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I. INTRODUCTION 

When people think of “price-gouging” in terms of medical products, 

most would first think of unseemly distributors or manufacturers 

increasing the prices consumers must pay for medications, such as 

Martin Shkreli1  or Heather Bresch.2   But what about price-gouging 

against the distributors?  Patent trolls, also known as “non-practicing 

entities,” are those who own patents but do not practice them,3 and may 

own incredibly important patents upon which a number of innovations 

in the near future may infringe.  The medical community is particularly 

susceptible to price-gouging from patent trolls, because of the 

community’s increasing use of the patent system;4 the community’s 

position as an intermediary to the public; 5  and the community’s 

necessary risk-taking during research and development of medical 

devices.6  To remedy this susceptibility, this article proposes a new 

model for transacting medical patent licenses and shifts the focus onto 

the contracting, rather than the patents themselves.   

The purpose of this article is: (1) to incentivize patent trolls into 

licensing their patents rather than litigating them, and (2) to reexamine 

the valuation of patents for licenses, settlements, and calculation of 

damages.  Patent valuation, due to various circumstances, is time-

consuming.7  A manufacturer who needs to pay a patent holder some 

value to sell its product is harmed by that valuation delay: any delay 

lessens the time the product is on the market.8  That delay also presents 

potential damage to the public because manufacturers would internalize 

the overvaluation by charging higher prices on their products, resulting 

in more expensive products for consumers.9  Alternatively, delay would 

                                                                                                                                         
1 Andrew Pollack, Drug Goes from $13.50 a Tablet, to $750, Overnight, N.Y. 

TIMES (Sept. 20, 2015), https://www.nytimes.com/2015/09/21/business/a-huge-

overnight-increase-in-a-drugs-price-raises-protests.html.  
2 Nathan Bomey, Mylan CEO defends price boosts for lifesaving EpiPen, USA 

TODAY (Sept. 22, 2016, 8:19 AM), 

https://www.usatoday.com/story/money/2016/09/21/mylan-ceo-heather-bresch-

epipen-congress-house-testimony/90773250/.  
3 Marianna Galstyan, Who Are Patent Trolls & How Do They Work?, 

INVESTOPEDIA (Apr. 15, 2017), 

https://www.investopedia.com/articles/investing/071515/who-are-patent-trolls-how-

do-they-work.asp.  
4 See infra notes 24–27 and accompanying text. 
5 See infra notes 89–90 and accompanying text.  
6 See infra notes 105–108 and accompanying text. 
7 Simone A. Rose, On Purple Pills, Stem Cells, and Other Market Failures: A 

Case for a Limited Compulsory Licensing Scheme for Patent Property, 48 HOW. L. J. 

579, 607−08 (2005). 
8 See id. at 598. 
9 See Gardiner Harris, Prilosec’s Maker Switches Users to Nexium, Thwarting 

continued . . . 
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fuel licensees’ desperation, and therefore, pressure licensees to make 

larger concessions to patent holders.10   

Part I of this article discusses the status of patent trolls and the 

problems they pose, particularly regarding medical patents.  Part II 

includes a synopsis of a new model for extending the time during which 

the parties value patents.  Part III addresses some potential problems 

that may arise in the application of this new model and their respective 

solutions.  Part IV includes a draft statute of the proposed model.  This 

article concludes that creating a safe harbor in which a licensee may use 

a patent even while the parties have not yet finalized the payment term 

of a licensing agreement is the optimal solution, for both parties, to 

remedy the bargaining imbalance.  

II. PATENT TROLLS ARE CAPABLE OF SERIOUSLY IMPACTING THE 

MEDICAL FIELD THROUGH PRICE-GOUGING 

There are a myriad of ways in which a patent holder may grant to 

another certain rights of the patent in exchange for value.  These include 

licensing agreements,11 settlement agreements,12 and outright sale of 

the patent.13  Regardless of the situation, the core question is constant: 

what value should be exchanged for the rights received?  Put another 

way, what is the value of the patent?  Because this core substantive 

question remains the same, regardless of the procedure the parties use, 

the terms applied to the patent holder and the party attempting to obtain 

the rights of the patent will be “licensor” and “licensee,” respectively.  

This decision is solely for the sake of simplicity, rather than 

constraining this article’s scope only to licensing.  However, this article 

will, for situations where the parties have neither communicated nor 

negotiated, revert to the terms patent holder or patent troll, and 

                                                                                                                                         

Generics, WALL ST. J. (June 6, 2002, 5:22 PM), 

https://www.wsj.com/articles/SB1023326369679910840.    
10 Gene Quinn, The PTAB Has Failed to Solve the Patent Troll Problem Created 

by Large Operating Companies, IPWATCHDOG (Feb. 22, 2017), 

http://www.ipwatchdog.com/2017/02/22/ptab-patent-troll-operating-

companies/id=78616/.  
11 See, e.g., Zenith Radio Corp. v. Hazeltine Research, Inc., 395 U.S. 100, 135 

(1969) (“The law also recognizes that [a patent holder] may assign to another his 

patent, in whole or in part, and may license others to practice his invention.”). 
12 See, e.g., Jacobs v. Nintendo, Inc., 370 F.3d 1097, 1100 (Fed. Cir. 2004) 

(stating that settlement agreement “must be understood to authorize” settling party’s 

use and distribution of the patented item). 
13 See, e.g., 35 U.S.C. § 261 (2012) (implying that an assignment of a patent for 

consideration, properly recorded with the Patent and Trademark office, is a valid 

assignment of the patentee’s rights); see also 26 U.S.C. § 1235.  (acknowledging that 

rights to a patent may be sold); 26 C.F.R. § 1.1235-1 (2019) (acknowledging that 

rights to a patent may be sold).  

continued . . . 
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purported infringer.  

The root problem of price-gouging in patent valuation is the 

imbalance of bargaining power enjoyed by the patent troll. 14   The 

simplest way to achieve rebalance is to more carefully regulate the 

transaction itself.  Black’s Law Dictionary defines “price-gouging” as 

“unlawful or unfair raising of prices.”15  The inclusion of the word “or” 

implies that raising prices need not rise to the level of illegality to be 

considered price-gouging; unfairness suffices.16  Hence, a patent troll 

abusing its superior bargaining position to force the purported infringer 

into accepting its overvaluation of its patent’s worth would qualify as 

price-gouging. 

