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ABSTRACT—The Patent Trial and Appeal Board (PTAB) is an administrative 

forum in which parties can challenge the validity of granted patents at relatively 

low cost.  Although efficient in most respects, PTAB may be exploited as a platform 

for striking potentially-anticompetitive “reverse payment” settlements – 

agreements in which a monopolist-patentee pays a potential entrant to terminate 

its challenge and stay out of the market.  The Supreme Court recently held that such 

agreements may violate the antitrust laws.  Although they are usually observed as 

litigation settlements, we provide empirical evidence suggesting they occur in 

PTAB petitions between generic drug makers and brand-name drug sellers.  

Although settlement terms are always confidential, we use data from the FDA’s 

“Orange Book” to infer whether the generic-petitioner received a patent license in 

the settlement.  If it did not, then we infer a strong likelihood of reverse payment.  

About 75% of applicable PTAB settlements satisfy this inference criterion.  We offer 

a number of proposals for policing reverse payment settlements in PTAB. 

 

We also address the so-called “reverse patent troll” phenomenon.  These are non-

operating companies that use PTAB purely as a holdup device for extracting 

reverse payments from patentees.  The practice appears rare, and is unlikely to be 

viable as a standalone business model, although it may be lucrative if employed 

selectively under certain (rare) conditions.  We propose a rule that would deter 

attempts to exploit PTAB as holdup device, but would not discourage good faith 

petitions. 
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I.  INTRODUCTION 
 

 Since its inauguration in 2012, the Patent Trial and Appeal Board (PTAB) has 

broadened the scope of post-grant patent examination, making it less burdensome 

to challenge the validity of granted patents.  By and large, PTAB has made the 

patent system more efficient.  However, the lack of antitrust oversight in PTAB is 

a vulnerability, allowing competitors to strike potentially-anticompetitive “reverse 

payment” settlements.  In these agreements, a monopolist (patent holder) pays a 

PTAB petitioner (a potential market entrant) to drop its challenge and stay out of 

the market.  If the magnitude of the reverse payment is large, it suggests a 

collusive effort to avoid a final judgment that might serve to increase competition 

between the parties.   

 

 Less than a year after PTAB’s formation, the Supreme Court’s Actavis 

decision held that such agreements may violate the antitrust laws.1  However, 

until now, no scholars have addressed the propensity for competitors to enter such 

                                                 
1 FTC v. Actavis, Inc., 570 U.S. ___, 133 S. Ct. 2233 (2013) 
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settlements in PTAB.  This is problematic since, for a number of reasons, PTAB 

is a convenient channel for evading antitrust scrutiny. 

 

 Reverse payment settlements are known mainly for their use in the 

pharmaceutical industry. They involve a brand-name drug manufacturer with a 

patent-based monopoly that pays a generic firm – a potential market entrant – to 

drop its claims of invalidity and noninfringement, and to stay out of the drug 

market.  An agreement of this nature restrains competition and raises the prices of 

drugs.  Helland and Seabury (2016) estimate that restricting the entry of generic 

drugs reduced consumer surplus by about $800 million over a 5 year period.  The 

onus of enforcing the antitrust laws against reverse payment settlements rests 

largely on the shoulders of the Federal Trade Commission (FTC).  However, the 

FTC seems to be limited in its ability to monitor potentially-anticompetitive 

PTAB settlements.  The problem is that, while there are statutes requiring 

submission of drug patent settlements to the FTC, they are not particularly 

difficult to work around.  The problem is exacerbated by the fact that, unlike 

federal judges, PTAB judges have no antitrust authority, and are thus unlikely to 

evaluate a proposed PTAB settlement on antitrust grounds. 

 

 In this paper, we examine potentially-anticompetitive reverse payment 

settlements in PTAB between competitors.  After briefly explaining the economic 

theory of anticompetitive reverse payment, we provide empirical evidence 

suggesting that reverse payment settlements are common in PTAB disputes 

between pharmaceutical firms, namely, those in which a generic drug firm 

challenges one or more patents held by a brand-name firm.  Although settlement 

terms are never publicly available on the PTAB database, we use data posted by 

the Food and Drug Administration (FDA) to infer whether or not a generic-

petitioner received a license in its PTAB settlement with the owner of a brand-

name drug patent. 

 

 In particular, we rely on the “Orange Book” listings, which provide 

information on FDA-approved drugs, any applicable patents, and the identities of 

the firms who obtained approval to sell the drugs, including generic versions.  

Thus, if both a brand-name firm and a generic firm sell a given drug, implying 

they have both obtained FDA approval, then both firms will be listed in the 

Orange Book.  Importantly, if a brand-name drug is covered by active patents, 

then a generic firm cannot obtain FDA approval without establishing that it will 

not infringe them (or else that they are invalid), or else by obtaining a license.  

Accordingly, if a generic firm receives a patent license in a PTAB settlement, 

then it ought to be listed in the Orange Book after this.  If, by contrast, it is not 

subsequently listed, then we infer a strong likelihood that it received a monetary 

payment to drop the validity challenges and to delay or stop its entry to the 

market. 

 

 Our analysis shows that many of the PTAB petitions involving drug-related 

patents are settled, even after the PTAB has decided that there is a high likelihood 
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that some of the patent’s claims are in fact invalid.  About 75% of all applicable 

settlements meet our conditions for inferring reverse payment.  We also provide 

strong anecdotal evidence by examining some exemplary cases.  Unlike the kind 

of “pay for delay” settlement at issue in Actavis – a reverse payment accompanied 

by an express specification how long the generic firm must stay out of the market 

– the agreements we study appear to rely on a different mechanism for 

suppressing generic competition.  In particular, we believe the parties may be 

relying on claim preclusion as a de facto barrier to generic entry.  That is, the 

parties reach a settlement, which the court imposes as the final judgment, 

stipulating that the patent is valid and would be infringed by the generic firm’s 

product, and this has a claim-preclusive effect, i.e. it prevents the generic firm 

from later challenging the patent again in the future.  The result is a de facto pay 

for delay agreement that lasts for the full remainder of the patent term.2 

 

 We also analyze the “reverse patent troll” phenomenon, which involves a non-

operating company (which may not own any patents) that uses PTAB purely as a 

holdup device.  That is, a reverse troll uses the threat of invalidation to extract 

reverse payment settlements.  An important point is that there are no obvious 

antitrust concerns here, since by definition the reverse troll is a non-operating 

company, and thus does not compete with anyone, including the patent owner.  

We present a simple economic model that shows the driving economic forces 

behinds this relatively new business model.  We compare the incentives of reverse 

trolls with those behind traditional “patent trolls,” i.e. non-practicing entities 

(NPEs) that make money by enforcing patents, but do not actually make any 

products.  Reverse trolls do not directly benefit from patent invalidation, while 

patent trolls directly benefit from patent infringement (because it obtains a 

remedy), and this affects the practice’s reliability and profitability.   

 

 Another important difference is that, once a reverse troll brings a petition, 

anyone can use that petition’s arguments to bring a challenge of their own, 

diminishing the patent owner’s incentive reach settlement agreements. Although 

reverse patent trolling is unlikely to be reliably profitable, it may still be 

beneficial to take some steps that prevent “bad-faith” PTAB challenges – those 

aimed purely at securing a reverse payment settlement – without making things 

difficult for good faith petitioners.  A final point is that, unlike a traditional patent 

trolls, which may in principle benefit innovation by providing a 

commercialization vehicle for cash-strapped inventors, the reverse troll business 

model provides very little social value.  After all, its intent is to settle for cash 

before a judgment is entered, in which case it has made no improvement to the 

patent system.3   

                                                 
2 Note that claim preclusion constrains only the parties to the settlement.  Other parties can still 

bring challenges to the same patents. 
3 In principle, one might argue that a reverse troll benefits society by publishing its petition, which 

includes an argument for invalidating the patent.  However, for reasons discussed in a later 

section, a reverse patent troll probably prefers to settle before filing.  Indeed, the act of filing the 

petition may serve as a part of the reverse troll’s initial threat.  
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 On the suspicion that PTAB is being used to reach anticompetitive 

settlements, we propose that reverse pay PTAB settlements between competitors 

should be scrutinized by the FTC, at least in industries like pharmaceuticals, 

where individual patents create substantial entry barriers.  The statutory rules 

requiring submission of potentially-anticompetitive patent settlements to the FTC 

should be broadened so that a large reverse payment alone may be sufficient to 

trigger the submission requirement.  As a failsafe, it would be beneficial if PTAB 

judges were instructed to submit settlements to the FTC if they involve large 

reverse payments and the parties are potential competitors.  Further, if a PTAB 

settlement coincides with settlement of district court infringement litigation 

between the same parties, then the district court judge should view both 

settlements as consolidated agreement between the parties, rather than focusing 

exclusively on the settlement of infringement litigation. 

 

 Further, in order to discourage reverse trolling activity without discouraging 

good faith petitions, it may be beneficial for PTAB judges to reject settlement 

proposals involving reverse payments that are large in relation to the cost of 

bringing a PTAB petition.  This would not preclude reverse pay settlements 

altogether – and it would never prohibit licensing settlements4 – nor would it 

prevent any party (including a non-operating company) from taking a petition to 

final judgment.  Rather, it would simply ensure that firms cannot earn a 

substantial living by doing nothing more than filing petitions and settling before a 

decision is reached.    

 

A.  A BRIEF OVERVIEW OF PATENTABILITY REVIEW IN PTAB 
 

 The Leahy-Smith America Invents Act (AIA) in 2011 established three new 

procedures conducted at the Patent Trial and Appeal Board (PTAB): Post Grant 

Review (PGR), Inter Partes Review (IPR), and Covered Business Method (CBM). 

In all these procedures, the petitioner –who must identify all real parties in interest 

and must pay a fee– files a petition to the PTAB to reconsider the validity of 

patent claims. The petition, which is made available to the public as soon as it is 

filed, contains supporting evidence that would help invalidate claims the targeted 

patent.5 Then, the patent owner may respond to the petition, each party may file 

observations, and they could potentially bargain and drop the case at any point 

before the PTAB reaches the final decision. The petition is reviewed by the 

PTAB, or instituted, only if the board determines that there is a reasonable 

likelihood that the petitioner would prevail with respect to at least one of the 

claims in the petition.6 If the petition is instituted, the procedure must be 

                                                 
4 By “licensing settlement,” we refer to one that permits the petitioner to begin selling a generic 

drug immediately.  This excludes pay for delay agreements, where the generic firm is paid to wait 

several years before its license vests. 
5 35 U.S.C. § 312 (a), (b). 
6 35 U.S.C. § 314 (a). 
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completed within 12 months from institution, with 6 months good cause exception 

possible. If the petition is not instituted, the decision is final and not appealable. 

