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1 The Restatement (Second) of Contracts (1981) is a model law, proposed by the
American Law Institute, which states are free to adopt as written, to adopt with mod-
ifications, or not to adopt at all.

2 The UCC is a model law, proposed by The American Law Institute and the
National Conference of Commissioners on Uniform State Law, which states are free
to adopt as written, to adopt with modifications, or not to adopt at all. For the draft
of the UCC and other model laws, as well as state enactments, see
http://www.nccusl.org (last visited Dec. 19, 2003). Article 2 of the UCC addresses
the sale of goods; Article 2A, the lease of goods; the UCITA, the sale or lease of cer-
tain intangible goods such as intellectual property. Louisiana is the only U.S. state
not to have adopted some form of Article 2 or 2A of the UCC.

3 See Chapter 2 infra for a discussion of general contract law issues and the UCC,
including UCITA.

4 United Nations Convention on Contracts for the International Sale of Goods
(April 11, 1980), U.N. Doc. A/CONF. 97/18 Annex I (1980), 19 I.L.M. 668.

4.1 For example, under New York law, a contract may be freely assigned in the
absence of language that expressly prohibits assignment. See Allhusen v. Caristo
Construction Corp., 303 N.Y. 446, 103 N.E.2d 891 (1952). In addition, an assignment
does not modify the terms of an assent. See, e.g., Ametex Fabrics v. Just in Materi-
als, Inc., 140 F.3d 101, 107 (2d Cir. 1998).

§ 1.02 General Laws Affecting Intellectual Property Licenses
[1]—Contract Law
Contract law applicable to the licensing of both tangible and intellectual

property in the United States has as its foundation the common law, and the
gloss placed upon these common law principles by the Restatement (Second)
of Contracts,1 relating to offer and acceptance, consideration, statute of frauds,
warranty, and parol evidence elements of contract analysis. Because most
states have adopted some form of the Uniform Commercial Code (UCC), a
contract involving the sale of goods implicates Article 2 of the UCC, in the
form adopted by the state.2 With a contract involving a license of information
or a mass-market license, the Uniform Information Transactions Act (UCITA)
might prove instructive. UCITA addresses such issues as online offer and
acceptance, the use of electronic agents, electronic contracting, “webwrap” and
“shrinkwrap” agreements, electronic contracting, digital signatures and authen-
tication, electronic errors, express and implied warranties, misdirection of elec-
tronic messages of offer and acceptance, and statute of frauds issues.3
Finally, where there is an international element to a transaction, in the

absence of an agreement to the contrary, the UCC will be preempted by the
United Nations Convention on Contracts for the International Sale of Goods
(CISG), as long as both parties to the transaction are located in countries that
are members of the Convention.4
A potential licensor should be aware of the requirements imposed by stan-

dard contract law, from sources such as the common law, the UCC, and the
CISG.4.1 Licensors should also be aware of the dictates of U.S. antitrust law
and of those circumstances in which the substantive intellectual property
laws underlying the license preempt such provisions.
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5 This concern is especially relevant to trade associations, symposia, and trade
shows where competitors convene to discuss common issues. Because these concerns
are relevant to all aspects of a business entity’s conduct, they are beyond the scope
of this discussion, which will focus on antitrust issues specifically related to the
licensing of intellectual property.

6 Because intellectual property laws give the holder of the intellectual property
rights an exclusive right, the degree of which varies depending on the type of intellec-
tual property right at issue, to preclude others from utilizing the owner’s intellectual
property without a license, there is an inherent tension between intellectual property
rights and antitrust doctrine. Antitrust doctrine does not, however, preclude the owner
of intellectual property from declining to license the protected material; such a decision
does, nevertheless, raise the specter of a claim of misuse. See § 1.03[5] infra.

7 See, e.g., Milgrim, Milgrim on Licensing §§ 1.03, 7.01 (1998) (citing authori-
ties critical of antitrust limitations of patent law, and discussing the interplay of
antitrust law with both patent and trademark licensing).

8 All forms included in this work reflect this concern with the antitrust implica-
tions of intellectual property licenses.