A. What is a Patent Troll? 

 

 “Patent troll” does not have an exact definition because each person 

using the term applies a different definition.  Regardless, the nucleus of 

each definition revolves around what Peter Ditkin, who coined the term, 

opined.  Ditkin determined that a patent troll (a) holds a patent and (b) 

tries to make money from that patent, but (c) is not practicing the patent 

and (d) has no intention to practice. 17   “Practicing” is described as 

“actively moving to make use of their inventions by developing 

themselves or by licensing others to develop them . . . .”18  “Actively” 

is a key word.  Patent trolls, through suing or licensing, act reactively.19  

Patent trolls only receive value for their patents through litigation and 

settlement. 20   Creating incentives to license rather than sue would 

reduce judicial congestion, which is a growing problem,21  but the law 

                                                                                                                                         
14 See, e.g., infra Section III.D. 
15 Gouging, BLACK’S LAW DICTIONARY (10th ed. 2014); Price-Gouging, 

BLACK’S LAW DICTIONARY (10th ed. 2014). 
16 Id. 
17 Roger Kay, Where did the Patent Troll Narrative Come From?, MEDIUM 

(Feb. 12, 2018), https://medium.com/@rogerkay/where-did-the-patent-troll-

narrative-come-from-301b20072dac.    
18 JEFFREY H. MATSUURA, JEFFERSON VS. THE PATENT TROLLS 101 (2008). 
19 See, e.g., DAVID E. ROGERS, FIGHTING PATENT TROLLS 1-2 (2017), 

https://www.swlaw.com/assets/pdf/news/2017/10/16/1013_FightingPatentTrolls_.pd

f.   
20 Id.; see also The Patent Troll Problem, LOT NETWORK, 

https://lotnet.com/the-patent-troll-problem/  (last visited Feb. 13, 2019) (stating a 

patent troll is one who “acquires patents to be used solely to file lawsuits against 

other companies.”).  
21 See Nicole L. Waters & Shauna M. Strickland, Examining Delay: Its Causes, 

Consequences, and Possible Solutions in the Colorado Court of Appeals, NAT’L 

CTR. FOR ST. CTS, 

https://www.ncsc.org/sitecore/content/microsites/trends/home/Monthly-Trends-

Articles/2018/Examining-Delay.aspx (last visited Feb. 13, 2019).  

continued . . . 
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must then address how to do that, and what rules should be involved in 

these “incentives.”  Even if patent trolls are incentivized to license, they 

would still have bargaining power over the other party because the 

patent troll is the only party which can authorize the infringer’s use.   

The Supreme Court has stated that “federal patent power stems from 

[the patent clause]” and that this clause “is both a grant of power and a 

limitation.”22  Hence, the Court stated that the “Constitution limits the 

authority of Congress to provide for granting of patents to the promotion 

of ‘useful arts.’”23  One could argue that patent trolls not practicing their 

patents contravenes any promotion of the “useful arts.”  Thus, 

incentivizing patent trolls to transfer some practicing rights to another 

entity helps fulfill the Constitutional mandate.   

B. The Medical Community Has Broadened Its Involvement With 

the Patent System. 

 

Patent trolls clearly pose hurdles for the patent system in general.  

Those hurdles do not disappear if the scope narrows to focus on medical 

patents. 

Included in Table 1 is information from the United States Patent and 

Trademark Office, highlighting the number of patents which include in 

their abstracts the terms featured in the top row.  Located below the 

actual numbers are the percentages that these words or phrases represent 

out of the total number of patents issued.24  This information supports 

the conclusion that the medical community is relying more on patents 

than it has in the past.25   

  

                                                                                                                                         
22 Graham v. John Deere Co., 383 U.S. 1, 5 (1966) (internal citations omitted). 
23 Fed. Labs., Inc. v. Barringer Research Ltd., 696 F.2d 271, 272 (3d Cir. 1982). 
24 Search results for patents which include “medical technique,” “medical 

procedure,” “surgery,” or “pharmacological” in their abstracts. USPTO Patent Full-

Text and Image Database,  U.S. PAT. AND TRADEMARK OFF., 

http://patft.uspto.gov/netahtml/PTO/search-adv.htm (type “ABST/(medical and 

(technique or procedure)),” “ABST/(surgery),” or “ABST/(pharmacological)” into 

the “Query” Box, press “Enter,” type “and,” press “Enter,” and type “isd/(1/1/xxxx-

>12/31/xxxx),” where “xxxx” is the year for which data is being collected) (last 

updated Feb. 19, 2019). See also, Patent Technology Monitoring Team, U.S. Patent 

Statistics Chart Calendar Years 1963 – 2015, U.S. PAT. AND TRADEMARK OFF., 

https://www.uspto.gov/web/offices/ac/ido/oeip/taf/us_stat.pdf (last visited Feb. 25, 

2019).   
25 USPTO Patent Full-Text and Image Database, supra note 24.  
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Medical 

technique 

or 

procedure Pharmaceutical Surgery Pharmacological 

1976-

1995 

234 9883 1660 2114 

0.01388% 0.58618% 0.09846% 0.12538% 

1996-

2005 

585 14736 2481 722 

0.03170% 0.79853% 0.13444% 0.03912% 

2006-

2015 

1024 23580 2431 719 

0.03912% 0.90084% 0.09287% 0.02747% 

2016-

2018 

444 9371 1187 200 

0.06803% 1.43577% 0.18187% 0.03064% 

Table 1 

From this data, we can see that there is an upward trend in the 

number of patents issued with these terms each decade.  Furthermore, 

the number of patents using the terms “medical technique” or “medical 

procedure” issued from January 1, 2016 to date, is greater than the 

number issued in the two decades from 1976 and 1995.26  Moreover, 

within less than three years, “pharmaceutical” patents accounted for 

almost half of their total number for the entire decade of 1996-2005, and 

the percentage of issued “pharmaceutical” patents is the highest it has 

ever been — almost double the percentage during the decade of 1996–

2015. 27   This upward trend reflects that the medical community 

increasingly interacts with the patent system. 

During these periods, precedent has been set for treating medical 

patents differently from other potential licensees.  For example, the 

United States entered into the General Agreement on Tariffs and Trades 

in 1997.28  Included in that agreement was the Trade Related Aspects of 

Intellectual Property Rights (TRIPS).29  TRIPS allows for nations to 

waive a patent holder’s authorization to a patent’s use “in the case of a 

                                                                                                                                         
26 Search results for patents which include “medical technique,” “medical 

procedure,” “surgery,” or “pharmacological” in their abstracts. USPTO Patent Full-

Text and Image Database, supra note 24. See also, Patent Technology Monitoring 

Team, U.S. Patent Statistics Chart Calendar Years 1963 – 2015, U.S. PATENT AND 

TRADEMARK OFFICE, https://www.uspto.gov/web/offices/ac/ido/oeip/taf/us_stat.pdf. 
27 USPTO Patent Full-Text and Image Database, supra note 24. 
28 See 19 U.S.C. § 3511 (2012); Exec. Order No. 13,042, 62 Fed. Reg. 18,017 

(Apr. 9, 1997). 
29 E.g., 19 U.S.C. § 3511(d)(15).  

continued . . . 
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national emergency or other circumstances of extreme urgency . . . .”30  

While the medical community is not expressly mentioned here, it may 

be inferred that medical product shortages could certainly be included 

in either category.  A patent troll delaying release of a pharmaceutical 

for its alleged infringement upon a patent held by the troll could easily 

lead to shortages of that pharmaceutical.  TRIPS therefore provides 

precedent to focusing solely on resolving problems with medical patents 

specifically, a view shared by this article and the model proposed. 