 

 PGR can be used to challenge patents issued under the first-to-file priority rule 

(i.e. patents issued on applications filed on or after March 16, 2013). It may be 

filed within 9 months from patent grant or reissue by anyone who is not the owner 

of the patent, has not (or whose real party in interest has not) already filed a civil 

action challenging a claim in the patent, and is not estopped by a prior action.7 A 

PGR may be instituted upon a showing that, it is more likely than not that at least 

one claim challenged is unpatentable (under sections 101, 102, 103, or 112).8 

 

 IPR can be used to challenge patents issued under first-to-invent and first-to-

file from 9 months after the issued date. An IPR’s petitioner may request to cancel 

as unpatentable some of the patent’s claims only on a ground that could be raised 

under section 102 or 103 (novelty and nonobviousness) and only on the basis of 

prior art consisting of patents or printed publications. An IPR may be instituted if 

there is a reasonable likelihood that the petitioner would prevail with respect to at 

least one of the claims challenged in the petition.9  

 

 CBM allows the petitioner to review the patentability of one or more claims in 

a covered business method patent. It applies to first-to-file and first-to-invent 

patents and the challenge can be raised under sections 101, 102, 103, or 112 of the 

Patent Act.10 

 

B. PTAB DESCRIPTIVE DATA 
 

 We collected all PTAB petitions as of May 2016. There have been about 

5,000 PTAB petitions, 90.2% of which correspond to IPR, 9.1% correspond to 

CBM and less than 1% correspond to PGR.11  As Figure 1 shows, the number of 

PTAB petitions has steadily increased since September 16, 2012. Out of all these 

petitions, only 66% of them have been instituted, while the rest are either pending 

or were denied institution. 

 

 

                                                 
7 35 U.S.C. §§ 325 (a), (e); 37 C.F.R. § 42.201 (2014). 
8 35 U.S.C. § 324(a). 
9 35 U.S.C. § 311(b), (c). 
10 37 C.F.R. § 42.304(b)(1). 
11 Source: LexMaxchina PTAB report. 
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Figure 1: Monthly PTAB petitions between September 16, 2012 and December 31, 2015. 

 We augment our database with patent information by linking the patent 

numbers in PTAB petitions with patent information from the USPTO. Using the 

NBER classification numbers in Hall et al. (2001), we find patents involved in 

PTAB petitions12 are dominated by the NBER category “Computers and 

Communications.” More than 50% of the patents involved in PTAB petitions 

correspond this category, while about 12% correspond to the category “Drugs and 

Medical,” and 12% to “Electrical and Electronic.”   

 

 Table 1 presents the top 5 most frequent PTAB petitioners who are jointly 

responsible for about 11% of the total number of petitions.  

 
Petitioner Number of 

Petitions 

Apple Inc. 254 

Google Inc. 119 

Samsung Electronics Co., Ltd. 112 

Microsoft Corporation 89 

LG Electronics, Inc. 70 

Table 1: Top 5 most frequent PTAB petitioners 

 

 Notice that large producing companies are the most frequent users of PTAB, 

in contrast to what happens in district courts where non-practicing entities are the 

most active players in filing patent infringement complaints.  We also determine 

which patent owners are most frequent targets of PTAB petitions.  As Table 2 

shows, non-practicing entities are the patent owners most targeted in PTAB 

petitions.  

 
Patent Owner Number of 

Petitions 

Zond, LLC. 113 

Intellectual Ventures LLC 96 

Magna Electronics Inc. 71 

VirnetX Inc. 65 

Smartflash LLC 48 

                                                 
12 There are about 4000 unique patents involved in PTAB petitions, since a petitioner can file 

multiple petitions on the same patent. 
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Table 2: Top 5 most frequently targeted patent owners in PTAB petitions. 

  

 Finally, we describe to what extent different companies are targeting the same 

patent on PTAB. This may happen, for instance, when the patent owner is suing 

for patent infringement multiple companies, all of which are trying to invalidate 

claims in the patent. Another reason is “free-riding:” Since petitions are made 

public shortly after they are filed, in principle multiple companies can use the 

arguments of the first petitioner and “free-ride” on those arguments to file a 

petition. The data shows that almost 70% of the patents are challenged in PTAB 

by a single petitioner, about 25% by two or three, and only about 5% by four to 

eight petitioners.13 

 

 Tables 1 and 2 illustrate the fact that PTAB petitioners are mostly practicing 

entities and that patents owned by non-practicing entities are frequent targets.  

Further, Vishnubhakat, Rai, and Kesan (2016) find that about 70% of petitions 

involve a common formula – namely that the petitioner is the defendant in an 

infringement suit brought by the patent holder.  This is precisely the way PTAB 

was intended to be used for: to help eliminate patents of questionable validity. 

However, as we will show in the rest of the paper, PTAB has created 

opportunities for some perverse practices which have not yet been fully 

scrutinized. Specifically, we will focus on the potential of PTAB to sustain 

anticompetitive settlements in the pharmaceutical industry, and on the problem of 

“reverse patent trolling.” 

 

II.  ANTICOMPETITIVE PTAB SETTLEMENTS: ECONOMIC THEORY 

AND APPLICABLE LAW 
 

 The patent system is a conscious trade-off between innovation and 

competition. A patent restrains post-grant competition in exchange for the 

disclosure of the invention. However, this concession is predicated upon the 

satisfaction of all statutory requirements for patentability – the metrics such as 

novelty, usefulness and non-obviousness that the USPTO uses to discern whether 

a particular invention actually deserves patent protection. An invalid patent is, by 

definition, one that does not satisfy some of these metrics of the inventor’s 

contribution.  

 

 Unfortunately, the patent system is not perfect. Every granted patent enjoys a 

presumption of validity in litigation,14 but since the PTO is an imperfect screening 

device, in practice many of the granted patents that are litigated end up being 

invalidated. In the language of Lemley and Shapiro (2005), patents are 

“probabilistic.” An important corollary is that much of the costs of weeding out 

bad patents are private, for this process is largely reliant on patent litigation (and 

                                                 
13 The patents with the largest number of different petitioners are: US7365871 (8 petitioners), 

US6108704, and US7434974 (7 petitioners). 
14 35 U.S.C. §282(a). 
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now PTAB review), which is virtually always private. From a social perspective, 

the result is an externality problem in patent invalidation. Successful validity 

challenges create a public benefit by eliminating undeserved restraints on 

competition, but the firms who bring these challenges capture only a fraction of 

this benefit. This externality problem is one reason why there is generally an 

undersupply of validity challenges (Farrell and Merges 2004; Lemley and Shapiro 

2005), which is exacerbated by the possibility of settlement between the parties to 

avoid re-examination and invalidation of truly invalid patents. 

 

 Since PTAB trials offer an additional avenue to challenge the validity of 

patent besides district court litigation, patent challengers choose strategically 

which of these two alternatives to use (Vishnubhakat et al. 2016). Relative to 

district court litigation, the PTAB procedure is cheaper, often shorter, it follows a 

different claim construction procedure, and the settlements are not thoroughly 

scrutinized by antitrust authorities. As we will explain in the following sections, 

these differences can be exploited by firms to profit from settlement payments 

under the threat of filing a PTAB petition, which could lead to antitrust violations 

similar to those encountered in pay-for-delay cases. In this section, we explain the 

economics incentives provided by PTAB to competitors looking to settle for 

reverse payments, which raises antitrust concerns. 

 

 When the PTAB petitioner and the patent owner are competitors, they can 

reach a larger set of settlement agreements to avoid invalidation of patent claims 

compare to what they can agree on had they not been competitors. The petitioner 

may prefer to settle for a royalty-free license rather than waiting for the PTAB’s 

final decision. After all, invalidation and a free license both provide the relevant 

rights, but the latter preserves some restraints on third party competition. 

Competing parties with market power in particular have an interest in preserving 

validity, even if the probability of invalidation is high (Shapiro 2003; Lemley and 

Shapiro 2005), to deter entry that would make the market more competitive and 

would erode profits. Intuitively, the firms would like form whatever agreement 

leaves their joint profits as large as possible, and then they can allocate these rents 

through a transfer. In particular, joint surplus is maximized by a monetary 

settlement in which the rival is paid not to challenge the validity of the patent and 

to restrain competition.  

 

A.  INCENTIVES TO AVOID PROCOMPETITIVE JUDGMENTS  
 

 Ultimately the problem is that, no matter the likelihood of invalidation, 

competing parties virtually always have an interest in avoiding that outcome, 

provided they can spread out the rents of preserving the patentee’s monopoly.  

First, reverse payment may be the firms’ first choice; this is so whenever 

exclusion of the defendant maximizes joint profits.  Further, even if reverse 

payment is off the table (because, say, the parties cannot avoid antitrust 

oversight), then a potential entrant (the patent challenger) would always prefer to 

have a royalty-free license rather than invalidate the patent, even though both 
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results let it use the patented invention for free, because the former outcome has 

the benefit of excluding third party rivals.  As this reflects, competing firms 

generally have a joint-interest in avoiding a judgment that might serve to increase 

competition in the relevant market. Jacobo-Rubio et al. (2014) use pharmaceutical 

litigation decisions and a stock market event study to estimate by how much 

brand-firms value of entry deterrence by how much a generic-firms value entry. 

They estimate that brand-firms value entry deterrence at $4.6 billion while generic 

firms value entry at $237 million.     

