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I. Introduction 
 
  In the United States, a patentee's rights are protected by federal statutory law and by 
state contract law. Under 35 U.S.C. §  154, a patent grants to the patentee the right to 
"exclude others from making, using, or selling the invention throughout the United 
States. . . ." A patentee may enforce this right by bringing an action against anyone who 
makes, uses, or sells the patented invention within the United States during the term of 
the patent and without authorization from the patentee. [n.1] Since the patent has 
attributes of personal property, [n.2] the patentee may allow others to exploit the patent. 
The patentee may grant all rights to the patent by assignment [n.3] or the patentee may 
grant less than the full set of patent rights by licens ing. 
 
  The Supreme Court has described a patent license as "a mere waiver of the right to sue." 
[n.4] The Federal Circuit explains that:  
    [A] patent license agreement is in essence nothing more than a promise by the licensor 
not to sue the licensee. . . . Even if couched in terms of "[I]incensee is given the right to 
make, use, or sell X," the agreement cannot convey that absolute right because not even 
the patentee of X is given that right. His right is merely one to exclude others from 
making, using or selling X, 35 U.S.C. §  154. (Citation omitted). [n.5] 
 
Nevertheless, a patent licensing agreement is a contract which is governed by principles 
of state contract law. [n.6] For example, a licensor may claim that a licensee's failure to 
pay royalties resulted in an early termination of the license agreement. In this situation, 
Chief Justice Taney concluded that the dispute "does not arise under any act of Congress; 
nor does the decision depend upon the construction of any law in relation to patents. It 
arises out of the contract. . . ." [n.7] 
 
  A patent license may contain a provision which reserves certain uses of the patent for 
the benefit of the licensor. [n.8] Although the breach of a royalty clause would be 
resolved under state contract law, the remedy for a breach of a license restriction may be 
limited to a patent infringement suit in federal court. In certain cases, the licensor may 
have the option to seek a remedy for a license restriction breach under the contract or 
from a patent infringement suit. This article examines the rationale behind the variable 
remedies for a breach of a patent license restriction. In addition, this article explores the 



argument that a license restriction implies a covenant by the licensee not to invade the 
patent rights retained by the licensor. Both issues are illustrated in a license agreement 
dispute between Genentech and Eli Lilly. 
 
 
II. Eli Lilly and Co. v. Genentech, Inc. 
 
 
A. The License Agreement 
 
  A license restriction provision may take many forms. One form of license restriction 
limits the licensee's use of a patented product to a particular market. This type of 
restriction is illustrated by General Talking Pictures [n.9] in which one party was granted 
a license to use the invention in motion theater projectors while another party was granted 
a license to use the invention in radio equipment for the home. In addition, the patentee 
may choose to grant licenses which cover various portions of the patent. This type of 
restriction is particularly useful in the exp loitation of a new process which has numerous 
potential applications or for a new product which contains useful components. The 
dispute in Eli Lilly and Co. v. Genentech, Inc. [n.10] concerned this type of license 
restriction. 
 
  In a license agreement between Genentech and Eli Lilly, Genentech granted Eli Lilly 
access to a "recombinant cloning vehicle" which was covered by Claim 6 in Genentech's 
U.S. Patent No. 4,704,362. [n.11] The recombinant cloning vehicle is a recombinant 
deoxyribonucleic acid (DNA) molecule which may be used to produce a mammalian 
protein in bacterial cells. Basically, the cloning vehicle is composed of DNA sequences 
which code for the mammalian protein and DNA regulatory sequences which provide an 
efficient production of the mammalian protein in the bacterial cells. [n.12] The 
Genentech patent describes the use of the DNA regulatory sequences to produce a variety 
of mammalian proteins. However, Claim 6 is limited to a cloning vehicle composed of 
DNA regulatory sequences and DNA sequences which code for the human insulin 
protein. Thus, Eli Lilly could use the genetic material to produce insulin in bacterial cells 
as an alternative to the isolation of insulin from pancreas glands. The scope of the license 
was described in clause 6.01 of the license agreement:  
    Genentech hereby grants to Lilly the exclusive, irrevocable world-wide right with the 
right to grant sublicenses, to use all Genentech Recombinant [genetic material] for the 
limited purpose of manufacturing, selling and using Recombinant Insulin without regard 
to Genentech Patent Rights, and in connection only with such production, sale and use, to 
use all technical information and know-how supplied by Genentech hereunder. 
(Emphasis added).  [n.13] 
 