C. How Courts Have Viewed Patent Trolls 

 

Overall, courts appear to be comfortable in protecting the interests 

of patent trolls over the interests of others.31  In many cases in which 

one party was, or was alleged to be, a patent troll, the courts have found 

in favor of that party.32  The Patent Act allows patent holders to enjoin 

infringers if the injunction satisfies the test for equity.33  Equity depends 

on particular facts of the case.34  In a seminal case on patent trolls, eBay 

Inc. v. MercExcahnge, L.L.C., the Court stated that for injunctions, 

equity requires the following four-factor test:  

[a] plaintiff must demonstrate: (1) that it has suffered an 

irreparable injury; (2) that remedies available at law, 

such as monetary damages, are inadequate to 

compensate for that injury; (3) that, considering the 

balance of hardships between the plaintiff and 

defendant, a remedy in equity is warranted; and (4) that 

the public interest would not be disserved by a 

permanent injunction.35   

Requiring that “public interest . . . not be disserved” 36  translates 

exceptionally well to the medical community, as medical innovations 

may often be life-saving, and their restriction therefore would disserve 

                                                                                                                                         
30 General Agreement on Trade Related Aspects of Intellectual Property Rights, 

art. 31(b), Apr. 15, 1994, 1869 U.N.T.S. 299.   
31 See, Apple Inc. v. Samsung Electronics Co., Ltd., 809 F.3d 633, 642 (Fed. 

Cir. 2015); Lamina Packing Innovations, L.L.C v. Monsieur Touton Selection, Ltd., 

No. 12 Civ. 5039(CM), 2013 WL 1421781 (S.D.N.Y. Apr. 4, 2013); InternetAd 

Sys., L.L.C v. Opodo Ltd., 481 F. Supp. 2d 596, 596 (N.D. Tex. 2007).  
32 See, e.g., InternetAd Sys., 481 F. Supp. 2d at 596; Lamina, 2013 WL 1421781 

at *2. 
33 35 U.S.C. § 283 (2012).   
34 Equity, BLACK’S LAW DICTIONARY (10th ed. 2014) (“The recourse to 

principles of justice to correct or supplement the law as applied to particular 

circumstances.” (emphasis added)). 
35 eBay Inc. v. MercExchange, L.L.C., 547 U.S. 388, 391 (2006).   
36 Id. 

continued . . . 
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the public.   

These four factors “apply with equal force to disputes arising under 

the Patent Act.”37  Further, claiming that a patent holder’s “lack of 

commercial activity in practicing [its] patents” suffices to establish lack 

of irreparable harm constitutes a “major departure” from traditional 

principles of equity and should “not be lightly implied.”38   

Imagine the following hypothetical: some pharmaceutical company 

develops a viable cure for a certain genetic disorder, but that cure 

potentially infringes upon a patent held by a patent troll.  The cure 

would extend the lifespan of persons afflicted with that disorder by an 

average of thirty years.  The patent troll moves to enjoin release of the 

cure, hoping to secure a settlement or license.  The Court stated that the 

first two factors are often met for patent injunctions.39  Because the 

Court gives no evidence alleging that any factor weighs more than the 

others 40 and Chief Justice Roberts suggested that patent holders will 

likely meet the first two factors,41 the pharmaceutical company has an 

uphill battle.  Therefore, the pharmaceutical manufacturer’s best 

defense would be arguing that the injunction disserves the public.42  If 

the patent troll can prove that those suffering from the genetic disorder 

represent so small a portion of the public, a court could find in the troll’s 

favor.   

Hence, we see that our current law potentially ignores the public 

focused purpose of most medical patents.  The Court has also shown 

itself unwilling to treat patent trolls differently than other patent holders.  

Therefore, a new way of viewing medical patents seems necessary.   

  

                                                                                                                                         
37 Id. 
38 Id. at 391–93. 
39 Cf. id. at 395 (Roberts, C.J., concurring) (noting “the difficulty of protecting a 

right to exclude through monetary remedies that allow an infringer to use an invention 

against the patentee's wishes” which “often implicates the first two factors of the 

traditional four-factor test.”).  But see id. at 394 (“[W]e take no position on whether 

permanent injunctive relief should or should not issue in this particular case . . . .”). 
40 See generally id (majority opinion). 
41 Cf. id. at 395 (Roberts, C.J., concurring). 
42 Though the pharmaceutical manufacturer could attempt to use the “national 

emergency” exception from TRIPS, it likely would not, as doing so would lessen the 

protections on its own patent on the pharmaceutical as well as the patent troll’s patent. 

See General Agreement on Trade Related Aspects of Intellectual Property Rights, 

supra note 30, at 1869 U.N.T.S. 299. 
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III. ALLOWING FOR LICENSE AGREEMENT FORMATION EVEN 

WHILE THE VALUE OF A PATENT IS NOT FIXED. 

If one assumes, as this article does, that, because of their 

significantly greater bargaining power, patent trolls can heavily 

overvalue their patents, then the solution lies in removing the source of 

that bargaining imbalance.   

There are effectively two possibilities to resolve the imbalance 

created by patent trolls: either changing the requirements for contract 

formation in certain licensing agreements or modifying the equitable 

principles for patent injunctions to give greater weight to the public.43  

While focusing intellectual property’s impacts on the public is not 

without precedent, 44  modifying the injunction test likely would 

constitute the “major departure” against which the  Supreme Court has 

warned.45  Professor Simone Rose posited an alternative solution for 

some issues in the medical patent realm including amending the Patent 

Act to include a compulsory licensing provision 46  like that in the 

Copyright Act.47  While such an amendment would almost certainly be 

invaluable to the patent system as a whole, it falls short of achieving its 

goals for the narrower issue of patent trolls leveraging their positions 

against drug manufacturers.  In part, this assertion comes from Professor 

Rose’s claim that this amendment would provide drug manufactures an 

incentive to license their own patents, 48  and such incentive is 

unnecessary when the manufacturer is the party who does not own the 

patent.  To create an entirely new subset of law exclusively for patent 

trolls would resolve some conflicts but create other factual issues, such 

as a factual finding that a party is a “patent troll.”  Instead, the law 

should establish a simple model for all medical patent licensing, 

eschewing the question of “patent troll” status altogether.  While this 

would also involve factual questions, such as whether the license is 

“medical,” such questions would be significantly easier and less time-

consuming to resolve, given the ambiguity of defining “patent troll.”49 

                                                                                                                                         
43 See, e.g.,Anna B. Laakmann, A Property Theory of Medical Innovation, 56 

JURIMETRICS J. 117, 123–24 (2016).  
44 See 17 U.S.C. § 115 (2012) (the “fair use” provision of the Copyright act). 
45 eBay Inc. v. MercExchange, L.L.C., 547 U.S. 388, 391 (2006).   
46 Rose, supra note 7, at 618–27. 
47 Id. at 624; 17 U.S.C. § 115.   
48 Rose, supra note 7, at 622 (noting that the threat of government interference 

would provide a “‘wings effect’ of motivating the parties to work through their 

bargaining and valuation issues). 
49 See Kay, supra note 17. 

continued . . . 
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A. Synopsis of the Proposed Model for Extending Valuation-

Period of a Patent. 