 

 It is easy to see this in a simple (but general) model.  There two firms in a 

PTAB trial.  Firm 1 is the patent owner, and firm 2 is the petitioner.  The firms are 

competitors in some product market, which also includes some third party 

competitors. Each firm’s profits depend on the validity of the claims in Firm 1’s 

patent, since the patent serves to exclude everyone but firm 1 from using the 

patented invention.  Let 𝜋𝑖
𝑣 be the profit of firm i when Firm 1's patent is valid 

and let 𝜋𝑖
𝑛𝑣 be the profit of firm i when Firm 1's patent claims are invalid.  We 

assume that 𝜋1
𝑣 > 𝜋1

𝑛𝑣and 𝜋2
𝑛𝑣 ≥ 𝜋2

𝑣, so the patent owner’s profits decrease with 

an invalidation and the petitioner’s profits increase.  In other words, we assume 

the patent grants market power to Firm 1.  We also assume that the joint profits 

are higher when Firm 1’s patent is valid, that is, 𝜋1
𝑣 + 𝜋2

𝑣 > 𝜋1
𝑛𝑣 + 𝜋2

𝑛𝑣.  This 

assumption reflects the reduction in competition caused by more competitors 

entering the market after an invalidation.  

 

 Although firms are jointly worse off from invalidation, Firm 2 is weakly 

better off invalidating Firm 1’s patent than simply staying out of the market 

without being compensated.  To avoid the loss in joint surplus caused by 

invalidation, Firm 1 must compensate Firm 2 to drop the validity challenge. Firm 

1 could compensate Firm 2 by granting license and excluding all the other rivals. 

Alternatively, Firm 1 could make a reverse payment for Firm 2 to “go-away” and 

to drop the patent challenge. If part of the joint monopoly rents are dissipated by 

duopoly competition, then Firm 1 would always prefer to compensate Firm 2 with 

a reverse payment instead of a license. Notice that this argument goes through 

regardless of the probability of invalidation, which only determines the size of the 

compensation (Edlin et al., 2015). All else equal, a challenger will demand a 

larger fee if the probability of invalidation is higher. For this reason, one cannot 

rule out an anticompetitive impetus simply because a reverse payment is not 

particularly large.  

 

 Of course, we know that firms do not always settle and preserve validity. 

There are at least three reasons why this might happen. First, they may have 

different beliefs about the likelihood of invalidation. If the patent holder maintains 

a lower prior probability of invalidation, it may not be willing to settle for any fee 

that the petitioner would accept. Second, a party may decline to settle for 

reputational reasons. For example, a petitioner may maintain a strategy of not 

settling before the PTAB’s final decision in order to create a credible threat for 

future petitions. Similarly, a patent owner could wait for the PTAB’s final 
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decision as a commitment device to deter future reverse patent trolls. Third, the 

parties preferred rent-sharing settlement may be unlawful under the antitrust laws.  

Pay-for-delay agreements are one possible example of this, but there are other 

possibilities. For example, competing parties could not lawfully form a settlement 

in which they agree to set prices cooperatively until the patent expires. In these 

cases, the parties still want to form a rent-sharing settlement; they are simply 

constrained by the antitrust laws. However, PTAB settlements are not scrutinized 

by antitrust authorities nearly as much as district court settlements, which may 

allow for settlements that are not attainable in district court litigation.  

  

B.  ACTAVIS AND THE HATCH-WAXMAN ACT 
 

 Our antitrust arguments follow the logic of the Supreme Court’s recent 

decision in FTC v. Actavis15 (hereinafter “Actavis”), which addressed “pay for 

delay” settlements between pharmaceutical producers.  In broad outline, the 

impact of Actavis was to establish a basis for imposing antitrust liability for 

reverse payment settlements in patent disputes.   

 

 Under the Hatch-Waxman Act,16 generic drugs can receive expedited FDA 

approval through an Abbreviated New Drug Applications (ANDA).  This requires 

a demonstration that the generic drug is “bioequivalent” to one that has already 

gone through the full FDA approval process.17  This legislation avoids redundant 

testing of safety and therapeutic efficacy.  ANDA approval is predicated on the 

applicant’s certification that, to the best of its knowledge, its generic drug will not 

infringe any active patent that is valid and enforceable.18  If the brand-name drug 

is indeed patented, the ANDA applicant must certify that the patent is either 

invalid or would not be infringed by its proposed generic19 – an option known as 

“Paragraph IV certification.”  If the applicant takes this route, it must immediately 

provide notice to the patent holder, which will typically then sue the applicant.   

 

 If the patent holder sues the generic producer within 45 days of receiving 

notice, ANDA approval is stayed for up to thirty months to allow litigation to 

proceed.20  That is, assuming the generic applicant does not obtain a license in a 

settlement, the ANDA will not be approved until the earlier of the dates on which 

(a) the ANDA applicant wins in court; or (b) litigation reaches the 30-month 

mark. Thus, if litigation lasts for more than 30 months, the ANDA will be 

approved at the 30-month mark, notwithstanding that the patent litigation has not 

yet concluded.  If, by contrast, the generic maker receives a license, the ANDA 

would then be approved without further delay.21  The first party to file for 

                                                 
15 133 S. Ct. 2223 (2013). 
16 Pub. L. No. 98-417, 98 Stat. 1585 (1984). 
17 21 U.S.C. § 355(j). 
18 21 U.S.C. §355(b)(2)(A).   
19 21 USC §355(j)(2)(A)(vii)(IV). 
20 21 U.S.C. § 355(j)(2)(B)(iii) 
21 Another possibility is that the generic applicant could attempt to invalidate the patent through a 

PTAB challenge, which could expedite Paragraph IV approval. 
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Paragraph IV certification receives a “generic exclusivity” period of 180 days.22    

This means that, if the first-filer succeeds in obtaining Paragraph IV certification, 

it gets to be the exclusive generic firm in the market for 180 days. 

 

 In Actavis, the defendants were pharmaceutical companies Solvay, Actavis, 

and Paddock.  Solvay owned a patent for a brand-name FDA-approved drug –

marketed under the name Androgel– used to treat low testosterone levels in men. 

The FDA approved Solvay’s New Drug Application (NDA) for Androgel in 2000, 

and Solvay received its patent in 2003.23 Actavis was the first to file an ANDA for 

a generic version of Androgel.  Paddock soon followed with a second ANDA.  

Both firms certified that Solvay’s patent was invalid and not infringed.  Actavis 

received ANDA approval from the FDA after litigation hit the 30-month 

threshold, at which point it was entitled to the aforementioned generic exclusivity 

period. 

 

 Despite the ANDA approval, the litigation was ultimately settled in 2006.  

Notwithstanding its right to generic exclusivity, Actavis agreed not to market a 

generic version of Androgel for a period of about 9 years.24  In exchange, Solvay 

would pay Actavis an estimated $19-$30 million annually during this exclusion 

period.  Solvay reached similar pay for delay agreements with other generic firms, 

including Paddock, although these deals afforded smaller payments than those 

received by Actavis,25 presumably because these firms had no right to generic 

exclusivity.   

 

 The settlement agreements portrayed these payments as compensation for 

various services to be provided by the generic firms, such as advocating the use of 

Androgel.  However, the FTC deemed these explanations pretextual, and asserted 

that the pay for delay agreements were in fact collusive agreements in which 

Solvay paid generic entrants not to enter the market.  It filed suit against the 

defendants in 2009.  The district court dismissed the complaint, and the Eleventh 

Circuit affirmed the dismissal on appeal.  The latter decision asserted that public 

policy generally favors settlement, and that the FTC’s claim rests without 

justification on a presumption that the relevant patent is likely invalid.26   

 

 The Supreme Court reversed, holding that the FTC should have been entitled 

to argue the antitrust claim.27  It thus held that a pay for delay settlement could 

violate the antitrust laws.  It listed a number of considerations relevant to the 

antitrust inquiry.  One point of emphasis was that traditional motivations for 

settlement do not explain a payment that significantly exceeds the cost of 

litigation.  On the contrary, such a payment provides a strong inference that the 

                                                 
22 21 U.S.C. §355(j)(5)(B)(iv).  See also Hemphill (2006). 
23 Actavis, at 2229. 
24 This 9 year period would end 65 months prior to expiration of the patent.   
25 Actavis, at 2229. 
26 677 F.3d 1298, at 1312-15. 
27 Actavis, at 2227. 
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generic firm is being paid a share of the monopoly rents in exchange for agreeing 

not to threaten the patent holder’s monopoly position.28  Edlin et al. (2015) 

describe this point as the “Actavis inference,” and they provide a number of 

economic and legal arguments supporting its application in antitrust litigation.  

The authors argue that it is unnecessary – and largely unhelpful – to litigate the 

patent before addressing the antitrust question, because it is the parties’ ex ante 

expectations about validity and infringement that determine the antitrust 

implications of the settlement agreement.  

 

 There is no precedent for applying antitrust liability to settlements reached 

under PTAB, but the antitrust logic is substantially the same: a large payment to 

the challenger, made in exchange for its agreement to terminate the challenge 

without taking a license, creates a strong inference that the settlement serves 

principally to avoid competition. 

 

III.  INFERRING REVERSE PAYMENT BETWEEN COMPETITORS IN 

PTAB 
 

 One obstacle faced in researching PTAB settlements is that their terms are 

virtually always kept confidential. If the parties to a PTAB petition wish to settle 

and terminate the proceeding, the Patent Act permits them to request that the 

settlement agreement be treated as “business confidential,” in which case it is not 

publicly available.29 Such requests are generally accommodated as a matter of 

course.  Moreover, any settlement that occurs before a PTAB petition is filed is 

not observable and we cannot even discern the fact that a settlement agreement 

was reached. As a result, it is essentially impossible to provide a robust empirical 

assessment of the frequency of reverse payment settlements under PTAB.  Not 

only is the data generally unavailable, but there is surely a critical selection 

problem at work: the settlements with the most controversial terms are the ones 

most likely to be kept confidential. 

 

 Fortunately, this dearth of settlement data is not an insurmountable problem.  

There is still sufficient evidence indicating that reverse payment settlements may 

actually be occurring. PTAB trial documents are publicly available on the PTAB 

database – officially titled the Patent Review Processing System (PRPS30).  This 

database publishes most official documents – petitions, motions, exhibits, 

judgments, etc. – for every PTAB proceeding.  Although settlement terms are 

virtually always kept confidential, requests to settle – formally, a “joint request to 

terminate” – are publicly observable, as are subsequent judgments approving the 

settlement requests.  If the PTAB challenge is concurrent with infringement 

litigation between the parties, a PTAB settlement will generally coincide with 

                                                 
28 Id. at 2235. 
29 35 U.S.C. §317(b). 
30 The PTAB database can be accessed at the following URL: http://www.uspto.gov/patents-

application-process/appealing-patent-decisions/trials/patent-review-processing-system-prps-0 

http://www.uspto.gov/patents-application-process/appealing-patent-decisions/trials/patent-review-processing-system-prps-0
http://www.uspto.gov/patents-application-process/appealing-patent-decisions/trials/patent-review-processing-system-prps-0
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termination of the litigation, and this is generally noted in the request to settle the 

PTAB proceeding.   