9 15 U.S.C. §§ 1-7.
10 15 U.S.C. §§ 15-27.
11 17 U.S.C. § 45(a)(1).
12 Scrutiny of franchising arrangements is frequently predicated on the FTC Act,

while patent, trade secret, and copyright arrangements rarely are.
13 Antitrust Guidelines for the Licensing of Intellectual Property, 1995-1 CCH

Trade Reg. Rep. ¶ 13,132, 49 BNA Patent, Trademark & Copyright Journal 714
(April 13, 1995) (allowing a rule of reason rather than a per se analysis for intellectual

[2]—Antitrust Law
Licensors of intellectual property must be careful to avoid the appearance

of industry collusion in fixing licensing terms and establishing licensing
policies.5 Intellectual property licensors must, in addition, be aware of issues
resulting from the inherent tension between antitrust law, which disfavors
monopolies, and intellectual property law, which emphasizes “exclusivity” of
rights.6 Much as commentators may regret the ascendant role of antitrust law
in the context of intellectual property licensing,7 intellectual property licens-
es must often address relevant antitrust principles.8
Federal antitrust law is governed by the provisions of the Sherman Act9

and the Clayton Act,10 which prevent parties from contracting, combining,
or conspiring in restraint of trade (Sherman Act § 1), from monopolizing or
attempting to monopolize (Sherman Act § 2), from acquiring stocks or assets
that would substantially lessen competition or tend to a monopoly (Clayton
Act § 7), and from conditioning the sale or lease of tangible matter upon the
licensee’s promise not to use or deal in tangible matter from the licensor’s
competitor (Clayton Act § 3). Closely related to these antitrust laws is Sec-
tion 5(a) of the Federal Trade Commission Act,11 which penalizes unfair
competition, defined in broader terms than the conduct proscribed in Sec-
tions 1 and 2 of the Sherman Act.12 In addition, the Department of Justice
and the Federal Trade Commission have jointly issued guidelines addressing
intellectual property licensing.13 Finally, various states have enacted legisla-
tion similar to the federal antitrust and unfair competition laws.14
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property licenses). See American Bar Ass’n, Section of Antitrust Law, The 1995 Fed-
eral Antitrust Guidelines for the Licensing of Intellectual Property: Commentary and
Text (1996).

14 See, e.g., N.Y. Gen. Bus. L. § 340 (Donnelly Act).
15 For a detailed discussion of this issue, and the points that follow, see Milgrim,

2 Milgrim on Licensing § 9.02 (1998).
16 Id.
17 See, e.g.: Mobil Oil Corp. v. W.R. Grace & Co., 367 F. Supp. 207 (D. Conn.

1973); Plastic Contact Lens Co. v. WRS Contact Lens Laboratories, Inc., 330 F. Supp.
441 (S.D.N.Y. 1970). See generally, Zenith Radio Corp. v. Hazeltine Research, Inc.,
395 U.S. 100, 89 S.Ct. 1562, 23 L.Ed.2d 129 (1969), aff’g 388 F.2d 25 (7th Cir. 1967).

[a]—Issues Regarding the Prospective Licensee
In order to avoid liability under Section 7 of the Clayton Act or Section

2 of the Sherman Act, a potential licensor should confirm that the prospec-
tive licensee is legally entitled to license the materials.15 This issue is par-
ticularly important where the prospective licensee is a dominant concern in
the industry or a related industry, as it may not legally be able to acquire by
purchase, lease or other transfer, patented or nonpatented technology from
others. At the very least, the licensor should ensure that the license is nonex-
clusive and is for restricted use, and should carefully scrutinize provisions
regarding the exchange and/or grantbacks of improvements. It is important
to keep in mind that receipt of trade secret information, even if limited for
evaluation in determining whether to license the trade secret, may be deemed
an acquisition of assets for purposes of Section 7 of the Clayton Act.

[b]—Issues Regarding the Prospective Licensor
If the prospective licensor is subject to a preexisting consent decree, the

parties must ensure that the terms of the proposed agreement have been con-
templated or authorized by the consent decree, and will not serve to subvert
the purposes of the decree.16 The prospective licensee might use any non-
compliance with the provisions of the consent decree as a basis for negoti-
ating changes in the terms of the proposed license. The licensee should not
underestimate the importance of protesting unduly restrictive terms and
attempting to renegotiate them, as such behavior has often been the basis for
a court to decide whether relief is warranted.17
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1 U.S. Constit., Art. I, § 8, cl. 8. (“The Congress shall have Power . . . To pro-
mote the Progress of Science and useful Arts, by securing for limited Times to
Authors and Inventors the exclusive Right to their respective Writings and Discov-
eries.”) (authorizing Congress to enact both copyright and patent laws).