  Genentech brought an action against Eli Lilly claiming, inter alia, that Eli Lilly's use of 
the recombinant cloning vehicle exceeded the scope of the limited license. Genentech 
contended that Eli Lilly used the recombinant cloning vehicle to produce human growth 
hormone in order to compete with Genentech's human growth hormone product. [n.14] 
Genentech sought judgment as a matter of law that clause 6.01 of the license agreement 



included a covenant by Eli Lilly not to use Genentech's genetic material for non- insulin 
purposes. Genentech claimed that the production of human growth hormone was beyond 
the scope of the license and constituted a breach of the contract. 
 
 
B. Consequences of a License Restriction Breach 
 
  The Indiana federal district court concluded that violation of a license restriction does 
not give rise to an action for breach of contract. The court supported this conclusion with 
a pronouncement from a Delaware superior court that "[i]f the [licensee] should use the 
patents over and above the limitation, the [licensor] would have no remedy under the 
contract but could sue for infringement." [n.15] Although the statement was dictum 
which the Delaware court did not support with precedent, the concept has a logical appeal 
as long as the license restriction is viewed in isolation, apart from any other agreement in 
the license. If a patent license is a promise by the licensor to waive the right to sue for 
infringement, then the restriction in the Genentech- Eli Lilly agreement may be viewed as 
a promise by Genentech to waive the right to sue Eli Lilly in theevent that Eli Lilly uses 
the genetic material to produce insulin. Since "a promise to do any specific thing may be 
translated into a promise to refrain from doing anything else but that" [n.16] specific 
thing, the license restriction contains an implied negative promise by Genentech that it 
will not waive the right to sue Eli Lilly for infringement if Eli Lilly uses the genetic 
material to produce anything but insulin. Therefore, if Eli Lilly uses the genetic material 
to produce growth hormone, then Genentech may sue for patent infringement. 
 
  In contrast, case law shows that a licensor has the option to sue on the contract or to sue 
for patent infringement when a licensee breaches an express or implied negative covenant 
in a patent license. In Pope Manufacturing v. Owsley, [n.17] an Illinois federal district 
court found that the defendants had breached a license agreement which contained an 
express covenant by the licensee not to exceed the license restriction. The court 
concluded that when the defendants "made machines not in conformity to the licenses, 
they violated, not only their express covenant not to do so, but also the licensor's  patents 
. . . covering such machines." [n.18] In Shaw v. E. I. du Pont deNemours & Co., [n.19] 
the Vermont Supreme court found that the licensee had breached an implied covenant not 
to exceed the bounds of the license restriction. The licensor "could elect to waive the 
patent infringement and rely on the defendant's contractual undertaking in the license." 
[n.20] Similarly, in a case concerning the breach of a restriction in a copyright license, 
Judge Cardozo explained that:  
    The author who suffers infringement of his copyright at the hands of a licensee may 
count upon the infringement as a tort, and seek redress under the statute by action in the 
federal courts. But that is not in all circumstances the only remedy available. If the same 
act is not merely an invasion of a statutory right of property, but is also, the breach of a 
contract or the abuse of a [fiduciary] relation, he may count upon the breach or the abuse, 
and have relief accordingly. [n.21] 
 
 
C. The Licensee's Implied Negative Covenant 



 
  Thus, breach of a license restriction may give rise to a suit for breach of contract or an 
infringement suit. In order to have the ability to sue on the contract, the license must 
contain an express covenant by the licensee not to exceed the restriction or a court must 
find such a covenant implied in the license. Apparently, the Genentech-Eli Lilly license 
agreement did not contain an express negative covenant. Furthermore, the court found 
that a negative covenant could not be implied from the license agreement as a matter of 
law, particularly in view of the fact that the agreement included an integration clause. 
However, the court suggested that Genentech may be able to prove that it is "absolutely 
necessary" to imply a negative covenant by Eli Lilly in order to effectuate the intent of 
the parties. The court supported the conclusion that the license did not contain an implied 
negative covenant based upon General Talking Pictures Corp. v. Western Electric Co., 
[n.22] Lanova Corp. v. Atlas Imperial Diesel Engine Co., [n.23] Florida Canada Corp. v. 
Union Carbide & Carbon Corp., [n.24] and B & J Manufacturing Co. v. Hennessy 
Industries. Inc. [n.25] 
 