 

The goal of this new model is not to eliminate inequity in 

bargaining.  There will almost always be a situation where one party’s 

bargaining power outweighs the other’s, and therefore, imbalance tends 

to be seen only as one factor of many for determining contract validity.50  

Instead, the goal is to lessen the impact of this imbalance and to avoid 

indirect damage to consumers resulting from price-gouging by patent-

trolls.  The particular aims of this new model are twofold: (1) promoting 

consumer protection and (2) increasing efficiency of licensing 

agreements.  Hence, this model draws inspiration from the Uniform 

Commercial Code, which, particularly for governing the sale of goods 

(hereinafter, “Article 2”), promotes commercial efficiency. 51   One 

specific way Article 2 performs this function is through its “gap-filler 

provisions,” allowing parties to conclude contracts, despite little 

negotiating between the parties.52  The particular gap-filler provision at 

interest in this article is the Article 2 provision on an open-price term: 

section 2-305.53 

1. The Proposed Model Allows for Contract Formation Before 

Valuation of the Patent, and Valuation of Payment to the 

Patent Holder. 

 

This model seeks to resolve four major issues in current patent 

licensing.  First, the proposed model allows parties to conclude a patent 

licensing or sales agreement, even while they have not fixed the value 

which the licensor is to receive.  For a sale, this “value” would be 

whatever price would be paid for the patent, whether in one lump-sum 

or in installments.54  For a licensing agreement, the “value” in question 

is likely to be the royalty percentage with which the licensor feels 

                                                                                                                                         
50 See Bellsouth Mobility LLC v. Christopher, 819 So.2d 171, 173 (Fla. Dist. Ct. 

App. 2002) (stating that factors for procedural unconscionability include “age, 

education, intelligence, business acumen and experience, relative bargaining power, 

who drafted the contract, whether the terms were explained to the weaker party, 

whether alterations in the printed terms were possible” (internal citations omitted)). 
51 See U.C.C. § 2-605, cmt. 2 (AM. LAW INST. & UNIF. LAW COMM’N 1977) 

(discussing “the general policy of [Article 2] which looks to preserving the deal 

wherever possible”).  
52 Matthew J. Boettcher & Jeffery C. Gerish, Enforceable Contracts without 

Agreement on Price, MICH. BAR J., Jan. 2005, at 34, 35 (2005) (“The Uniform 

Commercial Code includes several “gap-fillers” to complete sales contracts that are 

otherwise incomplete.”). 
53 U.C.C. § 2-305 (AM. LAW INST. & UNIF. LAW COMM’N 1977).  
54 See 26 U.S.C. § 1253 (2012). 
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comfortable.  The model would allow for conclusion of the agreement 

while delaying valuation, possibly even until the licensor’s product is 

on the market, and there is empirical data for its market price and how 

large the consumer-base is.  In considering these factors, the model 

would allow for a more fact-based determination of the reasonableness 

of the value than the present estimation-based valuation allows.   

2. The Proposed Model Includes a Default Scheme for 

Determining Value If the Parties Cannot Agree. 

 

Second, the model includes a mechanism for crafting a value if the 

parties cannot, even after extending their time for valuation, agree as to 

the patent’s value.  The solution is the same as it would be for an open-

price term in Article 2: a reasonable value.55  However, this does not 

resolve what constitutes as a reasonable value.  Here, a reasonable value 

would be based on the empirical data discussed in the preceding 

paragraph, if available, or reasonable projections, if not, and a 

“reasonable royalty,” as determined in the Patent Act.56   

After a patent holder successfully sues for infringement, courts 

“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 fixed by the court.” 57   This language referencing a “reasonable 

royalty” 58  implies that the Patent Act views damages for patent 

infringement to be at least be equal to what the patent holder would have 

received had it licensed its patent.    

3. The Proposed Model Includes a Situation Where the Value 

Ascribed to the Patent Is Per Se Unreasonable.  

 

Third, the new model implements a bright-line rule that the value of 

the patent is per se unreasonable if, despite the licensee’s good faith 

efforts to market its product, either party is rendered insolvent, because 

of the licensing agreement.  Including that a party must be rendered 

insolvent “because of” the agreement defends against unseemly 

transactions exposing a party to liability.  This requirement also 

precludes attempts to pin the effects of natural market forces on the 

other party.  The requirement that the licensee use “good faith efforts to 

market its product” further protects from market failures outside either 

party’s control, and also defends the patent holder from the licensee 

                                                                                                                                         
55  U.C.C. § 2-305(1) (AM. LAW INST. & UNIF. LAW COMM’N 1977). 
56 See 35 U.S.C. § 284. 
57 Id.  
58 Id.  
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attempting to short the “value” of the patent due to low market price, or 

lack of attempts to advertise. 

4. The Proposed Model Provides Incentives for Patent Trolls 

to Seek Licensing First, Rather Than Litigation.  

   

Finally, the model prescribes incentives to licensing for patent 

holders.  A patent holder will be presumed to be in bad faith if it fails to 

attempt to negotiate licensing prior to pursuing litigation.  Furthermore, 

failure to attempt negotiations operates as a party’s failure to exhaust its 

remedies at law, so the patent holder would not be entitled to injunctive 

relief.  While this seems heavily weighed against the patent holder, it 

only requires an honest “attempt” to negotiate; if the other party refuses, 

the patent holder has satisfied its obligations.  That attempt must be 

performed in good faith, however.   

B. Purpose and Scope 

 

Section 2-305 of Article 2 provides for concluding a sales contract 

“even though the price is not settled.”59  When parties conclude such a 

contract, the price is determined to be “a reasonable price at the time of 

delivery;”60  the time of a “voluntary transfer of possession” or “of 

control.”61  The comments to section 2-305 also state that Article 2 

“rejects . . . the formula that ‘an agreement to agree is unenforceable’” 

if the price-term is left open and “rejects also defeating such agreements 

on the grounds of ‘indefiniteness.’”62 

Under common law, such “indefiniteness” reflects “agreements to 

agree,” which courts often refuse to enforce.63  Where courts find an 

agreement’s terms “too indefinite” to be determined later, absent 

statutory acceptance like section 2-305, they will refuse enforcement of 

that agreement. 64   However, these agreements are not per se 

unenforceable; they may be enforced if the terms “provide a basis for 

determining the existence of the breach and for giving an appropriate 

remedy.”65  But absent some more concrete determination of value, the 

                                                                                                                                         
59 U.C.C. § 2-305(1).  
60 Id. 
61 Id. § 1-201(15). 
62 Id. § 2-305, cmt. 1. 
63 See, e.g., Dixon v. Wells Fargo Bank, 798 F. Supp. 2d 336, 342 (D. Mass. 