2 17 U.S.C. § 106. The public performance right is limited to literary, musical,
dramatic, and choreographic works, pantomimes, motion pictures and other audiovi-
sual works; the public display right, to literary, musical, dramatic, and choreograph-
ic works, pantomimes, and pictorial, graphic, or sculptural works. Id.

3 H.R. Rep. No. 1476, 94th Cong., 2d Sess. at 51 (1976).
4 17 U.S.C. § 102(a).
5 Baker v. Selden, 101 U.S. 99, 25 L.Ed. 841 (1879).

§ 1.03 Intellectual Property Laws Affecting Licenses
[1]—Copyright
[a]—Copyright Theory and Practice

Copyright law in the United States is predicated on a constitutional clause
empowering Congress to enact laws giving creators exclusivity in their
works for a limited time in order to encourage the continued creation of
works for use by the public.1 Under U.S. law, the creator of the copyright-
ed material, whether written, recorded, built, or otherwise created, is called
the “Author,” while the copyrighted material so produced is called an “orig-
inal work of authorship” or “Work.” U.S. copyright law grants a copyright
owner the exclusive right to exploit or license others to exploit the right to
(1) reproduce the copyrighted work, (2) prepare derivative works, (3) dis-
tribute copies or phonorecords of the work, (4) perform the work publicly,
and (5) display the work publicly.2 The copyright in any Work initially vests
in the Author, but may thereafter be transferred by the Author, in whole or
in part, to any person or entity to whom the Author wishes to transfer rights.
To qualify as an original work of authorship, the material need not meet
“requirements of novelty, ingenuity, or esthetic merit,”3 but must be fixed in
a human- or machine-readable medium. Works include, but are not limited
to, the following categories:

(1) literary works;
(2) musical works, including any accompanying words;
(3) dramatic works, including any accompanying music;
(4) pantomimes and choreographic works;
(5) pictorial, graphic, and sculptural works;
(6) motion pictures and other audiovisual works;
(7) sound recordings; and
(8) architectural works.4

U.S. copyright law rests on the premise that the individual expression of
ideas, but not the ideas themselves, is copyrightable; this premise is com-
monly referred to as “the idea/expression dichotomy.”5 Copyright law, there-
fore, does not prohibit the independent creation of identical Works, but only
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46 35 U.S.C. § 271(d). Such was not the case before 1988, when Congress amend-
ed the patent law to introduce this provision. Pub. L. No. 100-703, 102 Stat. 4674,
4676 (Nov. 19, 1988).

47 See, e.g., McCarthy, 5 Trademarks and Unfair Competition § 31:24 (1998)
(asserting that there have been no reported trademark infringement cases in which the
court refused to enforce a trademark because it violated antitrust law).

48 See:
Second Circuit: Broadcast Music, Inc. v. Hearst/ABC Viacom Entertainment Ser-

vices, 746 F. Supp. 320, 327-328 (S.D.N.Y. 1990).
Ninth Circuit: Practice Management Information Corp. v. AMA, 121 F.3d 516,

520 & n.9 (9th Cir. 1997) (adopting the rule that copyright misuse is a defense to
copyright infringement).

49 See, e.g., Lasercomb America v. Reynolds, 911 F.2d 970, 978 (4th Cir. 1990)
(“a misuse need not be a violation of antitrust law in order to comprise an equitable
defense to an infringement action”).

The applicability of the doctrine is limited to patent, trademark and copy-
right law. Under patent law, a patentee’s conduct must offend the antitrust
laws in order to constitute patent misuse.46 Under trademark law, the misuse
must be directly related to the trademark alleged to have been infringed; as
a result, it is a defense rarely asserted and, when asserted, usually rejected.47

Finally, under copyright law, the misuse defense has been raised in only a
few cases48 and, in those cases involving antitrust allegations as a defense
to infringement claims, there has been little evidence of a direct relationship
between the copyright and the antitrust-prohibited activity.49
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1 Assignments of trade secrets generally arise in connection with the assignment
of a trade secret by the inventor to an employer. See Pooley, Trade Secrets § 8.03
(Law Journal Seminars-Press 1997). Under U.S. patent law, an exclusive worldwide
license to all rights under the patent, without reserving any rights, will transfer own-
ership of the patent. See discussion in § 6.02 infra. Under U.S. trademark law, how-
ever, a similar license of a trademark will transfer ownership only if the owner
specifically cedes its claim of ownership. See discussion in § 4.02 infra.