  In General Talking Pictures Corp. v. Western Electric Co., [n.26] American Telegraph 
& Telephone Company had granted licenses which allowed licensees to manufacture and 
sell a patented amplifier for use in either a "commercial" field (e.g., motion picture 
equipment) or a "private" field (such as radio equipment for home use). American 
Transformer Company held a non-exclusive license for the private field which allowed 
American Transformer "solely and only to the extent and for the uses hereinafter 
specified and defined . . . to manufacture . . . and to sell only for radio amateur reception, 
radio experimental reception and radio broadcast reception. . . ." [n.27] Despite the 
license restriction, American Transformer sold amplifiers to General Talking Pictures for 
use in theaters as a part of motion picture equipment. Western Electric, an exclusive 
licensee for the commercial field, brought an action to restrain infringement by General 
Talking Pictures. The Court found that American Transformer had infringed the patents 
by knowingly making the sales outside the scope of its license. However, the issue of 
whether American Telephone & Telegraph (the licensor) could sue American 
Transformer (the licensee) for a breach of an express or implied covenant in the license 
agreement was not before the Court. 
 
  In Lanova Corp. v. Atlas Imperial Diesel Engine Co., [n.28] Lanova had granted a 
license to Atlas-Thornberg Diesel Engines, Inc., which assigned its rights under the 
license to Atlas Imperial. Lanova had granted to the licensee a non-exclusive right to 
manufacture diesel engines and replacement parts "said license being limited to 
stationary, marine, industrial and automotive engines with a piston displacement of more 
than 1000 cubic inches, aeroplane and passenger car engines excepted." [n.29] Lanova 
brought an action to recover royalties under the license. 
 
  If Atlas Imperial could have convinced the Delaware superior court to declare the 
patents invalid, then Atlas Imperial would have been excused from paying royalties under 
a provision of the license agreement. However, at this time a licensee was estopped to 
deny the validity of patents included in a license agreement. [n.30] Atlas Imperial argued 
that the estoppel doctrine should not apply when the license violated antitrust law. In a 



circular argument, Atlas Imperial claimed that the license violated antitrust law because 
the license restricted the right of Atlas Imperial to manufacture and sell engines of any 
kind or size and that this restriction was not based upon a valid patent monopoly. In this 
view, the license restriction was "nothing more than  an  attempt to deprive the licensee 
of a privilege he already has  , namely: the right to use the process  of a void patent  for 
any lawful purpose whatsoever." [n.31] 
 
  The court concluded that the license did not violate antitrust law because the license did 
not prohibit Atlas Imperial from using the potential art to manufacture certain engines. 
According to the court, the license merely bound Atlas to pay for a limited use without 
fear of being sued for infringement; the license limitations did not imply a negative 
covenant. The court conceded that a license restriction implies a negative covenant "in 
many types of contracts where the very nature of the restriction necessarily implies such a 
covenant."  [n.32] In this case, by declining to imply a negative covenant, the court 
avoided potential antitrust issues, avoided a novel method to overcome licensee estoppel, 
and upheld the license agreement. 
 
  In Florida Canada Corp. v. Union Carbide & Carbon Corp., [n.33] Florida Canada Corp. 
had granted a license to use its patented process for the production of high octane motor 
fuels and chemical intermediates (the "Gyro Process"). According to the agreement, the 
licensee company (which later merged with Union Carbide) was to use the Gyro Process 
in a plant to be constructed in South Charleston, West Virginia. Furthermore, the plant 
was to be designed for a capacity of 1000 barrels of oil input per day. 
 
