and the Supreme Court in particular, have begun 
to approach the grant of injunctions in patent infringement 
cases more cautiously. 

III. eBay Inc. v. MercExchange L.L.C.

In eBay Inc. v. MercExchange L.L.C., plaintiff  MercExchange 
obtained a jury verdict against online auction house eBay for 
willfully infringing three MercExchange patents, which eBay 
then appealed to the U.S. Court of Appeals for the Federal 
Circuit.16 The CAFC affirmed the judgment of willful 
infringement and granted a permanent injunction against eBay, 
and eBay then took an appeal to the U.S. Supreme Court.17

A. Majority Opinion and Justice Roberts Concurrence
On May 15, 2006, the U. S. Supreme Court repudiated 

the notion that a prevailing patent infringement plaintiff  is 
automatically entitled to a permanent injunction. Instead, 
the High Court redirected lower courts to consider carefully, 
in deciding whether to enjoin infringing conduct, the four 
traditional equitable factors: (1) adequacy of remedy at law, 
(2) likelihood of success on the merits, (3) balancing of harms, 
and (4) the public interest.18 In a unanimous opinion by Justice 
Clarence Th omas, the Court found that the Patent Act did 
not replace traditional equitable principles with an “automatic 
injunction” rule, but also noted that a district court still has 
discretion to order a permanent injunction, even if a patent 
holder unreasonably declines to use its patent.19  

Concurring separately and joined by Justices Ginsburg 
and Scalia, Chief Justice Roberts agreed that equitable 
considerations indeed govern the grant of injunctions, but 
cautioned that a patent holder’s right to exclude all others cannot 
be protected through monetary damages that allow continued 
use of the patent, and that a major departure from a long history 
of equity should not be “lightly implied.”20

B. Justice Kennedy Concurrence
Also concurring separately, Justice Kennedy strongly 

suggested that part of the Court’s concern in eBay stems from 
the emergence of business method patents and patent holding 
companies, and that a twin-tiered system may therefore be 
appropriate. “In cases now arising trial courts should bear in 
mind that in many instances the nature of the patent being 
enforced and the economic function of the patent holder 
present considerations quite unlike earlier cases,” he began. 

21 Th e diff erence, he noted, has been the emergence of patent 
holding companies:

An industry has developed in which fi rms use patents not as a 
basis for producing and selling goods but, instead, primarily for 
obtaining licensing fees.... For these fi rms, an injunction, and 
the potentially serious sanctions arising from its violation, can 
be employed as a bargaining tool to charge exorbitant fees to 
companies that seek to buy licenses to practice the patent.22   

As a result, Justice Kennedy continued, instead of an 
injunction, continuing damages in the form of a royalty may 
be the appropriate remedy:

When the patented invention is but a small component of the 
product the companies seek to produce and the threat of an 
injunction is employed simply for undue leverage in negotiations, 
legal damages may well be suffi  cient to compensate for the 
infringement and an injunction may not serve the public interest. 
In addition injunctive relief may have diff erent consequences for 
the burgeoning number of patents over business methods, which 
were not of much economic and legal signifi cance in earlier times. 
Th e potential vagueness and suspect validity of some of these 
patents may aff ect the calculus under the four-factor test.23 

But if a patent holder—including a patent holding 
company—is not automatically entitled to enjoin a proven 
infringer from continuing to infringe, then in what sense have 
Congress and the courts secured for the inventor the “exclusive 
rights” to the invention? In a case with no injunction, the patent 
holder is left with only its damages remedy for continuing 
infringement. Th at means, in practice, either the patent holder 
has to bring multiple lawsuits to recover damages for what in 
the future will become past infringement or, more sensibly, 
the court will have to impose an ongoing royalty.24 In either 
case, however, the patent owner loses the “exclusive right” to 
exploit the patent and is merely compensated for the partial 
taking of that right. In eff ect, then, in derogation of the general 
disapproval in the United States of compulsory licensing,25 a 
court that does not enjoin future infringement compels the 
patent holder to license its patent to the infringer.26  

IV. Applying the Equities

In some cases, a compulsory license seems fair and 
equitable, but in others it appears less so. Suppose, for example, 
that a researcher holds the patent on a life-saving drug, but 
either chooses not to produce the drug or lacks the resources 
to do so. Assume further that a pharmaceutical company is 
willing and able to produce the drug, but that the patent 
holder irrationally refuses to license the patent. After balancing 
the harms, even assuming the plaintiff ’s likely success on the 
merits, the public interest would fairly clearly call for denying 
a permanent injunction and instead awarding damages in 
the form of a lump sum or a continuing royalty—in eff ect, a 
compulsory license.