2011) (“[A]s matter of law ‘[a]n agreement to reach an agreement is a contradiction 

in terms and imposes no obligations on the parties thereto.’” (citation omitted)). 
64 E.g., id at 341–42.  
65 RESTATEMENT (SECOND) OF CONTRACTS § 33 (AM. LAW. INST. 1981); see, 

e.g., Pittman v. Experian Info. Sols., Inc., 901 F.3d 619, 633 (6th Cir. 2018). 

continued . . . 



 

238 WAKE FOREST J. 

BUS. & INTELL. PROP. L. 

[VOL. 19 

common-law of contracts would find such an agreement to be, at best, 

an agreement to negotiate in good faith, but with no guarantee that a 

patent transfer will occur.66   

This model’s allowance that parties conclude a contract absent price 

and its method of filling in a price if the parties cannot agree are both 

based rather clearly off section 2-305 of Article 2, but because Article 

2 only applies to the sale of goods,67 and neither a license nor the patent 

itself would fall under the definition of “goods,”68 Article 2 itself is 

inapplicable.  However, section 2-305 reflects the same idea (price need 

not be determined for contract formation)69, so it serves as an effective 

framework from which to build and modify considering the differences 

between sales of goods and patent licensing.  For example, comments 

to section 2-305 state that because Article 2 “recognizes remedies such 

as cover, resale, and specific performance . . . there is usually a 

‘reasonably certain basis for granting an appropriate remedy for breach’ 

so that the contract need not fail for indefiniteness.”70  Neither cover nor 

resale exist by default in licensing agreements, so the model must react 

appropriately.  However, “specific performance” easily fits into patent-

licensing law.71  What specific performance generally entails is simply 

“compel[ling] one to adhere to his commitments.”72  The licensor’s 

obligation is to relinquish the license; 73 the licensee’s obligation is to 

pay the value for the license.74  The difficulty arises in valuing the 

                                                                                                                                         
66 See Adjustrite Sys., Inc. v. GAB Bus. Servs., Inc., 145 F.3d 543, 548 (2d Cir. 

1998) (“[W]hen the parties agree on certain major terms, but leave other terms open 

for further negotiation . . . [that agreement] does not commit the parties to the 

ultimate contractual objective but rather to the obligation to negotiate the open issues 

in good faith . . . .” (citation omitted)). 
67 U.C.C. §§ 2-102, 2-305. 
68 Id. § 2-105(1).  
69 Id. § 2-305. 
70 Id. § 2-305, cmt. 1.  
71 Id.; see, e.g., Blum v. Comm’r, 183 F.2d 281, 287 (3d Cir. 1950) (“A patent is 

property, title to which passes from the inventor only by assignment, and an 

agreement to assign will be specifically enforced”); see also Maureen A. O’Rourke, 

Rethinking Remedies at the Intersection of Intellectual Property and Contract: 

Toward a Unified Body of Law, 82 IOWA L.R. 1180 (1997). 
72 See, e.g., Lummus Co. v. Commonwealth Oil Ref. Co., 195 F. Supp. 47, 54 

(S.D.N.Y. 1961). 
73 See, e.g., UNIF. COMPUT. INFO. TRANSACTIONS ACT § 101(a)(43) (NAT’L 

CONFERENCE OF COMM’RS ON UNIF. STATE LAWS 2002) (“‘Licensor’ means a 

person obligated by agreement to transfer or create rights . . . under an agreement . . . 

.”).   
74 A Licensee is entitled to take the rights the licensor provided in the License 

Agreement. See id. § 102(a)(42). Taking the rights which the Licensor “transfer[red] 

or create[d]” obligates the License to pay consideration. See id. § 601(c)(3) (“A party 

shall pay or render the consideration required by the agreement for a performance it 
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license, but the purpose of this article is resolving some of those very 

difficulties.75   

In a licensing agreement, a licensor’s breach would be simple for 

the licensee to prove and remedies would likewise be simple to 

determine.  The licensor’s breach would merely require showing that 

the licensee never received the license.  Remedies would include 

specific performance (i.e., transfer of the license), possible damages for 

lost profits by not being able to get the product to market as quickly, 

and potential incidental and other consequential damages to the 

licensee, if the breach was such that it warrants those.   

Breach and remedies for the licensor are more difficult to determine.  

The licensee’s breach requires that party to not have paid the licensor 

fair value.  Licenses tend to be sui generis,76 so proscribing a market 

price would not work as well as under section 2-305 to define a fair 

value. 77   While valuation of intellectual property presents “very 

specialized challenges,” 78  parties would certainly have information 

available to outline a license’s worth, especially if valuation occurs after 

the product reaches the market.79   As the model seeks to postpone 

valuation, it allows for parties to ignore this issue during negotiations.80  

Therefore, we should not view it as a model for determining fair value 

of licenses, but rather as a way to prevent valuation’s “specialized 

challenges” from impeding contract formation.  The goal is not to 

outline what the price should be for all licensing agreements, rather, it 

is to counter incentives present in the current system so as to better 

defend innovators and better defend the public, rather than patent trolls.   

So radical a change to the common law would require statutory 

                                                                                                                                         

accepts.”)  
75 GORDON V. SMITH & RUSSELL L. PARR, VALUATION OF INTELLECTUAL 

PROPERTY AND INTANGIBLE ASSETS 139 (John Wiley & Sons 2d ed. 1994); see also 

Clarissa Long, Proprietary Rights and Why Initial Allocations Matter, 49 EMORY 

L.J. 823, 834 (2000) (noting that parties to licensing agreements frequently use 

“proxies” for valuation, “includ[ing] the size of the patent holder’s portfolio, the 

licensing fees the patentee received from licensing other patents, the amount of 

venture capital financing the patentee has been able to attract, and the litigiousness 

(or expected litigiousness) of the patent holder”). 
76 See Nat’l Foam Sys. v. Urquhart, 103 F. Supp. 433, 435 (E.D. Pa. 1952), 

aff’d, 202 F.2d 659 (3d Cir. 1953) (“[A] license under a patent is in some respects 

sui generis . . . .”).  
77 There is no “market price” or analogue, which Article 2 accepts as a fair 

value. See U.C.C. § 2-305 cmt. 3 (AM. LAW INST. & UNIF. LAW COMM’N 1977) 

(“[A] ‘posted price,’ or a future seller’s or buyer’s ‘given price,’ ‘price in effect,’ 

‘market price,’ or the like satisfies the [reasonable price].”). 
78 SMITH & PARR, supra note 75, at 139.  
79 See Long, supra note 75, at 834. 
80 See infra Part IV. 
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action; the action taken by each state’s adoption of Article 2.81  Many 

judges are hesitant to “blue-pencil” agreements because the parties 

could not agree, as it can create an enforceable contract to which neither 

party agreed.82  Without judicial acceptance, the licensor could ignore 

the otherwise indefinite licensing agreement and sue for infringement.83  

Thus, the licensee assumes the entirety of the risk.  That is especially 

problematic if the patent holder ignores the agreement after it is revealed 

that the new product is lucrative.84  The patent’s value is thus far greater 

than before, and there may now be consumers who have actively begun 

to rely on the product’s existence.85  Those consumers could likely not 

successfully pursue relief against the licensor.86  

C. This New Model Has Benefits for Both Patent Trolls and 

Licensees. 