  Seventeen years later, Florida Canada Corp. brought suit against Union Carbide over an 
accounting of royalties. Union Carbide had constructed additional facilities in close 
proximity to the South Charleston plant. Florida Canada Corp. claimed that the new 
facilities were a part of the original plant and therefore, daily capacity had increased 
beyond 1000 barrels of oil input. The parties resolved the dispute with a settlement 
contract under which Union Carbide paid for a full release of all claims asserted by 
Florida Canada Corp. in pending litigation and for all claims arising from the license 
agreement. At this time, the license agreement was declared terminated. Union Carbide 
was also released from all claims "whether by way of royalty or otherwise, based on or 
arising out of any operation or other use which Union Carbide may hereafter make of the 
[South Charleston] Plant and other facilities as now existing or as hereafter repaired, 
remodeled or improved up to the present capacity thereof."  [n.34] 
 
  After another seventeen years, Florida Canada Corp. brought an action for breach of 
contract alleging, inter alia, that Union Carbide used the Gyro Process in a large number 
of new plants. The Sixth Circuit agreed with Union Carbide that the settlement contract 
dealt only with the use of the Gyro Process in the South Charleston plant and that the 
contract did not prohibit the use of the process in any other plant built or operated by 
Union Carbide. The court observed that the contract did not contain an express provision 
prohibiting Union Carbide from using the process at other plants. Furthermore, the court 
refused to imply such a prohibition since the contract contained an integration clause. The 



court's conclusion seems clear since the intent of the settlement contract was to resolve a 
dispute concerning facilities at the South Charleston location. [n.35] 
 
  In B & J Manufacturing Co. v. Hennessy Industries. Inc., [n.36] B & J filed an 
infringement action against Hennessy alleging that Hennessy had exceeded the scope of 
their license agreement. According to the license agreement:  
    [B & J] hereby grants to [Hennessy] a nonexclusive license on the terms and 
conditions hereinafter set forth to make, have made, use and sell Tire Mounting Machines 
incorporating bead seating and inflation apparatus claimed in the following Patents and 
Patent Applications. (Original emphasis). [n.37] 
 
B & J contended that the license was limited to the use of their inventions in Hennessey's 
new "inflat-air tire changers" and that the license did not grant the right to make "inflat-
air kits" which were used to adapt previously sold tire changers. Hennessy argued that the 
phrase "new machines" did not appear in the license and therefore, the license was not 
limited to any particular use of the invention. In the alternative, Hennessy argued that 
even if the license did not include the production of the inflat-air kits such production 
was not a breach of the license agreement. 
 
  Since Hennessy executives admitted that they had not bargained for the right to use the 
invention in the inflat-air kits, the Illinois federal district court decided that Hennessy 
could not use a license defense in the infringement suit. However, the court concluded 
that production of the kits did not breach the license agreement. This conclusion was 
based upon the lack of an express provision prohibiting production of the kits and the 
presence of an integration clause. B & J argued that the circumstances surrounding 
execution of the agreement show that a negative covenant should be implied in the 
license's narrow grant of patent rights. The court foundthat an implied negative covenant 
was not absolutely necessary to effectuate the parties' intentions as a matter of law. 
Moreover, the court found that the evidence indicated that the intent of the parties was to 
delineate what Hennessy could do under the license and did not prohibit Hennessy from 
doing anything. 
 
  In summary, General Talking Pictures, Lanova Corp., and Florida Canada Corp. may be 
distinguished from the facts in Eli Lilly. B & J Manufacturing was the only case cited in 
Eli Lilly where a court refused to imply a negative covenant in a license agreement which 
the licensor claimed had been breached by the licensee. In forming this conclusion, the B 
& J Manufacturing court considered the language of the license restriction, evidence that 
the parties had not considered a prohibitory provision, and the presence of an integration 
clause in the agreement. The Eli Lilly court also refused to imply a negative covenant as 
a matter of law after considering the license restriction language and noting the presence 
of an integration clause. It is difficult to assess the significance, if any, of the integration 
clause in B & J Manufacturing and in Eli Lilly. An integration clause need not have a 
conclusive effect to prevent the introduction of extrinsic evidence to show the parties' 
intent.  [n.38] In fact, the B & J Manufacturing court had considered evidence of the 
parties' intent and the Eli Lilly court did not grant Genentech summary judgment because 