In practice, of course, the equities are rarely so stark. One 
can imagine, perhaps, a hypothetical situation in which an 
inventor motivated enough to invent a life-saving drug would 
be irrational enough to refuse to license its production, but 
that is rarely the way the world works. Even if the inventor 
for some reason disliked the drug company that approached 
him or drug companies in general, a competitor that did not 
share those disabilities would likely arise and the drug would 
eventually fi nd its way to market. 

On the other hand, suppose an online shopping innovator 
has a patent that permits repeat shoppers to store their payment 
and shipping information online in order to make subsequent 
purchases with a single mouse click, and that the patent holder 
refuses to share it with other merchants. Does the resulting 
inconvenience and annoyance to thousands, perhaps millions, 
of shoppers, together with the attendant value of their lost 
time, justify compelling the owner to license the patent to 
competitors? 
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Or suppose instead a patent holder has invented a new 
technology that enables cars to run more cleanly, and that a car 
company has infringed the patent, either because it was unaware 
of the patent or because it took a diff erent interpretation of its 
claims. Should the court, upon fi nding infringement, enjoin the 
car company’s production of infringing models, knowing that 
doing so will put autoworkers out of work, disrupt the supply 
chain, and increase pollution of the environment? Or do the 
public interest and the balancing of harms once again justify 
compelling the patent owner to license it? 

In either case, supposing that the patent owner did not 
want to share the patent at any price, should the court that 
compels the patent holder to license the patent also force the 
parties to set the price, or should the court directly set the price? 
To what extent, in other words, is the court justifi ed in ignoring 
market incentives in the name of the public good? Or does the 
answer depend on whether, in general, the patent holder has 
shown a willingness to license the patent to others?

A. Commercializing vs. Licensing
Even though the Supreme Court in eBay admonished 

lower courts to evaluate each case individually, post-eBay 
experience suggests that the result of applying those equities may 
still be in practice a two-tiered system.27 In part, post-eBay cases 
have found that the patent-holder’s willingness to license its 
patents and its failure to commercialize the patented invention 
itself—that is, whether the patentee is a patent holding 
company—mitigate in favor of deciding that damages are 
adequate.28 Post-eBay cases also suggest that, on the other hand, 
district courts are more likely to grant permanent injunctions 
against continuing infringement, where the infringers compete 
directly with the patent holders in manufacturing and selling 
the patented invention.29 In eff ect, what is emerging in the 
post-eBay world is a two-tiered system in which patent holders 
that manufacture or sell their inventions are more likely to 
obtain injunctions, and patent holders that merely license their 
inventions are more likely to get continuing royalties instead. 

B. Relative Contribution of Patent to Product
Justice Kennedy’s concurrence in eBay also noted that 

legal damages may “well be suffi  cient” to compensate for the 
infringement when “the patented invention is but a small 
component” of the accused infringing product, and both 
Congress and the lower courts have followed suit.30 For example,  
both S. 1145 and H.R. 1908 would require courts to take into 
account, in assessing a reasonable royalty, the economic value 
of the infringing product or process that is attributable to the 
claimed invention’s specifi c contribution over the prior art.31

District courts have also begun to emphasize the relative 
contribution of the patented invention to the infringing 
product. In IMX, Inc. v. LendingTree, LLC, for example, the 
District Court of Delaware found that the infringing product 
was based primarily on the asserted patent, which weighed 
in favor of granting an injunction.32 But in z4 Technologies, 
Inc. v. Microsoft Corp., the Eastern District of Texas denied an 
injunction where it found that Microsoft, the accused infringer, 
“only uses the infringing technology as a small component of its 
own software, and it is not likely that any consumer… purchases 
these products for the [patented] functionality.”33 

C. Treble Damages and Injunctions
Th e U.S. Supreme Court did not address the potential 

relationship between an injunction and treble damages in eBay, 
but in the context of patent infringement actions both are 
properly considered equitable remedies.34 In deciding whether 
to award enhanced damages under section 284, courts balance 
equitable considerations, SRI International, Inc. v. Advanced 
Technology Labs., Inc.,35 and their award is not subject to the 
Seventh Amendment right to a jury trial.36  

In the context of willful patent infringement, therefore, a 
court might still order an ongoing “treble royalty” as “equitable 
relief ” for future infringement that in most cases might have 
the practical eff ect of an injunction.37 Th is approach would 
mitigate the harshness of an injunction against infringement, 
while still providing patent holders with an equitable remedy. 
Infringers with substantial non-patented interests at stake could 
also still infringe and pay enhanced damages without risking 
contempt of court, and would not face potentially exorbitant 
demands by a hold-out patent owner. It appears, however, that 
no court has yet awarded a patent owner treble damages based 
on future infringement. 