 

 In searching for potentially anticompetitive reverse payment settlements 

between competitors, we look for PTAB settlements that exhibit some particular 

characteristics that are suggestive of reverse payment. We focus on 

pharmaceutical patents and we search for PTAB challenges exhibiting each of the 

following three properties:  

 

 (C1) The petitioner is a drug producer (typically a generic manufacturer) 

  and the disputed patent covers an FDA-approved brand-name drug; 

 (C2) the dispute was settled, resulting in termination of the proceeding; and 

 (C3) following the settlement, the challenger did not market a generic 

  version of the patented drug. 

 

 This combination of factors is strongly suggestive of a reverse payment 

settlement.  It creates an inference that the generic firm was given cash – rather 

than a license – in exchange for terminating its validity challenge of a brand-name 

drug patent. Condition (C3) is particularly important, given that we cannot 

observe the specific terms of PTAB settlements. This is the instrument we use to 

infer reverse payment, and hence a potential antitrust violation. By contrast, if the 

settlement gave the challenger the patent rights needed to market a generic, then it 

would be tantamount to a licensing agreement, and would likely be 

procompetitive. As this reflects, settlements that expand use of the patented 

invention will generally not raise antitrust concerns. From our database, we have 

identified many IPRs satisfying these conditions.  

 

 Reverse payment settlements could create antitrust concerns in numerous 

product categories; they could be used to subvert competition in any contexts 

wherein individual patents play a significant role in shaping the intensity of 

competition. However, for industries other outside the pharmaceutical context, it 

is much harder to identify them using the available information. We focus on 

pharmaceutical patents because it provides a reliable way of identifying condition 

(C3). This is because every generic version of an FDA-approved drug must also 

receive FDA approval, and the FDA publishes information identifying each 

approved generic and the firm that applied for such approval (which is virtually 

always the generic manufacturer). By contrast, if the relevant patent covers, say, 

an improved method for producing sulfuric acid, then there would ostensibly be 

no way for us to determine whether the challenger is actively using the patented 

method post-settlement. We would thus be unable to say how the challenger was 

compensated in the settlement, preventing us from evaluating its impact on 

competition. 

  

IV.  POTENTIALLY-ANTICOMPETITIVE PTAB SETTLEMENTS  
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 As illustrated in Section II, a reverse payment PTAB settlement may be 

anticompetitive in situations where the parties are competitors. Specifically, this 

means that the parties are competing sellers in some product market31 – or that 

they would compete but for the patent holder’s exclusive rights32 – and that the 

patent is directed at the products sold in this market. A further requirement for 

potential antitrust liability is that the patent holder has market power, and that its 

market position would be materially weakened if the patent were invalidated. 

Under these circumstances, a finding of invalidity would significantly increase 

competition by enabling the challenger to use the patented technology for free, 

leveling the playing field to some degree. By the same token, a settlement that 

terminates the challenge (without providing a license to the challenger) avoids the 

possibility that competition will escalate in this way.33 

 

 Using conditions (C1), (C2), and (C3), we can infer that a settlement likely 

involved reverse payment, rather than providing the challenger with a license. To 

that end, we begin by discussing some examples of PTAB settlements that satisfy 

these conditions and we then provide a broader empirical overview of PTAB 

petitions in the pharmaceutical industry. Note that while the inference conditions 

suggest reverse payment, we are unable to identify the magnitude of any such 

payments – a factor whose relevance was highlighted in Actavis. Thus, although 

we can certainly suggest that expanded antitrust scrutiny is warranted, we cannot 

speculate as to the likely outcome of an antitrust inquiry into any of the specific 

settlements we discuss. 

 

 The main advantage of the pharmaceutical industry is that we can determine 

the exact date of entry of generic manufacturers using the Orange Book of 

“Approved Drug Products with Therapeutic Equivalence Evaluations.”  This is an 

online database that identifies FDA-approved drugs, their proprietary names, and 

the firms who obtained approval to market them.  Importantly, for each brand-

name drug, the Orange Book lists all firms that sell an approved generic 

equivalent.  We use the Orange Book listings to infer whether or not a challenger 

received a license in the settlement.  If the generic petitioner does not have an 

approved generic in the Orange Book some time after the settlement,34 then it is 

likely that it did not receive a license, since ANDA approval of a licensed generic 

                                                 
31 In principle, they could alternatively compete in the licensing of substitutable technologies – 

e.g. they could be competing non-practicing entities.  But in this case the challenging firm has a 

strong disincentive to invalidate its rival’s patent, for this would enable prospective licensees to 

use the patented technology for free, diminishing the fees it can charge for the rights to its own 

patent. 
32 This is typical in situations where the patent covers a drug and the challenger is a generic drug 

manufacturer.   
33 A caveat, mentioned earlier, is that the settlement does not preclude a third party from 

subsequently bringing a challenge of its own. 
34 We allow some time for administrative approval after the settlement. 
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is relatively easy to obtain.35  If the challenger does appear in the Orange Book 

post-settlement, then it likely received a license in the settlement. 

 

 In analyzing the PTAB database, we have found a significant number of 

settlements satisfying conditions (C1), (C2), and (C3).  We begin by going 

through a few examples in detail, and then provide a comprehensive empirical 

overview.  We then discuss the legal strategy that firms appear to be using to 

evade antitrust scrutiny, before addressing some policy implications. 

 

A.  EXAMPLES 
 

Example 1: Dr. Reddy’s Laboratories, Inc. v. Fresenius Kabi USA, Inc .36 

 

 The challenger, Dr. Reddy’s, is pharmaceutical manufacturer that markets 

many generics.  The patent holder, Fresenius, is also a pharmaceutical firm.  The 

patent in question37 is directed at a delivery method for Propofol, sold under the 

brand name Diprivan, which is used to help patients relax before receiving 

anesthetic.  In particular, the patent claims a delivery method involving a 

“siliconized” rubber stopper, rather than an ordinary rubber stopper.  At least one 

legal commenter has characterized the patent as “particularly weak.”  (Silbersher, 

2015).  The patent was also the subject of a number prior litigations and IPRs, 

which all appear to have settled.38  In April of 2015, Dr. Reddy’s and Fresenius 

settled before an institution decision was reached.39  An Orange Book search 

shows that Dr. Reddy’s is not marketing a generic form of Propofol, suggesting 

that it did not receive a license in the settlement.   

 

 We are not the first to suggest that the Dr. Reddy’s IPR settlement likely 

involved a reverse payment.  In a letter to Congress, veteran PTAB petitioner 

Kyle Bass mentioned the Dr. Reddy’s settlement as an example of pay for delay 

achieved through PTAB.40  He noted that generic makers’ goal “is not to 

eliminate the brand’s monopoly profits based on weak patents – it is to share in 

those profits,” and that “[t]he recent record from IPRs filed by generics 

challenging brand patents shows this same pattern continuing,” a proposition he 

supports with the Dr. Reddy’s example.  Similarly, Silbersher (2015) writes, “[i]t 

                                                 
35 Further, many Paragraph IV ANDAs will obtain “tentative approval” before the IPR is resolved, 

meaning the only thing left for the applicant to do is to show that it will not infringe a valid patent 

(or else litigate for 30 months).  In such a case, post-settlement approval will typically be swift. 
36 No. IPR2015-00715, Paper 12 (P.T.A.B. April 2, 2015). 
37 U.S. Patent No. 8,476,010.  
38 See Silbersher (2015), who writes that “the [Fresenius] patent was already asserted in seven or 

eight different Hatch-Waxman cases against generic ANDA filers, but all those cases appear to 

have been dismissed pursuant to stipulations of dismissal.  In other words, the cases all settled.”  

See also No. IPR2015-00715, Paper 9 at 2 (P.T.A.B. Feb. 27, 2015) (providing a list of suits 

involving the patent). 
39 Ibid, Paper 12 (P.T.A.B. April 2, 2015).  The joint request for settlement (Paper 10) states this 

would coincide with a settlement of pending infringement litigation between the parties. 
40 Statement of J. Kyle Bass to the U.S. House of Representatives, Committee on the Judiciary, 

H.R. 9, The “Innovation Act,” 114th Congress (April 14, 2015).  (On file with the authors). 
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appears that Fresenius may be avoiding this patent from falling by paying off all 

generic ANDA filers to drop their challenges against the patent.” 

 

Example 2: Ranbaxy Laboratories, LTD v. Vertex Pharmaceuticals, Inc.41 

 

 In late 2012, generic drug manufacturer Ranbaxy challenged a drug patent42 

held by pharmaceutical maker Vertex.  The challenged patent covers a brand-

name HIV drug, Lexiva, which is sold by Vertex.  The parties’ joint request to 

settle was both filed and approved after the Board’s decision to institute IPR.  Of 

course, a decision to institute is by definition a signal that the patent is reasonably 

likely to be invalidated, at least in part.   

 

 One particularly interesting aspect of this settlement is that the parties appear 

to have openly revealed that it would preclude Ranbaxy from achieving ANDA 

approval through Paragraph IV certification.  In particular, in their joint motion to 

settle, the parties stated that the proposed settlement would resolve “any potential 

Hatch-Waxman litigation on this patent between these parties.”43  Orange Book 

listings verify that Ranbaxy did not subsequently market a generic version Lexiva.  

Thus, in addition to precluding Hatch-Waxman litigation, the settlement declined 

to provide a license to Ranbaxy.  As such, the settlement appears to have left no 

channel through which Ranbaxy could achieve ANDA approval, at least until the 

patent expires.  In this case, the settlement appears to be a de facto pay for delay 

agreement that lasts for the full remainder of the patent term. 