"the facts regarding the parties' intent in drafting §  6.01 are in dispute and not yet fully 
developed." [n.39] 
 
 
III. Implied Covenants and the Duty of Good Faith 
 
  A court could decide that an integration clause should prevent consideration of extrinsic 
evidence for an implied negative covenant. Even so, the "duty of good faith and fair 
dealing" [n.40] in combination with the license restriction may be sufficient to convince a 
court to imply the covenant. According to the Restatement (Second) of Contracts §  205 
"[e]very contract imposes upon each party a duty of good faith and fair dealing in its 
performance and its enforcement." Comment a of §  205 explains that this duty 
"emphasizes faithfulness to an agreed common purpose and consistency with the justified 
expectations of the other party . . . ." Courts have found an implied negative covenant in 
copyright licenses based upon the duty of good faith and fair dealing. 
 
  In 1899, Harper brothers had granted Klaw & Erlanger an exclusive license to produce a 
"dramatic version" of Ben Hur. Fourteen years later, the licensor brought action to 
restrain the licensee from producing a motion picture version of the play, arguing that the 
production would infringe the copyright. Further, the licensor claimed that since the 
licensee cannot produce the motion picture, the right to make a film version of Ben Hur 
must exist in the unconveyed portion of the copyright. The New York federal district 
court found that the possibility of a motion picture version of Ben Hur had not been 
considered by the parties in 1899 because it was beyond the technical capability of the 
nascent motion picture industry. Nevertheless, the court concluded that:  
    [T]here is implied a negative covenant on the part of the  [licensor] . . . not to use the 
ungranted portion of the copyright estate to the detriment, if not destruction, of the 
licensee's estate. Admittedly, if [either party] permitted photo-plays of Ben Hur to infest 
the country, the market for the spoken play would be greatly impaired, if not destroyed. 
This being the fact, the law is analogous to that which implies, from a covenant to make a 
certain use of property, a covenant negative against doing anything else with it. [n.41] 
 
In a similar case, Justice Holmes agreed with Harper Bros. and found an implied 
covenant that a licensor would not destroy the value of the limited right granted by a 
copyright license. [n.42] 
 
  In more recent cases, courts have found an implied reciprocal duty between the licensor 
and the licensee. In County of Ventura v. Blackburn, [n.43] Blackburn had granted the 
County the right to reproduce, use, and sell his map. The Ninth Circuit held that the 
County was bound by an implied covenant in the copyright license which required the 
County to affix copyright notices to each map reproduced by the County. The court 
agreed with the district court's conclusion that the license "contains implied covenants on 
the part of the licensee  not to use the portion of the copyright estate not granted to it by 
said contract to the detriment or to the destruction of the copyright estate. . . ." [n.44] 
Furthermore, the Ninth Circuit agreed with the lower court's conclusion that the license 
implicitly required the licensee to exercise good faith in performance of the license 



agreement and "to do nothing whatsoever that would injure or destroy the value of the 
copyright to the licensor  and that the  licensor , reciprocally has the same duty to the 
licensee  with respect to the subject matter of said contract." [n.45] 
 
  In SAS Institute. Inc. v. S & H Computer Systems, [n.46] SAS Institute licensed S & H 
to use a copyrighted computer program system for performing statistical analysis on an 
identified IBM computer in the Tennessee State University at Nashville. According to the 
agreement, S & H could modify the program, but only for its own use. SAS Institute 
brought action against S & H alleging, inter alia, that S & H had breached the license by 
using the program to produce a version compatible with VAX computers. S & H argued 
that it had "never agreed, impliedly or expressly, not to produce a piece of statistical 
software designed to operate on VAX Computers. . . ."  [n.47] However, the Tennessee 
federal district court held that S & H had violated an implied covenant in the license 
agreement. The court concluded that S & H "did agree as a matter of law not to use 
proprietary SAS materials in the process, as it did. S & H's conduct cannot be said to 
comply with its legal duty of good faith and fair dealing." (Original emphasis). [n.48] 
 
  The Vermont Supreme Court has applied the reasoning of the copyright license cases to 
imply a negative covenant in a patent license. In Shaw v. E. I. du Pont de Nemours & 
Co., [n.49] Shaw had granted Du Pont a license under his patent for an "artificial 
filament" in which Du Pont was "to make, use, and/or sell filaments having, in the drawn 
state, a maximum cross-sectional dimension of not more than 5 mils (.005 inches). . . ." 
[n.50] Shaw brought an action in contract alleging that Du Pont had manufactured a 
product with a cross- sectional dimension greater than five mils. Du Pont argued, inter 
alia, that the license had not imposed an agreement not to manufacture filaments with a 
cross-sectional dimension in excess of five mils. 
 