 V. Paice LLC v. Toyota Motor Corp.

A. Th e District Court
Among the most prominent post-eBay cases to deal with 

forced licensing in a patent infringement case is Paice LLC v. 
Toyota Motor Corp, involving a transaxle used in Toyota Motor 
Company’s environmentally friendly “hybrid” vehicles: the 
Prius II, the Highlander, and the Lexus RX400h.38 After a 
jury found that Toyota had infringed certain Paice patents for 
hybrid electric vehicle transaxles, the district court nonetheless 
denied an injunction against future infringement. Instead, 
on its own initiative, the district court imposed an “ongoing 
royalty” of $25 per infringing vehicle, with specifi ed payment 
terms, while leaving the parties free to negotiate other terms 
if they wished.39 

At trial, the district court rejected the customary equitable 
arguments in favor of an injunction. Regarding irreparable 
injury, the district court found that not granting an injunction 
would not adversely aff ect Paice’s ability to practice or to license 
the patented technology, because Paice had allegedly adduced 
only “vague testimony” that it had been “sidelined” in its 
business dealings during litigation, and because Paice did not 
actually manufacture any goods.40 Given the relatively small 
royalty awarded by the jury in relation to the overall value of the 
vehicles, and the fact that Paice had off ered a license to Toyota 
during the post-trial period, the court also concluded that 
monetary damages provided an adequate remedy.41 Th e district 
court further found that the public interest favored neither 
party, and that the balance of hardships favored Toyota because 
an injunction would disrupt “related business, such as dealers 
and suppliers,” could have an adverse eff ect on the “burgeoning 
hybrid market,” and might damage Toyota’s reputation.42 

B. Th e Court of Appeals
On appeal, the Federal Circuit upheld the jury’s fi nding 

of infringement, the district court’s denial of an injunction, and 
the district court’s order of an ongoing royalty without aff ording 
Paice a right to a jury trial, but remanded the case because the 
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“order provides no reasoning to support the selection of $25...” 
as the ongoing royalty.43 On remand, the CAFC observed that 
the district court might consider additional necessary evidence 
to account for economic factors arising out of an imposed 
ongoing royalty and “may determine that $25 is, in fact, an 
appropriate royalty rate going forward,” but “without any 
indication as to why that rate is appropriate, we are unable to 
determine whether the district court abused its discretion.”44

Th e CAFC began its analysis by observing that “the most 
apparent restriction imposed” by the statutory language of 35 
U.S.C. § 283 was not that injunctions be granted in accordance 
with the principles of equity, but that “injunctions granted 
thereunder must ‘prevent the violation of any right secured by 
patent.’”45 “Th e more diffi  cult question raised by this case,” 
the court therefore said, “is whether an order permitting use 
of a patented invention in exchange for a royalty is properly 
characterized as preventing the violation of the rights secured 
by the patent”—in eff ect asking whether a patent indeed gives 
an inventor “the exclusive right” to the invention “for limited 
times.”46

Under some circumstances, the court continued, 
“awarding an ongoing royalty for patent infringement in lieu 
of an injunction may be appropriate,” citing its own precedent 
of In Shatterproof Glass Corp. v. Libbey–Owens Ford Co., in 
which the court had upheld a 5% court-ordered royalty on 
sales “for continuing operations.”47 Th e Court also relied on 
precedents in the fi eld of antitrust law, in which “‘mandatory 
sales and reasonable-royalty licensing’ of relevant patents are 
‘well-established forms of relief… particularly where patents 
have provided the leverage for or have contributed to the 
antitrust violation adjudicated.’”48 But awarding an ongoing 
royalty “where ‘necessary’ to eff ectuate a remedy,” the Paice court 
concluded, “does not justify… such relief as a matter of course 
whenever a permanent injunction is not imposed.”

Instead, in most cases, the court continued, “the district 
court may wish to allow the parties to negotiate a license amongst 
themselves regarding future use of a patented invention before 
imposing an ongoing royalty.”49 Th e Paice majority’s focus, in 
other words, was not on whether to grant an injunction, or even 
whether to compel an ongoing license, but merely whether the 
parties or the court should set the terms of that license.