 

 In searching the PTAB database, we found no other joint motions requesting 

settlement (which are always public) that explicitly contemplate limitations on 

future Hatch-Waxman litigation.  But of course we cannot rule out the presence of 

such a term in the settlement agreements themselves (which are always 

confidential), and there is ostensibly no reason that such a term would have to be 

mentioned in a settlement request.  Indeed, most of the motions requesting 

settlement do not shed light on any of the settlement terms. 

 

Example 3: Metrics Inc. et al. v. Senju Pharmaceutical Co., LTD et al.44 

 

 Pharmaceutical maker Metrics (and two later-joining co-petitioners) 

challenged a drug patent45 owned by Senju.  The drug, marketed in the U.S. by 

co-respondent Bausch & Lomb under the proprietary name Prolensa, is used to 

treat pain and swelling following cataract surgery.  The joint request to settle was 

both filed and approved in summer of 2015, several months after the Board 

                                                 
41 No. IPR2013-00024, Paper 71 (P.T.A.B. Nov. 15, 2013).  
42 U.S. Patent No. 6,436,989. 
43 No. IPR2013-00024, Paper 69 at 2 (P.T.A.B. Oct. 31, 2013).  The motion also notes (on page 3) 

that there was no related infringement litigation ongoing between the parties. 
44 Ibid, Paper 39 (P.T.A.B. July 8, 2015). 
45 U.S. Patent No. 8,129,431. 
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instituted IPR.46  An Orange Book search shows that Metrics did not go on to 

market a generic version of Prolensa (nor, apparently, did any of the co-

petitioners).  However, the petition filed by Metrics notes that it had previously 

filed an ANDA for a generic version of Prolensa.47 

 

 The joint request to settle notes that Metrics and Senju had also agreed to 

settle their ongoing infringement litigation involving the challenged patent, which 

arose out of Metrics’ ANDA filing.48  Specifically, the litigation was resolved 

through a stipulated consent judgment,49 which was attached as an exhibit in the 

PTAB proceeding.50  In addition to the patent challenged in the PTAB 

proceeding, the litigation involved several related patents directed at the same 

active ingredient found in Prolensa – bromfenac sodium – and the Orange Book 

verifies that Metrics does not offer any approved drug with this active ingredient.  

The stipulated judgment applies to all of the patents with equal force and effect. 

 

 The judgment begins by resolving the infringement and validity issues in 

Senju’s favor.  It stipulates that the patents are "valid, enforceable, and would be 

infringed by … the Metrics Product.”  Here the “Metrics Product” refers to the 

generic drug embodied in Metrics’ ANDA.  The stipulated judgment goes on to 

issue a permanent injunction against Metrics’ generic.  It states that Metrics “will 

be enjoined until expiration of [the patents] … from making, using, offering to 

sell, selling, or importing … the Metrics Product” (emphasis added).  As we 

discuss in a later section, this settlement has a claim-preclusive effect, meaning 

that it bars the parties from later litigating the invalidity or infringement questions 

that were resolved in the settlement. 

 

 The judgment does not stipulate that Senju will make a reverse payment to 

Metrics, however.  This is not surprising.  A Federal court is much more likely to 

be sensitive to antitrust issues; and unlike PTAB, it has jurisdiction to enforce the 

antitrust laws.  But the absence of a reverse payment in the litigation settlement 

matters little in this situation, for such payment can instead be made in settlement 

of the PTAB proceeding.  Accordingly, the combination of the stipulated 

judgment with the PTAB settlement yields substantially the same result we found 

in the preceding example: a de facto pay for delay agreement that lasts for the 

duration of the patent term.   

 

 Metrics is afforded a very narrow way around the above stipulations.  Per the 

judgment, it can still bring a future lawsuit alleging invalidity or non-infringement 

                                                 
46 No. IPR2014-01041, Paper 19 (P.T.A.B. Feb. 19, 2015) (decision to institute IPR); Ibid, Paper 

37 (July 1, 2015) (joint request to settle); Ibid, Paper 39 (Feb. 19, 2015) (final judgment 

terminating the IPR in accordance with the joint settlement request).   
47 Ibid, Paper 1 at 9-10 (P.T.A.B. June 6, 2014). 
48 Ibid, Paper 37 at 2 (P.T.A.B. July 1, 2015). 
49 A stipulated consent judgment, also known as a consent decree, is a judgment that imposes a 

settlement agreement negotiated by the parties.  This generally has the same preclusive effect as an 

ordinary judgment.   
50 No. IPR2014-01041, Paper 2028 (P.T.A.B. July 1, 2015).  
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of the relevant patents, but only if the litigation addresses Metrics’ right to sell 

something other than the Metrics Product – i.e. some distinct drug that is not 

covered by Metrics’ ANDA, but nevertheless reads on one of Senju’s patents.  

The judgment concludes by acknowledging that Metrics can still obtain ANDA 

approval via Paragraph IV certification by receiving a license from Senju.  But, to 

no great surprise, the Orange Book listings imply this did not happen. 

 

B.  EMPIRICS 
  

 We linked the patents involved in PTAB trials51 with those in the Orange 

Book.52  Combining these databases we get a comprehensive look at PTAB 

settlements that involve Orange Book-listed patents, to infer what the petitioners 

are obtaining in those settlements.  In our database, we identified 264 PTAB 

petitions involving a patent listed in the Orange Book, which corresponds to 161 

unique patents.  By looking at the PTAB documents, we manually collected the 

current status for each one of the 264 PTAB petitions involving Orange Book-

listed patents.53  Table 3 shows the current status of PTAB trials involving Orange 

Book patents. Given the relatively short period of observation, we found that 128 

petitions are still pending as of May 2016.   
 

 

 

 

Institution Decision 

Reached? 

 

Yes No Total 

Pending as of 

May 2016? 

Yes 76 52 128 

No 107 29 136 

 183 81 264 
Table 3: Institution Decisions and Current Status for Petitions involving Orange Book patents 

 We focus on the 136 finalized cases.  Table 4 provides an overview of the 

timing of settlements relative institution decisions. The table shows that 51 PTAB 

petitions settled before a final decision was reached.  Interestingly, about half of 

those settlements were reached after the PTAB decided to institute the case.  This 

is disconcerting, since an institution reflects, by definition, that the patent claims 

are reasonably likely to be invalidated.  Note that when petition is instituted, the 

patent owner believes that invalidation is more likely. Hence, the patent holder 

has more incentives to settle after receiving these news. If instead, the petition is 

not instituted, the trial ends automatically. 

 
 

                                                 
51 For each referenced PTAB trial, the relevant documents (excluding confidential materials) are 

easily accessed on the PTAB database (PRPS).  
52 http://www.fda.gov/Drugs/InformationOnDrugs/default.htm 
53 The status descriptions given in the PTAB database are often misleading. The PTAB database 

describes the status of each trial with one of several terms: final decision; settled; instituted; not 

instituted; and pending.  However, many trials listed as instituted, not instituted, or pending, were 

actually settled (with a final judgment approving the settlement).  Thus, our own use of terms like 

‘pending’ and ‘settled’ differs from those provided in the PTAB database. 
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Institution Decision 

Reached? 

 

Yes No Total 

Settled? Yes 24 27 51 

No 85 0 85 

 109 27 136 
Table 4: Settlement and Institution Decisions for the Non-Pending Trials. 

 We restrict further our analysis to the PTAB petitions that settled, consistent 

with condition (C2).  Since a petitioner can file multiple petitions on the same 

patent, we focus on unique patent-petitioner combinations.  Out of the 51 settled 

PTAB petitions, there are 43 unique patent-petitioner combinations.  We find that 

31 out of 43 petitioners (72%) are not listed in the Orange Book for the 

challenged patent, and thus meet our main criterion for inferring reverse payment.  

To allow for ample time for FDA approval of a generic, it is useful to look 

specifically PTAB petitions that settled before May 2015.54  18 of the 43 

settlements meet this time condition.  In 14 out of those 18 cases (78%), the 

petitioner still does not appear in the Orange Book as an FDA-approved generic 

manufacturer.55  In the 4 out of 18 remaining cases, the petitioner obtained 

approval to sell the drug after the PTAB settlement.56  These results are reported 

in Table 5 in the Appendix. 

 

 Although a PTAB settlement usually coincides with settlement of any ongoing 

district court litigation between the same parties, there is at least one case in 

which a PTAB trial settled (with the petitioner absent from the Orange Book a full 

year after settlement), and where the petitioner later lost in district court litigation 

on the infringement issue.57  Here we can be sure that the petitioner did not 

receive a license in the PTAB settlement, for such licensure would have mooted 

the infringement litigation.  But, on the other hand, it must be that the PTAB 

settlement did not provide a concrete barrier to generic entry by the petitioner, 

since it evidently did not coincide with a settlement of district court litigation.  

This does not necessarily rule out the possibility that the PTAB settlement was 

anticompetitive, however.  An agreement in which one party pays a competitor 

not to challenge the validity of its patent may violate the antitrust laws.  (Cheng, 

2016.)  If such an agreement occurs as a settlement, and if the settlement also 

includes a large reverse payment made to the party agreeing not to challenge the 

patent, then this is really no different from the reverse payment agreement at issue 

in Actavis.  And, importantly, the legality of such an agreement is evaluated as of 

the time it is made.  (Edlin et al. 2015.)  Thus, it would seem that the antitrust 

                                                 
54 14 months before this article was written. 
55 Petitioners that settle are: Ranbaxy Inc., Agila Specialities Inc., DR. REDDY'S 

LABORATORIES, INC., Amneal Pharmaceuticals LLC., ACCORD HEALTHCARE, INC., 

PACK PHARMACEUTICALS, LLC., Impax Laboratories, Inc., and Apotex Corp. 
56 IPR2013-00429, IPR2013-00430, IPR2013-00428 settled on July 21, 2014, and were listed in 

the Orange Book on July 10, 2015.  IPR2014-01091 settled on April 30, 2015 and was listed in the 

Orange Book on March 24, 2016.  
57 Meda Pharmaceuticals Inc. v. Apotext Inc.. et al, D.N.J. 3:12-cv-00361-JAP-TJB 



REVERSE PAYMENT SETTLEMENTS AND HOLDUP UNDER PTAB Hovenkamp & Lemus 

 

21 

 

analysis is not materially affected by the fact that the patent owner later won on 

the infringement issue. 