 

Why would patent holders allow for this extension?  After all, this 

model prevents patent holders from receiving their money immediately.  

While this consideration has merit, there are two factors which address 

this question.  First, the model is permissive, not mandatory.  Patent 

holders who, in good faith, have reasons to want the valuation sooner 

are permitted not to invoke this model. 87   Nevertheless, those who 

refuse the model in bad faith will face more hostility for moving to 

                                                                                                                                         
81 U.C.C. § 2-305.  
82 See, e.g., Pure Power Bootcamp, Inc. v. Warrior Fitness Bootcamp, L.L.C, 

813 F. Supp. 2d 489, 508 (S.D.N.Y. 2011) (“New York courts are reluctant to 

rewrite a contractual non-compete provision by adding time and geographic 

limitations that the court, and not the parties themselves, has deemed reasonable.”). 
83 See Dixon v. Wells Fargo Bank, 798 F. Supp. 2d 336, 342 (D. Mass. 2011) 

(illustrating that an agreement to agree “imposes no obligations on the parties 

thereto”). 
84 See infra Section III.F. 
85 See, e.g., Carik v. U.S. Dep’t of Health and Human Servs., 4 F. Supp. 3d 41, 

47–50 (D.C. Cir. 2013) (illustrating consumers’ reliance by virtue of plaintiffs 

alleging injury for a drug shortage, though caused by circumstances other than by 

patent holder enjoining manufacture and sale of drug). 
86 See, e.g., Lacognata v. Hospira, Inc., No. 8:12-cv-822-T-20TG, 2012 WL 

6962884, at *2 (M.D. Fla. July 2, 2012) (“There is no authority that supports 

Plaintiff's argument that a drug manufacturer, like Hospira, has a duty to continue 

supplying a patient with a drug that it knows the patient relies upon for his or her 

medical health.”); RESTATEMENT (SECOND) OF TORTS § 314 (AM. LAW. INST. 1965) 

(“The fact that the actor realizes or should realize that action on his part is necessary 

for another's aid or protection does not of itself impose upon him a duty to take such 

action.”). But see, e.g., Hochendoner v. Genzyme Corp., 823 F.3d 724, 732–34 (1st 

Cir. 2016) (stating that plaintiff class could have standing to sue drug manufacturer 

for reducing supply, but plaintiff class failed to factually particularize its injury). 
87 See supra Subsection III.A.4; infra Part IV. 
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litigate before any good-faith attempt at licensing.88  

Second, patent trolls would not receive that money immediately 

anyway.  Patent trolls are reactionary and do not commence litigation 

until after the infringing product is released or announced. 89  

Furthermore, commencing litigation does not produce money 

immediately, especially when court congestion causes delay. 90  

Notifying the purported-infringer and attempting to license may result 

in the patent holder getting paid before it would during litigation, 

depending on court dockets and the obstinance of the purported 

infringer.   

D. This New Model Works Against Leveraging a Licensee’s 

Desperation and Delay. 

 

The bargaining imbalance between patent trolls and purported 

infringers can be rooted in the problem of delay.  Delay caused by 

negotiating a patent’s value leads licensees to lose potential profits 

because time spent negotiating usurps time on the market.91  If, for 

example, the product in question would make the licensee $100 million 

per week, then a week spent negotiating the terms of the license 

agreement costs the licensee that $100 million.  Furthermore, money in 

the present has more value than money in the future.92  Hence, selling a 

product now (and thus profiting from it now) means that the profit 

received would be greater than the profit if the product were put on the 

market later.93 

Obviously, selling a product one week and during the next week 

renders greater profits, but even if the manufacturer could only sell one 

of those two weeks, selling during the first of the two weeks produces 

                                                                                                                                         
88 See supra Subection III.A.4; infra Part IV. 
89 See ROGERS, supra note 19 and accompanying text; The Patent Troll 

Problem, supra note 20. 
90 See Waters & Strickland, supra note 21. 
91 See e.g., Press Release, AstraZeneca PLC, Euro Medium Term Note 

Programme 7 (June 21, 2018), https://www.astrazeneca.com/content/dam/az/media-

centre-docs/press-

releases/2018/AstraZeneca%20PLC%20EMTN%20Update%202018%20-

%20Base%20Prospectus%20226679-3-39%20v0.1.pdf (“Significant delays to 

anticipated launch dates of new products could have a material adverse effect on the 

Issuer's financial condition and/or results of operations.”). 
92 See, e.g., Introduction: What is Time Value of Money?, MONEYCOUNTS: A 

PENN STATE FINANCIAL LITERACY SERIES, 

https://psu.instructure.com/courses/1806581/pages/introduction-what-is-time-value-

of-money (last visited Nov. 19, 2018).  
93 See id. 
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more value because of depreciation principles.94  Therefore, delay not 

only causes licensees to miss opportunities to make profits, but even 

those profits which they do make have less value.95  The licensee thus 

has an economic incentive to conclude the licensing agreement faster to 

avoid this delay and to more quickly move the product to market.   

As the licensee becomes more desperate, the value which it would 

be willing to provide for the license inherently increases.96  This idea of 

“desperation” reflects both the elementary economic idea of demand, 

and the haste with which the licensee wants to conclude the 

transaction.97  The impact of economic demand can be examined along 

the economic price-demand curve, with higher demand correlating to 

higher value. 98   As the licensee’s desperation increases, it accepts 

paying a higher price to the licensor.99  To help illustrate this contention, 

imagine a patent troll blocks a medical product due to alleged 

infringement.  Assume that, for each day that this product was on the 

market, one less person would die than would have died otherwise.  

Ergo, each day of delay results in one death that would not have 

occurred but for that delay.  The licensee would presumably want to 

unnecessary death for moral reasons.  Alternatively, the licensee may 

want to avoid this outcome for commercial reasons, in that, because the 

product has the potential to save these peoples’ lives, these potential 

decedents could be potential customers instead.  If the licensee seeks to 

prevent these deaths for either reason, each day of delay adds to its loss, 

incentivizing the licensee to conclude the transaction as quickly as 

possible.   

