
FEATURE
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For 2019 and the foreseeable future, product development collaborations between universities and private
industry are expected to continue;  the number of university licenses executed—exclusive, options, or
nonexclusive—remained consistent from 2015 to 2017.  However, in light of a recent decision by the Patent Trial
and Appeal Board (PTAB), parties may want to consider the issue of sovereign immunity that may arise when
licensing patent rights from a state university.

The Ericsson Ruling

In December 2017, the PTAB ruled on Ericsson Inc. v. Regents of the University of Minnesota,  an inter partes
review (IPR) with potentially game-changing ramifications, not only for technolo�y transfers between
universities and private entities, but also for pipeline deals involving university-based patented technolo�y. In
2014, the University of Minnesota sued AT&T, Sprint, T�Mobile, and Verizon for patent infringement.  Ericsson
Inc., a telecommunications company that supplied the defendants with equipment, intervened in the action and
subsequently filed a petition for IPR of the relevant University patents.

In Ericsson, the University of Minnesota asserted that it was entitled to avoid the PTAB IPR proceeding entirely
as a sovereign immune to PTAB authority under the Eleventh Amendment.  The PTAB agreed with the
University of Minnesota and found that public universities are entitled to Eleventh Amendment immunity in
IPRs, citing previous PTAB decisions affording Eleventh Amendment immunity to sovereigns in analogous court
proceedings.

However, the inquiry did not end there. Having lost on the immunity issue, Ericsson subsequently argued that
the University of Minnesota had waived its Eleventh Amendment immunity by filing an action in federal court
alleging infringement of the same patent being challenged in the petition for IPR. This time the PTAB agreed
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with Ericsson, stating that “it is reasonable to view a State that files a patent infringement action as having
consented to an inter partes review of the asserted patent.”  The court further determined:

It would be unfair and inconsistent to allow a State to avail itself of the federal government’s authority
by filing a patent infringement action in federal court, but then selectively invoke its sovereign
immunity to ensure that a defendant is barred from requesting an inter partes review of the asserted
patent from a different branch of that same federal government.

These findings from the PTAB have significant consequences for the patent enforcement strategies of state
universities and research institutions.  Given the deal value of pharma, medical, and biotech worldwide and the
increase in research expenditures from the federal government, industrial sponsors, and other sources by
approximately 2 percent from 2016 to $1.3 billion, Ericsson will also affect licensing and acquisitions of
university-owned patents.

Post-Ericsson Considerations

As patent owners and state universities are well aware, competitors, licensees, and other parties seeking to
invalidate patent claims have historically fared well in invalidating patent claims in IPRs.  Ericsson and other
recent rulings require state universities to strategically consider the prospect of waiving their Eleventh
Amendment immunity when they offensively enforce patent infringement claims in federal court. State
universities may become more reluctant to initiate patent infringement actions to enforce their patent rights,
because universities may not offensively enforce a patent in federal court while defensively asserting sovereign
immunity to bar a third party the benefits of an IPR of the asserted patent.  In light of a decrease in patent
applications by research institutions overall,  universities will have to think twice about the extent to which they
choose to enforce their patents. As such, acquirers and licensees of university patents should correspondingly
tailor any agreements made with state universities to account for such strategic decision-making.

A third party purchasing state university-owned intellectual property outright extinguishes the sovereign
immunity issue as long as the buyer is not a sovereign entity itself. Universities typically retain ownership of their
patented inventions, so the much more likely scenario is that a license for a university patent is acquired either
directly or as part of an M&A transaction with the consent of the university as the licensor. When a state
university is the licensor, then Ericsson raises other consideration for how the parties structure the license—
nonexclusive or exclusive, and if exclusive in what fields and territories. Under certain circumstances, an
exclusive licensee of worldwide rights may be deemed to be the patent “owner” for purposes of standing to
initiate patent infringement actions.  In those cases, the state university and private licensee should consider
whether licensing lesser rights to potentially retain sovereign immunity has any defensive advantage to ward off
IPR by would-be infringers seeking a declaratory judgment to have the patent invalidated.

In any form of deal,  the acquiring entity will essentially step into the shoes of the previous licensee and inherit
the same post-Ericsson considerations. Accordingly, acquiring entities should pay careful attention to a target’s
licenses of state university or state-owned intellectual property, as well as any agreements by which the target
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has exclusively licensed intellectual property from a university for research and development. For example,
state universities have the right to sue nonexclusive patent licensees for patent infringement if their activities are
alleged to fall outside of the licensed activities. Accordingly, for defensive strategies, the acquirer of a
nonexclusive license should understand that any patent infringement claim by the state university licensor
against the licensee in federal court will waive sovereign immunity, thus leaving a petitioner-friendly PTAB IPR as
a viable forum to challenge the validity of the patent. As another consideration, an acquirer of an exclusive,
worldwide license should understand that the state university may not be able to effectively shield patents from
IPR simply by asserting Eleventh Amendment immunity. The PTAB and federal courts will consider whether the
state university has engaged in conduct that waives its immunity.

Conclusion

While it remains unclear if or how Ericsson will impact the market for state university licenses, third parties
buying or licensing patents from a state university should consider the implications of Ericsson in the structure
and terms of their agreements. The number of university licenses executed—exclusive, options, or nonexclusive
—remained relatively stagnant from 2015 to 2017.  Interestingly, in 2017 the number of exclusive licenses
executed dropped by 1.3 percent from 2016 and 3.3 percent from 2015, while there has been a slight increase in
the number of options and nonexclusive licenses over the same period.  Practitioners should look out for
further developments on the sovereign immunity front in 2019.
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