 

 A related point is that, it may be impossible for a PTAB settlement to prevent 

a petitioner from subsequent arguing the infringement question, i.e. from arguing 

that its proposed generic would not infringe the patent.  (Although a district court 

settlement could indeed accomplish this.)  PTAB addresses only questions of 

validity, not infringement.  As such, there is no sense in which a petitioner’s 

agreement not to claim noninfringement would be a “settlement” of a PTAB 

challenge.  Instead, if such a term were entered into a PTAB challenge, it is really 

just a covenant not to bring a claim (or defense) asserting noninfringement.  

However, such an agreement may raise antitrust concerns in its own right, for it 

may be used as a means of restraining competition outside the scope of the patent.   

 

 Before concluding this section, we briefly mention a set of consolidated 

PTAB petitions and subsequent litigation that, based on the observable evidence, 

appear somewhat anomalous.   In five petitions58 brought by petitioners Agila and 

Mylan against patent owner Cubist for a collection of related patents – all directed 

at the brand-name drug Cubicin – settled in April of 2015.  Then in February of 

2016, district court litigation between these parties settled, with the court’s 

decree59 stipulating that the relevant patent claims were invalid.  These claims had 

recently been held invalid in a separate infringement litigation involving different 

defendants.60   

 

 Further, in the PTAB judgment – which approved the parties’ PTAB 

settlement proposal – the judge noted the parties’ agreement that the patent owner 

would limit the district court infringement action against these parties (which was 

still ongoing at that time) by limiting it to just these claims – the same ones 

subsequently invalidated in the district court’s consent decree.  This would seem 

to suggest that, after the issuance of the consent decree, there was nothing left to 

block entry by these petitioners.  However, the petitioners remain unlisted in the 

Orange Book as of July 2016.  On the other hand, two new generic version of the 

drug – marketed by pharmaceutical firms Teva and Crane, which were not parties 

to the PTAB settlement – have been approved in the time since the district court’s 

invalidity decree.   

 

C.  CLAIM PRECLUSION, BIFURCATED SETTLEMENT, AND DE FACTO PAY 

FOR DELAY 
 

                                                 
58 The case numbers are: IPR2015-00140; IPR2015-00131; IPR2015-00132; IPR2015-00144; 

IPR2015-00141.  The judgment imposing the settlement is IPR2015-00131, Paper 17.  See the 

appendix for more info on these and other disputes that settled more than a year before May 2016. 
59 Cubist Pharmaceuticals LLC v. Agila Specialties Inc. and Mylan Laboratories Limited, 1:13-cv-

01679-GMS (D. Del., Feb. 2016). 
60 Id. 
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 One obstacle to reverse payment settlements in Hatch-Waxman disputes is 

that the parties may be obligated to provide prompt notice of the agreement’s 

terms to the antitrust agencies, depending on the nature of the deal.61  The Alice 

decision gave new teeth to this oversight, as the agencies now have a strong 

precedent for antitrust intervention.  The relevant statute62 stipulates that an 

agreement between a brand-name drug manufacturer and a generic ANDA 

applicant relying on Paragraph IV certification must be disclosed to the antitrust 

authorities if the deal is directed at any of the following matters: 

 

(A) The manufacture, marketing, or sale of the brand name drug listed in the 

ANDA; 

(B) the manufacture, marketing, or sale of the generic drug for which the 

ANDA was submitted; or 

(C) the 180-day exclusivity period as it applies to such ANDA or to any other 

ANDA based on the same brand-name drug. 

 

 Importantly, the statute applies to any “agreements” meeting one of these 

conditions, which would presumably include settlements.  In light of this statutory 

language, a naked pay for delay agreement – a reverse payment accompanied by 

an explicit delay of generic entry – would trigger the notice requirement by 

constraining generic sales, and it would likely invite antitrust scrutiny under 

Actavis.  However, the parties may be able to avoid this by taking advantage of 

PTAB.  The result may be a de facto pay for delay agreement that lasts for the full 

remainder of the patent term. 

 

 First, instead of including an express “delay” term that prohibits generic entry 

for some period of time, the parties may instead rely on claim preclusion, also 

known as res judicata, as an indirect mechanism for avoiding generic competition.  

Claim preclusion is a legal doctrine that prevents two parties from litigating a 

cause of action on which a court already issued a judgment.  That is, if two parties 

have already litigated a claim to judgment, they are barred from subsequently 

reopening litigation on the same cause of action.63  Importantly, a stipulated 

consent judgment has substantially the same claim-preclusive effect as a court-

rendered judgment on the merits.64  If the parties wish to avoid or limit this 

preclusive effect, they must explicitly reserve a right to re-litigate a claim.65  

Similarly, a stipulated dismissal with prejudice – a joint agreement by the parties 

                                                 
61 Unlike merger review, the parties need not notify the FTC and DOJ before striking the deal.  If 

notice is required, they simply have to provide it within 10 days after executing the agreement.  
62 Medicare Prescription Drug, Improvement, and Modernization Act.  Pub. L. 108-173, 117 Stat. 

2461. 
63 Of course, this does not preclude an appeal of the prior judgment.   
64 See, e.g., Arizona v. California, 530 U.S. 392, 414 (2000) (noting that consent decrees generally 

trigger claim preclusion.) 
65 Pactiv Corp. v. Dow Chemical Co., 449 F.3d 1227, 1231 (Fed. Cir. 2006) ("the parties can ... 

reserve right to litigate a claim that would otherwise be barred by res judicata... But that 

reservation must be express.") 
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that the suit should be dismissed with prejudice66 – will generally have a claim-

preclusive effect.67  The Federal Circuit has explicitly noted that settlement of 

patent litigation generally precludes the defendant from subsequently challenging 

the validity of the litigated patent.68 

 

 In situations where generic entry relies on Paragraph IV certification, claim 

preclusion may be used as a substitute for an express delay of generic entry.  For 

the moment, we set aside the PTAB settlement and focus on the resolution of 

infringement litigation between the parties.  To that end, suppose that this 

litigation is resolved through a consent decree stipulating that the brand-name 

drug patent is valid and would be infringed by the drug contemplated by the 

generic firm’s ANDA application.  (Assume the settlement underpinning the 

consent decree does not call for a reverse payment from the patent holder to the 

defendant.)  This is precisely what we saw in the stipulated consent judgment in 

the Metrics example, which was concurrent with their PTAB settlement.  Since 

this settlement does not involve a reverse payment, it is unlikely to raise antitrust 

scrutiny, either by a district court or the FTC.   

 

 With the stipulated consent judgment in place, there is ostensibly no way for 

the generic firm to make money by selling the generic drug.  Even if it obtained 

ANDA approval based on the 30-month litigation threshold, it cannot earn a 

positive profit on generic sales.  Indeed, the consent decree stipulates that any 

such sales would constitute infringement of a valid patent, and it precludes the 

generic firm arguing otherwise.  The patent holder would be entitled to damages 

for all infringing sales, and would very likely obtain an injunction.  (The consent 

decree could also expressly call for injunctive relief, as in the Metrics example.)  

Thus, because the generic firm cannot avoid infringement liability, it cannot turn a 

profit on infringing sales.69  The result is that the generic firm will stay out of the 

market until the patent expires.  As already noted, a stipulated dismissal with 

prejudice would have the same effect.   

 

 The consent decree thus precludes generic entry.  As already noted, it is 

unlikely to receive antitrust scrutiny on Actavis grounds, since it does not include 

a reverse payment.  In fact, it may not even trigger the FTC notice requirements.70  

But even if the FTC were apprised of the agreement, the absence of a reverse 

payment suggests there is no “sharing” of monopoly rents, which would 

ostensibly rule out antitrust liability under Actavis.   

 

                                                 
66 A dismissal “with prejudice” is one that cannot be re-litigated.   
67 Pactiv Corp. v. Dow Chem. Co., 449 F.3d 1227, 1230 (Fed. Cir. 2006) (“A dismissal with 

prejudice is a judgment on the merits for purposes of claim preclusion.”)   
68 Ibid, at 1231-32.  See also Cheng (2016). 
69 Note that, since competition between equivalent drugs is extremely aggressive, damages for 

infringing sales would be very large – likely in excess of the profits earned on generic sales. 
70 If the consent decree stipulates that the defendant is enjoined from making generic sales, this 

might trigger the notice requirements as a constraint on the “manufacture” or “sale” of the generic 

drug. 



REVERSE PAYMENT SETTLEMENTS AND HOLDUP UNDER PTAB Hovenkamp & Lemus 

 

24 

 

 The foregoing analysis shows that claim preclusion can be a surrogate for the 

“delay” component of a pay for delay agreement.  But what about the “pay” 

component?  This is where PTAB comes in.  Having precluded generic entry 

through the litigation settlement, the parties can then achieve reverse payment 

through the PTAB settlement.  This settlement is unlikely to raise antitrust 

scrutiny of its own accord.  First, it ostensibly would not trigger the FTC 

notification requirement.  A PTAB settlement (even with a reverse payment) does 

not place any constraints on the manufacture or sale of the generic drug; it simply 

terminates the generic firm’s challenge of the brand-name drug patent.  One point 

worth noting is that, while a PTAB settlement does not have a preclusive effect by 

default, the parties can build preclusion into the PTAB settlement agreement.71  

And, of course, the parties already have the preclusive effect of the district court 

settlement to fall back on. 

 

 Second, unlike a district court, a PTAB judge has no antitrust jurisdiction with 

which it might block settlements on antitrust grounds.  The Board does indeed 

have the authority to refuse a termination request, but this appears to be quite 

limited.  In particular, it appears to have authority to refuse a termination request 

only if it feels that the patent would very likely be invalidated in lieu of 

termination.72  So, for example, the Board might refuse to terminate if the IPR is 

nearly complete and the evidence strongly suggests that the patent is invalid.  But 

this authority is simply designed to prevent a bad patent from escaping 

invalidation at the last moment.  There is nothing in the relevant statutes that 

entitle the Board to decline a termination request based purely on antitrust 

reasons, or even based on public policy reasons.  For these reasons, there is 

ostensibly no adjudicator or agency that will evaluate a PTAB settlement for 

antitrust compliance, whether or not it includes a reverse payment. 

