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1. Because the suit is regarding breach of contract, Ecole Mobile is not challenging the validity of 

the patent in question; rather, they challenge whether the royalty that Digital Wizard requests is 

appropriate given that Digital Wizard suggested that they would offer the patent royalty-free. 

First, is requesting a non-zero royalty a breach of contract? Digital Wizard agreed (which 

implies they signed a contract stating) that they would license their patent on RAND terms. 

However, they did not sign a contract stating that they would license their patent with a zero or 

“marginal” royalty; they only suggested they would during the meeting. While this is deceptive, 

it is not breach of contract for them to offer a non-zero royalty. 

Thus the 5% royalty must be shown to violate RAND terms. Digital Wizard is using a simple 

method for setting their royalty; that is, take the expected additional profits and divide them by 

the number of patents used for the product. This is one way to set a RAND. The problem with 

this method is that it equates all patents, saying they each add the same value to the product. 

Thus another method for determining a RAND is looking at the marginal benefit of using a 

patent (there is also the Georgia-Pacific Factors, for which I do not have enough information to 

evaluate and are also largely useless). Naturally, Ecole Mobile would have to show that using an 

alternative method for setting a RAND would yield a lower royalty. 

The patent in question is a method patent, consisting of nine steps to optimize a transmission 

process. Ecole Mobile could argue that the cost of inventing around the patent is very low (after 

all, one could have a ten-step process that is less than optimal but in practice makes very little 

difference). Thus the value added by the patent is far less than 5%. I personally would find such 

an argument convincing. 

Summing up, Ecole Mobile cannot argue that offering a non-zero royalty makes for a breach of 

contract. However, they can argue that a 5% royalty is not RAND. 

2. In FTC v. Watson, the FTC sued Watson Pharmaceuticals and other drug companies for 

anticompetitive conduct when the companies agreed to a reverse-payment settlement with the 

pioneer drug company Solvay, Inc., in which Watson agreed to stay out of the market. The 11th 

Circuit sided with Watson et. al., stating that reverse payments do not violate antitrust law. 

According to the court’s opinion, patent law creates an exception to antitrust law, permitting 

companies a temporary monopoly. Therefore, so long as a reverse-payment settlement does not 

extend the competition-limiting scope of the patent, a reverse-payment settlement does not 

violate antitrust law. The court argued that patent in question must be assumed to be valid when 

considering the lawfulness of a reverse payment, since otherwise the only way to determine the 

validity of the patent is for the settling parties to continue litigation, which is an expensive and 

unnecessarily wasteful process. 



The problem with this approach to the validity of reverse-payments is that assuming a patent to 

be valid is far too conservative; a large portion of patents are found to be invalid after litigation. 

It flies in the face of the spirit of the Hatch-Waxman amendment, which was to help weed out 

weak patents and increase competition in pharmaceuticals. This approach has the opposite 

effect. 

In re K-Dur Antitrust Litig. presents an approach contrary to the 11th Circuit’s recommended 

approach. In the opinion, the 3rd Circuit argued that, because many pharmaceutical patents are 

found to be invalid, assuming the patent to be valid makes no sense. So the court should assume 

that a reverse payment settlement violates antitrust law, unless the settlement is not for delay of 

entry or can be shown by the defendants to have some pro-competitive outcome. 

In FTC v. Actavis, the majority opinion of the Supreme Court also disagreed with the opinion of 

the 11th Circuit; presuming patents to be valid does not make sense in light of the volume of 

patents that are found to be invalid. They also believed that the volume of a reverse payment 

settlement could be used as an indicator of the validity of the patent under dispute, and so could 

bring antitrust scrutiny to the settlement. They did not feel, though, that a reverse-payment 

settlement would always be anticompetitive, and therefore the “rule of reason” analysis should 

be used. 

The minority in FTC v. Actavis argued that “rule of reason” is an “amorphous” concept, and the 

majority did say that the exact structure of the approach would be determined by the lower 

courts. With this in mind, while the Supreme Court’s approach is not as strict as the 3rd Circuit’s 

approach in assuming that reverse payments always violate antitrust law save for select 

circumstances, the “structure” of the rule of reason will likely resemble the 3rd Circuit’s approach 

to reverse payments. 

I feel that the most economically justified approach is the one championed by the Supreme 

Court, which is a somewhat more tempered approach than the 3rd Circuit’s. The size of the 

reverse payment should be taken into account when deciding whether to pursue antitrust 

litigation against a reverse payment and requiring the parties to litigate to the end; will the cost 

of litigation, in the end, be less than the expected dead-weight loss from the patent monopoly? 

For small reverse-payment settlements, the cost of litigation would likely exceed any benefit 

from breaking a patent monopoly, but large ones (depending on how “large” is defined) should 

raise eyebrows and invite an antitrust case. This rule also does allow for large payments if there 

are reasons other than market exclusion that could justify the payment, as the 3rd Circuit 

suggests is possible. 