2 17 U.S.C. § 201(d)(2) (copyright); 15 U.S.C. §§ 1055 and 1127 (trademark); 35
U.S.C. § 261 (patent); 17 U.S.C. § 904 (mask works).

3 See Chapter 3 infra (describing the rights of a copyright holder); Chapter 4 infra
(trademark); Chapter 5 infra (trade secret); Chapter 6 infra (patent); Chapter 7 infra
(privacy and publicity).

4 Under U.S. patent law, an exclusive worldwide license to all rights under the
patent is tantamount to a transfer of ownership. See discussion in § 6.02 infra. Under
U.S. trademark law, however, a trademark owner may grant an exclusive worldwide
license to all rights in the trademark if the trademark is in actual use in commerce,
without risking an inadvertent transfer of ownership; only if the owner specifically
cedes its claim of ownership would the agreement transfer ownership of the trade-
mark. The case is otherwise if the trademark is the subject of an intent to use appli-
cations (and is, therefore, not yet in commercial use); in such a case, the trademark
cannot be assigned except in connection with the sale to the assignee of the business
to which the trademark pertains. See discussion in § 4.02 infra.

5 The topic of assignments will not be further discussed, aside from the need for
a transferor to ensure that a transfer intended as an assignment should not inadver-
tently become a license, and the concomitant need to ensure that a transfer intended
as a license will not inadvertently become an assignment. A full discussion of assign-
ments is beyond the scope of this treatise.

§ 1.04 Types of Transfers

[1]—Assignment
Under copyright, trademark, trade secret,1 patent, and mask work pro-

tection laws, an owner may assign all of its rights in the protected materi-
al.2 In such a transfer, the owner relinquishes, in perpetuity, all rights inher-
ent and appurtenant to an owner of the assigned work, including the right
to make use of the subject matter of the assignment absent a license back
from the assignee, and the assignee assumes all rights, including the right
to assign or license the material further.3 For a true assignment to be found,
the rightholder must not even retain the right to terminate the agreement.4
A purported assignment with such a clause will be deemed a license rather
than an assignment.5

[2]—License
In addition to assignments of all rights in a work, the owner has the right

to license individual rights among his “bundle” of rights in the work, on an
exclusive or nonexclusive basis. These rights may be divided geographical-
ly, temporally and/or by type of right (which rights may themselves be divid-
ed, for instance, according to market or type of product). Like assignments,
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23 DeForest Radio Telephone & Telegraph Co. v. United States, 273 U.S. 236, 47
S.Ct. 366, 71 L.Ed. 625 (1927).

24 Szczepanski, 1 Eckstrom’s Licensing in Foreign and Domestic Operations
§ 1.05[1][a], at 1-27 (1998) (noting that objective conduct, not subjective intent,
determines whether a license can be implied).

25 Supreme Court: Aro Manufacturing Co. v. Convertible Top Replacement Co.,
365 U.S. 336, 81 S.Ct. 599, 5 L.Ed.2d 592 (1961) (those who purchase a patented
article from an authorized dealer have an implied license to maintain and repair the
article); Wilson v. Simpson, 50 U.S. 109, __ S.Ct. __, 13 L.Ed. 66 (1850).

Federal Circuit: Met Coil Systems Corp. v. Corners Unlimited, Inc., 803 F.2d 684
(Fed. Cir. 1986) (express license under one claim of a patent creates an implied
license in the remaining claims of that patent as are necessary for the enjoyment of
the express license); Banding Inc. v. Al Bolsu’s Tire Stores, Inc., 750 F.2d 903 (Fed.
Cir. 1984), aff’d 809 F.2d 788 (Fed. Cir. 1986) (express license under one patent cre-
ates an implied license under licensor’s other patents where such license is necessary
for the enjoyment of the express license).