If the agreement grants royalties to the licensor, the licensor is 

incentivized to efficiently conclude the transaction, as the licensor’s and 

                                                                                                                                         
94 See e.g., Press Release, AstraZeneca PLC, supra note 91 at 7 (“Significant 

delays to anticipated launch dates of new products could have a material adverse 

effect on the Issuer's financial condition and/or results of operations.”). 
95 See e.g., id. at 8 (“[I]n immuno-oncology in particular, speed to market is 

critical given the large number of clinical trials being conducted by other 

companies.”). 
96 See, e.g., id. at 7 (“[T]he launch of products that are seasonal in nature, delays 

in regulatory approvals or manufacturing difficulties may delay launch to the next 

season which, in turn, may significantly reduce the return on costs incurred in 

preparing for the launch for that season.”). 
97Id.; see also What Factors Change Demand?, KHAN ACAD., 

https://www.khanacademy.org/economics-finance-domain/ap-microeconomics/ap-

supply-demand-equilibrium/ap-demand-curve-tutorial/a/what-factors-change-

demand (last visited Feb. 16, 2019). 
98 See, e.g., Adam Hayes, Economic Basics: Supply and Demand, 

INVESTOPEDIA, https://www.investopedia.com/university/economics/economics3.asp 

(last visited Nov. 19, 2018). 
99 Id. 
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licensee’s interests are unified because both parties profit off the 

licensee’s market success.  Thus, both parties have a clear economic 

incentive to conclude the licensing agreement as soon as possible.  The 

problem arises when the licensee’s desperation to conclude the 

agreement outweighs the value of efficiency to the licensor, and the 

licensor leverages against that desperation.  A licensor would likely 

accept losses from the product’s reduced time on the market, if the 

licensee ceded enough royalties to cover, or exceed, those losses.  If the 

licensor could guarantee such cover, it would have nothing to lose, and 

everything to gain, from delaying the transaction for as long as possible.  

Though the licensor does not directly profit from this, it benefits from 

the increased negotiation leverage which the licensee’s growing 

desperation provides.  If the agreement is not based on royalties 

(including a settlement agreement based off calculating damages), the 

licensor has no interest in the licensee’s profit, and therefore, can 

exercise its dominion over the licensee, even without meeting the 

above-noted cover.   

Furthermore, as previously stated, patent trolls are often reactionary, 

in that they notify purported infringers of their infringement claims only 

after the product is completed; only then do they threaten litigation or 

try to force a licensing agreement.100  In the case of medical products, 

the likelihood of the licensee having gone through various trials and 

different levels of research and development is incredibly high.101  The 

Patent Act even expressly prohibits bringing an infringement suit 

during the research and development phase, 102  meaning the 

manufacturer must build reliance before being alerted to its potential 

infringement.103  Furthermore, the licensee’s reliance on its ability to 

market the product works in the patent trolls’ favor because the longer 

that the licensee believes in the product’s marketability and the more 

money and time it sinks into development based on that reliance, the 

                                                                                                                                         
100 See, e.g., ROGERS, supra note 19 and accompanying text.  
101 See, e.g., Amgen, Inc. v. F. Hoffman-LaRoche Ltd., 456 F. Supp. 2d 267, 

277–78 (D. Mass. 2006) (noting that defendant’s filing of Abbreviated New Drug 

Application after trials had been conducted helped establish the existence of 

immediacy required for a cognizable claim for infringement).  
102 See 35 U.S.C. § 271(e)(1) (2012) (“It shall not be an act of infringement to 

make, use, offer to sell, or sell within the United States or import into the United 

States a patented invention . . . solely for uses reasonably related to the development 

and submission of information under a Federal law which regulates the manufacture, 

use, or sale of drugs or veterinary biological products.”); see also Telectronics 

Pacing Sys., Inc. v. Ventritex, Inc. 982 F.2d 1520, 1525 (Fed. Cir. 1992) (holding 

appellee was exempt under 35 U.S.C. § 271(e)(1) because their alleged activities of 

making, using and selling of a patented invention were solely for uses reasonably 

related to clinical trial purposes).  
103 See 35 U.S.C. § 271(e)(1). 
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more it stands to lose from not accepting the patent troll’s terms.  

Therefore, the current system incentivizes licensor’s delay and 

licensee’s reliance.104   

E. An Exception May Exist to Give Patent Holders Greater 

Freedoms in the Agreement If They Are “Altruistic.” 

 

There may be certain situations where the open-value model is less 

helpful and may harm consumers more than manufacturers internalizing 

price-gouged costs.  Such a situation includes what this article will refer 

to as the “altruistic patent troll,” who seeks either to use its greater 

bargaining power or litigation to force the licensee to charge the 

consumers a more reasonable price for the product.105  The solution is 

to create an exception to some of the greater protections the licensee has 

under the new model in general, by allowing the licensor more freedom, 

but mandating a caveat in the agreement and controlling to some extent 

the product’s market price charged to the licensee’s consumers.   

This “caveat” exception should prevail over the open-value model 

only when the patent troll expressly argues that it is acting under 

altruistic intentions.  Consider the case study of Kyle Bass.106  A hedge-

fund manager, Kyle Bass began an organization called “Coalition for 

Affordable Drugs,” through which he filed challenges to drug patents 

held by a number of biopharmaceutical companies. 107   His stated 

purpose was to litigate against infringing pharmaceutical manufacturers 

to prevent them from selling their drugs for “sky high” prices,  making 

it easier for consumers who need those drugs to access them. 108  

Whether Bass’s intentions were genuine or not does not matter to this 

exception, only that he expressly claimed them.109   

                                                                                                                                         
104 While knowledge of any relevant patents before beginning research and 

development would be helpful, it is not always possible to obtain such information. 

See Michael J. Dunne, Intellectual Property Due Diligence, in INTELLECTUAL 

PROPERTY DESKBOOK FOR THE BUSINESS LAWYER 123, 127 (2d. ed. 2009) 

(“Without the target’s full and unfettered cooperation, the due diligence process is 

likely to be flawed and arrive at erroneous conclusions.”). 
105 Gretchen Morgenson, Working to Lower Drug Costs by Challenging 

Questionable Patents, N.Y. TIMES (Nov. 27, 2015), 

https://www.nytimes.com/2015/11/29/business/working-to-lower-drug-costs-by-

challenging-questionable-patents.html?_r=0. 
106 See Jen Weiczner, Why Drug Price Controversy is Great News for This 

Hedge Fund Manager, FORTUNE (Sept. 30, 2015), 

http://fortune.com/2015/09/30/drug-prices-stocks-kyle-bass/. 
107 Id.  
108 Id. 
109 Christopher Edward Neill, The Drug Short: A New Mechanism for Creating 

Financial Incentives for Discovery of Invalid Pharmaceutical Patents, 23 J. INTELL. 
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Procedurally, this “caveat” exception would allow any patent holder 

to declare themselves an “altruist patent holder” for purposes of inter 

partes review. 110   If the licensor so elects, she may set the price 

unilaterally.  Here, “price” refers not to the value of the license, but 

rather to the market price per unit once the product reaches the market.  

The licensor would also be granted more freedom to set its royalty 

percentages.  However, that freedom comes with the “caveat” that the 

licensing agreement must include some control on the value of the 

product once it hits the market, and that price must be lower than any 

projections that the licensee had of the product’s price.   

By electing to refer to itself as an “altruist,” the patent holder 

implicitly concedes that its purpose in this transaction is not pure profit, 

but rather for the good of the consumers.111  As such, the licensor must 

accept that it will not receive as much money as it could if the license 

was for royalties of a lesser percentage but with a greater market price.  