  The Vermont Supreme court affirmed the trial court's holding that Du Pont was bound 
by a negative covenant implied from the license agreement. The court found that:  
    It is clear from the language of the license that the plaintiff patentee reserved for 
himself, or his assignee, the property in the patent as to all filaments in excess of the 
dimension specified. . . . The implication that the defendant is not to exceed the limits of 
his license is not external to the license agreement. It is an inference which follows from 
the language of the parties and becomes as much a part of the contract as if it were 
spelled out in explicit terms. [n.51] 
 
  Further, the court cited Manners v. Morosco [n.52] in explaining that " i t is the implied 
assumption from the language that the defendant would not operate outside the limits of 
his license to the detriment of the patent rights reserved by the licensor." [n.53] After a 
rehearing, the court reaffirmed the holding and stated that " w hen permission is granted 
to operate in a restricted area, the acceptance of the privilege implies a condition that the 
area reserved will not be invaded." [n.54] 
 
 
IV. Implied Covenant Rationale and the Patent License 
 



  Shaw and Eli Lilly analyzed similar license restrictions with different results. In Shaw, 
the license granted the right "to make, use, and/or sell filaments having . . . a maximum 
cross-sectional dimension of not more than 5 mils (.005 inches). . . ." [n.55] While in Eli 
Lilly, the license granted the right "to use all Genentech Recombinant  genetic material  
for the limited purpose of manufacturing, selling and using Recombinant Insulin. . . ."  
[n.56] Presumably, the obligation of good faith and fair dealing, which may be traced to 
the treatises of Cicero, [n.57] applied to both license agreements. Yet, a negative 
covenant was implied in Shaw, but not in Eli Lilly. 
 
  The variation in results may be explained by considering the rationale behind an implied 
negative covenant. Corbin observed that "considerations of equity and morality play a 
large part in the process of finding a promise by inference of fact. . . ." [n.58] In Parev 
Products Co. v. I. Rokeach & Sons, [n.59] Judge Clark suggested that equity is the 
predominant consideration behind the implication of a covenant. Judge Clark noted that:  
    [I]n the precedents we are met at once with the confusion of statement whether a 
covenant can be implied only if it was clearly "intended" by the parties, or whether such a 
covenant can rest on principles of equity. Expressions can be found which insist on 
"intention" . . . which seem to combine both a requirement of "intention" and of "equity 
and justice" . . . and which by-pass "intention" and rely solely on equity. . . . One may 
perhaps conclude that in large measure this confusion arises out of the reluctance of 
courts to admit that they were to a considerable extent "remaking" a contract in situations 
where it seemed necessary and appropriate so to do. "Intention of the parties" is a good 
formula by which to square doctrine with result. That this is true has long been an open 
secret. (Citations omitted). [n.60] 
 
  More recently, a commentator observed that "[t]he 'implication' of a condition or 
promise in contracts has long been recognized as a branch of or substitute for the doctrine 
of good faith. . . but in recent years and in part because of the influence of the Uniform 
Commercial Code, it has become more fashionable for courts to talk of 'good faith' than 
of 'implied covenants." [n.61] 
 
  If a court is "constrained to imply the covenant because of the court's own notions of 
morality or 'fair play," [n.62] then it is not unlikely that two courts will draw different 
conclusions from similar fact patterns. Furthermore, the idea that a court is primarily 
motivated by a principle of "equity and justice" to find an implied covenant, suggests that 
a court may be more willing to find such a covenant in a contract than in a patent license 
agreement where the licensor has the optional remedy of apatent infringement suit. In 
fact, the B & J Manufacturing court noted that "it is not as if the plaintiff will lose any 
rights by the court's failure to imply such a negative covenant since the plaintiff  can, as it 
has, sue for patent infringement on those items manufactured outside the license grant." 
[n.63] Moreover, this attitude suggests that a court may demand a clearer expression of a 
negative covenant in the language of a patent license agreement than in the language of a 
contract. 
 