26 Compulsory licenses also appear in the patent area in instances involving,
among other things, restraint of trade or times when an inadequate supply of medicine
threatens the public health interest. For example, in 2005, the public interest justifica-
tion was implicated when several senators called upon the U.S. government to issue
compulsory licenses to generic drug manufacturers, bypassing the patent of Swiss
pharmaceutical company Roche AG, to allow the U.S. to stockpile adequate supplies
of the anti-avian bird flu drug Tamiflu to prepare for the possibility of a North Amer-
ican outbreak. Eventually, Roche AG acceded without the need for U.S. government
action and agreed to license the drug to generic companies and foreign governments
that wished to produce supplies of the drug. Also, the TRIPs agreement describes how
to establish compulsory licensing in the event of a growing health crisis.

27 The compulsory license concept in the United States had its genesis in a case
holding that music rolls for player pianos, which reproduced music by means of
strategically placed holes in the paper rolls, did not infringe the musical composition
of the songs thus played. White-Smith Music Publishing Co. v. Apollo Co., 209 U.S. 1,

[b]—Implied License
According to the case law regarding implied licenses, a contract may be

created by implication if either party’s communications or the licensor’s
objective conduct—not the subjective intent of either party—enables a deter-
mination of the terms.23 An implied license cannot, however, be deemed to
exist if an express agreement addressing the same subject matter already
exists, particularly if the terms of the express agreement and the purported
implied agreement conflict.24 In such a situation, the express agreement
would invalidate the implied agreement. Where, however, the implied
license is necessary for the enjoyment of the express license of an intellec-
tual property right, the implied license will be found.25

[c]—Compulsory License
Compulsory licenses require a copyright holder to, in certain circumstances,

nonexclusively license some portion of the copyright at a royalty rate pre-
scribed by statute.26 The first compulsory license under U.S. law was that for
the mechanical recording of copyrighted music.27 The mechanical recording
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28 S.Ct. 319, 52 L.Ed. 655 (1908). The case had been brought in an attempt to
achieve recognition of a mechanical reproduction right; in exchange for pursuing the
case to the Supreme Court, The Aeolian Company had acquired numerous exclusive
long-term licenses to manufacture the perforated rolls. Congress recognized the need
for the mechanical reproduction right, but was concerned about the antitrust impli-
cations of one company’s having a monopoly on the manufacturing of all music in
the United States. The compulsory recording license was Congress’ compromise: the
right was established, but was predicated on a compulsory license scheme providing
that, once the copyright owner had recorded or authorized the recording of a musi-
cal composition, anyone else could record the composition upon payment of a statu-
torily-specified royalty. 17 U.S.C. § 1(e), 35 Stat. 1075 (1909). The current provision
can be found at 17 U.S.C. § 115. See discussion in Chapter 3 infra.

28 The current statutory rate for the mechanical recording compulsory license can
be found at 37 C.F.R. § 255.3 (phonorecords) and 37 C.F.R. § 255.5 (digital
phonorecord delivery). Absent an agreement to the contrary, this rate applies to all
copies distributed, whether sold or provided as complimentary copies. 17 U.S.C.
§ 115_c_(2). The law provides for periodic adjustments of the statutory rate. 17
U.S.C. § 801(b)(1) (authorizing adjustments); 37 C.F.R. § 251.61(a)(3) (rev. July 1,
1997) (establishing procedure for adjustments).

29 For instance, a rate of 75% of the statutory rate is common for educational use;
rates based on the number of copies made or on the number sold, not on those dis-
tributed, is possible.

29.1 In one instance a jury found an online “Internet radio” service that allows
customers to create artist-specific music streams is a non-interactive service entitled
to a compulsory license under the Digital Millennium Copyright Act. See Arista
Records, Inc. v. Launch Media, Inc., No. 01 Civ. 4450 (S.D.N.Y. April 27, 2007).

30 See, e.g., CBS Broadcasting, Inc. v. EchoStar Communications Corp., 450 F.3d
505 (11th Cir. 2006) (satellite television provider violated copyright law when it mis-
used a compulsory license scheme designed to benefit rural households).

compulsory license28 applies only to distribution of recorded copyrighted
musical compositions to the public for private use; it does not apply to broad-
casters, jukebox operators, or background music services. The so-called “statu-
tory rate,” however, sets a ceiling—not a mandate—for the royalty due; the
parties may negotiate a lower royalty or one based on different terms.29
Since the first introduction of the compulsory license for mechanical

reproduction, Congress has periodically introduced new compulsory licens-
ing schemes into the Copyright Act. Today, there are compulsory licenses for
the mechanical recording of a nondramatic musical work, Webcasting of
sound recordings,29.1 and for broadcast, cable, and satellite television.30