 

 The ultimate result is a bifurcated settlement.  The entirety of the parties’ 

agreement consists in the combination of two distinct settlements, one resolving 

infringement litigation and the other resolving a PTAB proceeding.  The 

bifurcation of this agreement enables the parties to prevent generic competition 

and share monopoly rents without raising antitrust scrutiny.  On one hand, the 

parties avoid generic entry through a consent decree (or stipulated dismissal) that 

precludes the generic firm from later claiming the patent is invalid or uninfringed.  

On the other hand, the patent holder pays off the generic firm through a PTAB 

settlement that is unlikely to be evaluated for antitrust compliance.  This 

combination creates a de facto pay for delay agreement, as it deters the generic 

firm from making any sales before the patent expires.  The Metrics example is 

consistent with this strategy.   

                                                 
71 35 U.S.C. §17, noting that “If the inter partes review is [settled], no estoppel … shall attach to 

the petitioner … on the basis of that petitioner’s institution of that inter partes review” (emphasis 

added).  As written, this leaves open the parties’ right to create estoppel by express agreement. 
72 37 CFR 42.74 notes that “[t]he parties may agree to settle any issue in a proceeding, but the 

Board is not a party to the settlement and may independently determine any question of 

jurisdiction, patentability, or Office practice.” 
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 There is an alternative possibility worth mentioning briefly.  If there is no 

district court litigation to settle, then in principle the parties could design the 

PTAB settlement to have a preclusive effect on future litigation.  That is, it is 

conceivable that the parties could attempt to avoid competition using a PTAB 

settlement alone.  This is what we saw in the Ranbaxy example, where the parties’ 

PTAB settlement purported to resolve “any potential Hatch-Waxman litigation on 

this patent between these parties.”  (Recall that the parties in that example were 

not involved in any concurrent infringement litigation.)  However, it is not clear 

that a PTAB settlement could have the same broad preclusive effect as a consent 

decree issued by a district court.  Because a PTAB judge lacks authority to make 

determinations of patent infringement, an IPR never provides an opportunity for 

resolving the infringement issue.  Thus, a PTAB termination will not trigger claim 

preclusion with respect to patent infringement.73  Accordingly, a PTAB 

settlement’s preclusive effect would likely be limited to the validity question.  

 

V. REVERSE PAYMENT SETTLEMENTS BETWEEN NON-COMPETITORS 
 

 In this section, we explore other practices that have arisen after the creation of 

PTAB. We first explore the economics behind reverse patent trolls, which are 

companies that file PTAB petitions with the sole purpose of obtain a settlement 

payment. Finally, we explain that PTAB has been used for the right reasons by 

companies trying to weed out bad patents, which we call “good-faith” petitioners.  

 

A.  REVERSE PATENT TROLLS 
 

 Two of the main features of PTAB trials, relative to filing lawsuits in district 

courts, are their low cost and their quick resolution. Although one of the reasons 

to create the PTAB trials was to reduce the burden of verifying patent validity – 

as a measure to counteract the so called “patent trolls” – PTAB has also opened 

the door for a new kind of entity called “reverse patent troll.” In this section, we 

compare the business model of traditional patent trolls to reverse patent trolls. 

 

Traditional Patent Trolls 

 

 The business model of traditional patent trolls is to leverage from the high 

cost of litigation and infringement to obtain a settlement payment. A non-

producing entity that owns a patent, even of questionable validity, may be able to 

extract rents from a practicing entity when verifying patent infringement is costly 

and leads to a significant transfer from the defendant to the plaintiff. 

 

                                                 
73 If the PTAB settlement purports to resolve the infringement issue, this term acts effectively as 

an agreement that the generic firm cannot raise noninfringement as a defense in future litigation.  

But such an agreement would likely be prohibited as patent misuse, since it could be used to 

exclude noninfringing competition – a restraint that is not within “the scope of the patent.” 
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To illustrate this point, consider a simple (static) economic model of patent 

trolling. There are two risk neutral players, the plaintiff and the defendant, and 

three parameters: the probability of infringement (p), the payment from the 

defendant to the plaintiff in case of infringement (F), and the cost paid for each 

party to verify infringement (c). The plaintiff has a credible litigation threat when, 

in expectation, it does not lose money by filing a lawsuit, i.e. when pF > c.74 If 

this is the case, then the defendant expects to pay pF+c from going to court. 

Notice that any settlement payment S from the defendant to the plaintiff that 

satisfies pF-c<S<pF+c makes both parties better off compared to going to court. 

Hence, the defendant is faced with the decision of paying to verify whether there 

is infringement, which is an uncertain outcome, or to settle and pay the patent troll 

without verifying the validity of the infringement claim. This simple model 

explains that defendants with larger infringement payments at risk (larger F) are 

more attractive to traditional patent trolls, which is consistent with the empirical 

finding that trolls target companies with deep pockets (Cohen et al. 2016) 

 

Reverse Patent Trolls 

 

The business model for reverse patent trolls is even simpler than that of traditional 

patent trolls. It does not even require to own patents. The idea of this business 

model is to leverage from the losses of the patent holder to obtain a settlement. A 

practicing entity holding a valuable patent has too much to lose if the patent is 

invalidated. Therefore, reverse trolls are most likely to emerge in industries where 

patent protection is valuable (such as the pharmaceutical industry). In contrast 

with traditional patent trolling, the firm targeted by a reverse troll does not need to 

be a producing entity. For example, a company that makes profit from selling 

licenses would be a suitable target for a reverse troll. 

 

 We present a simple (static) economic model of reverse patent trolling.75 

There are two players, the petitioner and the patent owner, and three parameters: 

the probability of institution and patent invalidity (q), the loss for the patent owner 

in case of invalidity (L), and the cost paid by the petitioner to file the PTAB 

petition (c). Just like in the case of patent trolls, we assume that reverse trolls are 

non-producing entities, and therefore they do not gain a market advantage in case 

patent invalidation. The difference with traditional patent trolling is that the 

PTAB petitioner’s payoff depends on the action taking by the patent owner. If the 

patent owner could commit to never settle, then the petitioner would expect a loss 

of c and would have no incentives to file a petition in the first place. However, it 

is not credible (i.e. subgame perfect) for the patent owner to always let the PTAB 

trial go through. The timing of the game is depicted in Figure 2. 

 

                                                 
74 This condition is demanding since the plaintiff could file a lawsuit with negative expected value 

if there are future gains such as reputation building, as in Hovenkamp (2016). 
75 See Meurer (1989) for similar model that also includes private information. 
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Figure 2: Timing of the Reverse Trolling Game. In the vector of payoffs, the first row corresponds to the 

reverse patent troll’s payoff, and the second row to the patent holder’s payoff. 

 

 We solve by backward induction. After the petition has been filed, the cost of 

filing is sunk. Hence, the joint surplus between the petitioner and the patent 

holder from dropping the case is 𝑞𝐿. If the bargaining power of the petitioner in 

this negotiation is 𝛼, then the Nash Bargaining settlement fee is  

 

𝑓 = 𝛼𝑞𝐿. 

 

 The petitioner is going to quit if 𝛼𝑞𝐿 < 𝑐. Otherwise, the petitioner has 

incentives to file the petition following a disagreement in the first negotiation. If 

that is the case, the joint surplus from avoiding filing the petition is 𝑐. Thus, if at 

the first negotiation the bargaining power of the petitioner is 𝛾, the Nash 

Bargaining settlement fee is: 

𝑆 = 𝑓 − 𝑐 + 𝛾𝑐 = 𝛼𝑞𝐿 − (1 − 𝛾)𝑐 . 
 

 In simple terms, if the petitioner has already filed the petition (and sunk c), by 

waiting to hear the final decision the patent holder expects to lose 𝑞𝐿. Thus, the 

patent owner is willing to pay up to this amount to the petitioner to drop the case 

before the final decision. Since 𝑐 is sunk, parties will bargain for a settlement fee 

𝑓 between 0 and 𝑞𝐿, which will depend on the bargaining power of the parties. 

Anticipating this continuation game, it is profitable for the reverse troll petitioner 

to initiate a PTAB procedure as long as 𝑐 < 𝑓. Thus, reverse trolls are more prone 

to file PTAB petitions against firms that suffer a large loss from invalidation and 

have weak bargaining power. If the reverse troll has a credible threat, then parties 

will bargain for a settlement fee 𝑆 ∈ [𝑓 − 𝑐, 𝑓] to avoid incurring the cost of 

filing. Of course, the problem of reverse trolling is driven by the lack of 

commitment. If patent holders were confident on the validity of their patents and 

they could credibly commit to never pay a settlement fee, the reverse trolling 

problem would not exist.76 Specifically in our model, if the patent owner could 

commit to set 𝑓 = 0, reverse trolls would not exist.  

 

 Notice that in our model a reverse troll is able to extract rents from the patent 

owner only when the loss from losing patent protection is sufficiently large. That 

loss can be from losing market power or from losing fees from license 

                                                 
76 For example, building reputation is one way for both the parties to gain strategic commitment. 

Another way is delegating the decision to settle.  
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agreements. For example, New Bay Capital filed IPRs against several patents 

owned by VirnetX,77 the same patents that VirnetX was using in a lawsuit that 

accused Apple of patent infringement. In this case, it is clear that VirnetX would 

suffer a large loss from patent invalidity by losing the damages that Apple was 

ordered to pay.78 

 

 Another important distinction between traditional trolls and reverse trolls is 

the problem created by making PTAB petitions public. Traditional trolls claim 

patent infringement on assets that only they own (the patents), so no other 

company but the troll benefits from the court ruling infringement. In PTAB, 

however, any firm is allowed file a petition against a patent owner, allowing firms 

to “free-ride” on the arguments made by the first petitioner. These feature of 

PTAB can improve the bargaining position of the first petitioner before filing the 

petition, since once the petition is filed the patent holder may be forced to bargain 

with multiple petitioners to avoid losing the patent. Thus, both a reverse patent 

troll and the patent holder have incentives to settle before a PTAB petition has 

been filed. Despite the fact that reverse trolling does not (yet) appear to be 

prominent, it is possible that many of the settlements are occurring before PTAB 

petitions are even filed, so the data is not necessarily revealing the true extent of 

this practice.  