In effect, the licensors trade their potential for greater profits for more 

freedom in the contracting process.  But this profit concession is in line 

with altruistic claims and therefore should easily be accepted by a 

licensor who actually holds such aims.  This exception is also in line 

with the model’s twin aims of increasing efficiency of concluding 

licensing transactions by requiring less input from either party and 

protecting consumers by lowering the market price.   

The reasoning behind this potential election is not to conflate 

morality and law.  Rather it works to skip the step of determining the 

licensor’s good faith and further expedite conclusion of the transaction, 

while nevertheless, protecting the consumers from unnecessary high 

prices.  It has an implicit check on good faith because no reasonable 

contracting party would exercise a completely voluntary option to 

reduce its own potential profits if its goal was to abuse its greater 

bargaining power through price-gouging for profit itself.  It is possible 

that a licensor could exercise this exception merely to reduce the 

licensee’s profits, especially if the two parties are competitors in the 

market.  However, that argument falters if this caveat-contracting 

exception incorporates the restriction on “good faith valuation” from the 

                                                                                                                                         

PROP. L. 329, 345 (2016). 
110 “Inter Partes Review,” or IPR, is a process under which persons who do not 

own a patent may challenge the validity of that patent for failing to meet the requisite 

standards for novelty (under 35 U.S.C. §102 (2012)) or non-obviousness (under 35 

U.S.C. § 103 (2012)). 35 U.S.C. § 311 (2012). The patent owner may then respond 

defending the patent. Id. § 313. Parties may instigate an IPR “to challenge 

patentability within a year of being served with a complaint alleging patent 

infringement.” Carl Zeiss A.G. v. Nikon Corp., No. 2:17-CV-07083, slip op. at 2 

(C.D. Cal. filed Oct. 16, 2018). 
111 See Wieczner, supra note 106. 
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open-value model.  There is no good faith valuation when the licensee 

is left insolvent because of the licensor’s price. 112   Including this 

restriction removes the possibility that this unilateral price setting may 

be used to harm the licensee.  

F. The New Model Lowers the Risk That Parties Will Receive Less 

Value in the Exchange Then They Would Have If Valuation 

Occurred Earlier.  

 

The open-value model presents the possibilities of results which 

neither party expected, particularly if the patent’s valuation occurs after 

the product has entered the market.  For example, if the licensee’s 

product turns out to be more lucrative than either party expected, the 

licensor stands to make more money because of the delay, because the 

reasonableness of the value increased from the product’s market 

success.  Likewise, a product projected to be very successful, but which 

failed on the market, would have a lower “reasonable” value.   

Why then would parties fix the value later if they subject themselves 

to this risk?  Because such risk existed in the transaction before, it was 

distributed amongst the parties differently before.113  Assuming that, if 

the projected and actual value of the license are equal, the license and 

the valued the licensee paid are also of equivalent value (i.e., each 

party’s net gains and net losses from the transaction zero out), then 

transaction risk is as follows.   

The risk that a license will have a greater actual value after the value 

was fixed is on the licensor, because it received less money for licensing 

its patent which turned out to have more worth than expected,114 but that 

risk shifts to the licensee when the value is fixed later because it will 

have to pay more for the license than it would before.115  The inverse is 

also true: the risk that a license will be worth less after the value 

becomes fixed is on the licensee, because it overpaid for a license with 

less actual value,116 but that risk shifts to the licensor when the value is 

fixed after its lesser worth becomes apparent, because it lost the chance 

to receive the higher, projected value for the license.117 

  

                                                                                                                                         
112 See supra Subection III.A.3.  
113 Cf. ROBERT J. SPJUT, TRANSACTION RISK: A LEGAL GUIDE TO CONTRACTUAL 

MANAGEMENT STRATEGIES 133 (2018) (“If the value it receives for completing a 

task is fixed, the scope of which task is uncertain, the obligor risks having to give 

more time and effort than anticipated for the fixed amount; it bears the responsibility 

of the risk.”). 
114 Id. 
115 Id. 
116 Id. 
117 Id. 



 

 

 

2019] U.C.C. § 2-305 VALUATION IN 

LICENSING AGREEMENTS 

247 

License’s 

relative value 

Projected 

Value 

Actual 

Value 

Price fixed 

before/after actual 

value revealed 

Risk is 

on . . . 

Undervalued $100 $110 Before Licensor 

Undervalued $100 $110 After Licensee 

Overvalued $100 $90 Before Licensee 

Overvalued $100 $90 After Licensor 

Table 2 

This raises a question: should good faith valuation be thought of in 

terms of when the contract was formed or when the price was 

negotiated?  Section 2-305 allows for the later price to control, 118 

therefore, shifting the risk of overvaluation to the buyer and shifting the 

risk of undervaluation to the seller.  Because, as stated above, risks exist 

for both parties in overvaluing or undervaluing products, changing the 

time at which a reasonable value is measured merely swaps the risks, so 

there is no intrinsic reason to choose one over the other.119   

IV. MODEL DELAYED VALUATION STATUTE 

1. Parties to a contract for the Sale or License of a medical Patent may, 

if they so intend, enter into an enforceable agreement, even though the 

Value of that agreement is left to be determined at a later time.  

 (a) The presumption is that the Value of a License agreement will 

be determined from  

(i) a royalty percentage; and  

(ii) the licensee’s earnings from its authorized use of the 

patented material.  

 (b) The presumption is that the Value of a Sale agreement will be 

determined from  

(i) the Buyer’s earnings from its use of the patented material; 

and  

(ii) the remaining life of the patent. 

 (c) The parties may rebut the presumption in paragraphs (a) or (b) 

with an affirmative showing, in writing, that their intentions for Value were 

otherwise. 

2. If after the licensee’s authorized use of the patented material enters 

the stream of commerce, the parties fail to come to an agreement as to the 

value, the value is equal to a “Reasonable Royalty” percentage of the 

licensee’s earnings from its authorized use of the patented material. 

3. For the purposes of this section, “Reasonable Royalty” has the 

meaning of “a reasonable royalty” under 35 U.S.C. § 284.120 

 

                                                                                                                                         
118 U.C.C. § 2-305(1) (AM. LAW INST. & UNIF. LAW COMM’N 1977) (“[T]he 

price is a reasonable price at the time of delivery.” (emphasis added)). 
119 See supra notes 113–117 and accompanying text. 
120 35 U.S.C. § 284 (2012). 
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V. CONCLUSION 

 Parties will exercise their unequal bargaining power when 

contracting.  That is not, per se, something warranting legal redress.  

However, when the costs are a result of the disruption of the medical 

community’s ability to craft new products, we should consider change.  

This article proposes a model that seeks to solve problems in the patent 

system by separating the property and contract hybrid of the license 

agreement and focusing solely on the agreement.  This model would 

remove certain obstacles in the process of producing and releasing 

medical products, while nevertheless incentivizing parties to come to 

the drafting table and craft these licenses.   
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