 
V. Conclusion: Express Negative Covenant Language 



 
  After a rehearing of B & J Manufacturing, [n.64] the court suggested the type of 
language which would unambiguously indicate that the licensee is not to invade patent 
rights retained by the licensor. The court explained that "when one is granted a license to 
do X, it is understood that one will only do X. Of course, the  licensee's  recognition of 
the truth does not show that anyone regarded the doing of 'not-X' . . . as a breach of the 
license agreement." (Original emphasis). [n.65] Thus, the court suggested the use of three 
provisions: 1) the grant of the restricted license by the licensor; 2) a return promise by the 
licensee not to go beyond the bounds of the limited license; and 3) an agreement that such 
action by the licensee would constitute a material breach of the license. 
 
  For example, suppose that the Genentech-Eli Lilly agreement contained three 
provisions. First, a provision which granted to Eli Lilly the right to use the genetic 
material to produce only insulin. Second, a provision in which Eli Lilly promised to 
refrain from using the genetic material for any purpose but insulin production. Third, a 
provision which stated that a breach of the negative covenant would be a material breach 
of the license agreement. In this situation, Eli Lilly's use of the genetic material to 
produce growth hormone would be a violation of the license restriction (licensor's 
promise) which gives rise to a patent infringement suit and a breach of the negative 
covenant (licensee's promise) which gives rise to an optional action under the contract. 
 
  The licensee's negative covenant is actually a promise by the licensee not to infringe the 
patent rights retained by the licensor. [n.66] The express covenant not to infringe is 
illustrated by United Lens Corporation v. Doray Lamp Co. in which the licensee "agree d  
that it will not infringe either directly or indirectly any of the claims of" certain patents. 
[n.67] In this case, the Seventh Circuit could find "no reason why one individual may not 
validly contract to. . . agree during the life of said patent not to infringe its claims." [n.68] 
In addition, federal courts have interpreted a patent license restriction as a valid 
agreement not to infringe when the licensee has claimed that the license violated antitrust 
law. [n.69] An Illinois federal district court has even suggested that a licensee's promise 
not to infringe may be implied in a patent license agreement. [n.70] Although a claim for 
patent infringement arises under federal law, the licensor may sue under the contract 
when the licensee breaches a covenant not to infringe. [n.71] 
 
  In conclusion, the breach of a patent license restriction gives the licensor the right to sue 
the licensee for patent infringement. The licensor will have the option to sue under the 
contract if the agreement contains the licensee's negative covenant. The licensee may 
expressly promise to refrain from using the patent for certain purposes or the licensee 
may expressly promise not to infringe the patent rights retained by the licensor. If a 
license agreement lacks an express negative covenant, a court may imply the covenant 
based upon an "inference which follows from the language of the parties" [n.72] or based 
upon the duty of good faith. Since it may be difficult to convince a court that equity 
demands implication of the negative covenant, the license should contain an express 
negative covenant which is distinct from the license restriction. 
 



  Does the breach of contract approach to a license restriction violation circumvent 
federal policy for patent regulation? Consider an extreme case in which a state court must 
decide whether a licensee breached a covenant not to infringe the licensor's patent. In this 
case, the state court must compare the licensee's activities with the scope of the licensor's 
patent. At the same time, 28 U.S.C. §  1338(a) provides that federal "district courts shall 
have original jurisdiction of any civil action arising under any Act of Congress relating to 
patents." Nevertheless, the Federal Circuit has found that although "[t]he scope of a 
licensed patent may control the scope of a license agreement, . . . that rule of contract law 
cannot possibly convert a suit for breach of contract into one 'arising under' the patent 
laws." [n.73] Moreover, the Supreme Court has stated that patent rights may be enforced 
under state law, as long as state law does not conflict with federal law. [n.74] Thus, a 
breach of contract claim in an alleged license restriction violation is consistent with the 
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