1. “Compulsory” License?
 Majority View

With considerable disagreement in a concurring opinion 
from Judge Rader, the CAFC nonetheless insisted that the 
court-ordered royalty of $25 per vehicle that it upheld was not a 
“compulsory” license. Unlike, for example, a compulsory license 
under the copyright laws, the CAFC observed, the license that 
the district court had compelled Paice to grant to Toyota was 
restricted to Toyota rather than being generally available on 
demand to other parties:

Th e term “compulsory license” implies that anyone who meets 
certain criteria has congressional authority to use that which is 
licensed. See, e.g., 17 U.S.C. § 115…50 By contrast, the ongoing 
royalty order at issue here is limited to one particular set of 
defendants; there is no implied authority in the court’s order for 
any other auto manufacturer to follow in Toyota’s footsteps and 
use the patented invention with the court’s imprimatur.51

2. “Compulsory” License? – Judge Rader View
In a separate concurrence, Judge Rader emphatically 

disagreed: “calling a compulsory license an ‘ongoing royalty’ 
does not make it any less a compulsory license.”52 Rather, he 
said, “this court should require the district court to remand this 
issue to the parties, or to obtain the permission of both parties 
before setting the ongoing royalty rate itself.”53 Not even Judge 
Rader, however, would require the district court to enjoin future 
infringement; his only concern seemed to be that the parties 
have a chance to negotiate an ongoing royalty rate before the 
district court imposed the rate itself.

“District courts have considerable discretion in crafting 
equitable remedies,” Judge Rader continued, “and in a limited 
number of cases, as here, imposition of an ongoing royalty 
may be appropriate.… [But to] avoid many of the disruptive 
implications of a royalty imposed as an alternative to the 
preferred remedy of exclusion, the trial court’s discretion should 
not reach so far as to deny the parties a formal opportunity to 
set the terms of a royalty on their own.”54 

3.  Unanswered Questions
But suppose, knowing the district court has already 

ordered a $25 per unit rate, either Paice or Toyota refuses to 
agree to anything else? Can the district court then not safely 
reinstate a $25 per unit royalty rate, after explaining in suffi  cient 
detail to satisfy the court’s majority why it fi nds that rate 
appropriate? Will the CAFC then not sustain the award as well-
reasoned? And if that should happen, then has not the court, in 
fact as well as in theory, imposed a compulsory license?

VI. Post-Paice v. Toyota

Since the CAFC decided Paice v. Toyota, it has vacated 
a trial court’s grant of a permanent injunction where the jury 
had already awarded a “reasonable royalty” that included an 
amount equal to what plaintiff ’s damages expert had testifi ed 
would, over time, amount to a reasonable licensing fee.55 In 
Innogenetics N.V. v. Abbott Laboratories, as in Paice, the plaintiff  
did not actually sell or distribute any products employing the 
patented invention, and had shown a willingness to license its 
patents. Th e patent holder made arguments at trial from which 
the court could infer that the jury’s award of damages included 
the cost of future infringement.56 Th e CAFC therefore vacated 
as an abuse of discretion the trial court’s grant of a permanent 
injunction against future infringement, and remanded the case 
to the district court to determine the terms of a “compulsory 
license,” such as conditioning sales on the payment of a running 
royalty.

CONCLUSION
So when under current law is a “compulsory” license 

not “compulsory”? Not, in the opinion of the Toyota v. Paice 
majority, when the equities of permitting the infringer to 
continue infringing the patent outweigh the interests of 
the patent owner, such as possible damage to the infringer’s 
reputation.57 And not, in the concurring opinion of Judge 
Rader, when the patent holder is given a chance to negotiate a 
royalty rate for future infringement before the court unilaterally 
imposes one, for “[w]ith such an opportunity in place, an 
ongoing royalty would be an ongoing royalty, not a compulsory 
license.” 58 
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And what of the Patent Clause of the Constitution? 
Th e Toyota majority pays lip service to the right to exclude 
others in asking whether permitting an infringer to use a 
patented invention in exchange for paying a royalty is properly 
characterized as preventing the violation of rights secured by 
a patent.59 Although Judge Rader recognized exclusion of 
infringers as “the preferred remedy,” he also recognized a patent 
owner’s “opportunity to negotiate its own ongoing royalty [as 
providing at least] a minimal protection for its rights extending 
for the remainder of the patent term.”60 

Perhaps, in the end, the best that can be said is that 
the Constitution empowers Congress to grant inventors the 
exclusive rights to their inventions, but on its face does not 
require it.61
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