 

 Although reverse trolling is theoretically feasible and it has been documented 

in practice (Schuster, 2016),79 it does not seem to be a widely observed 

phenomenon. One explanation is that the institution decision and the probability 

of invalidity are influenced by the arguments given in the petition. A valuable 

patent is likely to have been already scrutinized by licensees and competitors, 

narrowing the possibilities for an outsider to be the first making invalidation 

claims. Also, since firms have very large patent portfolios, in particular in the 

high-tech industry, it may be too costly for a reverse troll to invalidate enough 

patents in a portfolio to make the patent holder incur in a significant loss.  

 

 Inferring reverse patent trolling from the data is more challenging.  Unlike the 

pharmaceutical disputes discussed in Section III, reverse patent trolling involves 

PTAB settlements between non-competitors.  In principle, one could infer reverse 

trolling by identifying disputes in which the challenger is not an operating 

company, but this is often hard to discern from the documents available on the 

PTAB database. Another way to infer reverse trolling activity is to identify 

settlement demand letters from companies that appear not to produce anything or 

represent any producing firms, and whose demands appear difficult to explain as 

anything other than an effort to extract a reverse payment.  In particular, this 

involves a demand letter threatening to file a PTAB petition – or to further 

advance an ongoing PTAB challenge – unless the patent holder agrees to pay it 

                                                 
77  IPR2013-00375, IPR2013-00376, IPR2013-00377, and IPR2013-00378. 
78 Another prominent example of reverse trolling is Iron Dome, a company that demanded either 

cash payments or retroactive licenses to sell to parties accused of patent infringement. 
79 See also Cavan et al. (2015) and Haggin (2014).  

https://www.ropesgray.com/~/media/Files/articles/2015/May/BBNAInsight_Ropes10_Cavan_McDonell_Rizzolo.ashx
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cash, or to allow it to share in the patent holder’s future settlement proceeds (e.g. 

by demanding transferable licenses that the challenger can then sell to 

infringement defendants).  These demand letters are generally difficult to find, but 

at least a few of them have become public.80 Further, we cite a number of 

experienced patent attorneys who have averred that the reverse trolling 

phenomenon does indeed occur, although it is generally thought to be less 

pervasive than conventional “patent troll” activity (i.e. patent assertion by non-

practicing entities). 

 

B.  GOOD-FAITH PETITIONERS BY NON-COMPETITORS 
 

 Sections II and V.A examined the possibility of settlement payments to stop a 

PTAB petition filed by a competitor or by a non-competitor reverse patent troll. 

Settlement among competitors can have antitrust consequences and harm 

consumer welfare. Reverse patent trolls have a direct impact on innovation, since 

they reduce the rents appropriated by patent holders by making them own a more 

risky asset. 

 

 Despite of these potential harmful incentives created by PTAB, tables 1 and 2 

show that PTAB is mostly used by “good-faith” petitioners, defined as petitioners 

that do not seek monetary payments to settle but instead have the goal of either 

reaching the PTAB’s final decision or obtaining a license that will be used for 

production. Apple Inc., for example, has not filed a single petition against its most 

prominent rivals in personal computers (Dell, Hewlett-Packard, Acer, or Lenovo), 

in mobile computers and smartphones (Google, Samsung, Nokia, or Asus), or in 

mobile payments (Paypal). Instead, Apple Inc. has filed petitions against non-

practicing entities such as VirnetX Inc. or Smartflash LLC, most of which have 

reached final decision. Thus, many companies are taking advantage of the lower 

costs and the relatively fast decision of PTAB, compared to district court 

litigation, to determine the validity of patent claims, and they are not willing to 

accept settlement payments. 

 

 Further, there are some non-producing entities that file PTAB challenges for 

reasons that appear inconsistent with the reverse trolling story. For example, a 

non-producing entity called Unified Patents (henceforth, UP) has filed 41 PTAB 

petitions (as of May, 2016), the majority which involve patents in the NBER 

category “Computers and Communications.” Producing companies pay a fee to 

UP under the promise that UP will work on invalidating patents of patent trolls 

that threaten the business of the subscribed companies. Even more, UP will only 

settle for a transferable license and never for a monetary compensation.81 This 

practice resembles that of “patent privateering” (Lemus and Temnyalov, 2016). 

UP could offer a strategic advantage in filing PTAB petitions, due to its expertise, 

                                                 
80 A similar type of inference has been proposed by the FTC on traditional patent trolls: 

https://www.ftc.gov/sites/default/files/documents/federal_register_notices/2013/09/130926paefrn.

pdf 
81 http://www.unifiedpatents.com/faq/. Visited on June, 2016. 

http://www.unifiedpatents.com/faq/
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and also provide identity protection to its members, since the “real party of 

interest” in the PTAB petition is UP, and not the subscribed companies, which 

could be kept secret. 

 

 Multiple petitioners could also be a signal that firms are filing petitions in 

order to reach a final decision in PTAB rather than settle for monetary payments. 

Since settling with multiple parties is costly for the patent owner, this can be a 

commitment strategy that limits the scope for monetary settlements. In our 

database we have found examples of several competitors filing PTAB against the 

same patent, usually owned by a non-practicing entity.82 Obviously, it has to do 

with parallel district court litigation. However, it is costly to have multiple 

petitioners filing against the same patent. Multiple firms is a signal that the do not 

want to settle and they have vast evidence against the validity of the patent 

 

VI. PROPOSED REFORM 
 

 Settlements limit the PTAB’s efficacy to eradicate patents with invalid claims 

from the system. Of course, PTAB has some other very important benefits, such 

as avoiding the high costs of litigation and facilitating more patent licensing.  But, 

if some of the patent claims were indeed granted in error, then clearly settlement 

is second best; preferably, these patent claims would be invalidated, so that 

everyone obtains the relevant rights, not just the petitioner as part of the 

settlement. The welfare damage of settlement is exacerbated when there is 

evidence indicating a reasonable likelihood that some of the patent claims are 

invalid, i.e. when parties settle after the case has been instituted by PTAB. The 

social value provided by PTAB is hindered even further when settlements not 

only preserve “bad” patents in the system, but when they also reduce market 

competition by restricting entry. 

 

 Dolin (2011) proposes that reverse settlements associated to large monetary 

payments are a signal about the patent owner’s lack of confident in the validity of 

the patent claims. Similarly, patents involved in cross-licensing deals raise 

suspicion about validity.  Thus, Dolin proposes that the FTC gets involved in 

these settlements by requesting the re-examination of the patents involved.  

Notice that a large reverse payment is not necessarily a signal of patent invalidity.  

In the model presented in Section V.A, the settlement payment depends on both 

the probability of invalidity as well as the loss incurred by the patent owner after 

invalidity.  

 

 Settlement is not always detrimental for welfare.  A party in a PTAB petition 

could have received new information during the procedure that makes them 

change the value of pursing the PTAB trial. For example, parties could have a 

better assessment of the quality of the patent after reviewing some evidence, they 

could have received judgement from a lawsuit (such as non-infringement 

                                                 
82 For example, petitions filed against patent number US7365871.  



REVERSE PAYMENT SETTLEMENTS AND HOLDUP UNDER PTAB Hovenkamp & Lemus 

 

31 

 

judgement), a new technology could have rendered the patented invention 

obsolete, etc. However, in all these cases, we should not expect to observe large 

payments to settle the PTAB procedure. Thus, in light of our analysis, we propose 

the following reforms: 

 

1. Within industries where individual patents strongly affect competition, inter-

competitor PTAB settlements involving reverse payment should be submitted to 

the FTC for antitrust review. 

 

 Sections II, III and IV justify the need for antitrust scrutiny when there are 

large reverse payments between competitors with market power.  In an industry 

like pharmaceuticals, where an individual patent can strongly affect the intensity 

of competition, such an agreement can have significant anticompetitive effects.  

We suggest that the FTC designate some industrial categories such that all reverse 

payment settlements within that category must be submitted for review of 

antitrust compliance.  Importantly, unlike the present FTC statutes mandating 

disclosure of Hatch-Waxman agreements, the rules requiring disclosure should 

include reverse payment as something that may independently necessitate 

submission to the FTC.  That is, even if an agreement does not place any 

constraints on sales or manufacturing, it should still be submitted for review if it 

involves a reverse payment. 

 

2. PTAB should not allow fewer settlements after institution. 

 

 By definition, when PTAB institutes a cases, the evidence shows a reasonable 

likelihood that some of the claims in the patent are invalid.  But, as discussed 

earlier, the parties have an incentive to preserve validity through settlement – 

either licensing or reverse payment – no matter the likelihood of invalidation.  

Post-institution settlements may thus be nothing more than attempt to avoid 

invalidation at the last moment.  Thus, PTAB judges should be quite skeptical of 

post-institution settlements. 

 

3. When appraising a proposed settlement of district court litigation, federal 

judges should consider any related PTAB settlements between the parties. 

 

 If a proposed settlement of district court litigation coincides with settlement of 

a PTAB petition between the same parties, the district court judge should look at 

these settlements together and view them as a consolidated agreement.  This is 

necessary to provide a complete picture of the terms of settlement.  Further, 

unlike PTAB judges, federal court judges have the authority to enforce the 

antitrust laws, and are thus in a much better position to appraise a settlement on 

antitrust grounds. 

 

4. PTAB should limit reverse payment settlements by non-competitors.  
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 As discussed in Section V, reverse trolls arise from the patent owner’s lack of 

commitment to reach a PTAB final decision. Although the reverse trolling 

phenomena does not seem too pervasive in the system, providing a credible 

commitment device to not settle could preempt further abuses of PTAB by non-

practicing entities trying to use it as an instance for holdup.  Ideally, the PTO 

would implement rules that discourage reverse trolling, but not good faith 

challenges by non-operating companies.  A good way to do this would be to limit 

the magnitude of reverse payments, but place no limits on other kinds of 

settlements, e.g. licensing settlements.  In particular, it may be beneficial to 

prohibit reverse payment settlements such that, in light of the cost of bringing a 

petition, the petitioner ends up turning a large profit on the petition and 

settlement.  This still permits a challenger to settle – even for a reverse payment – 

but it prevents PTAB settlements from becoming a profitable endeavor in their 

own right. 

 

VII. CONCLUSION 
 

 PTAB injected efficiency into the patent system by providing a relatively 

quick and inexpensive alternative to district court litigation in reviewing the 

validity of granted patent claims. However, the scarce antitrust scrutiny to which 

PTAB settlements are subject to, could have created a vehicle for competitors to 

sign reverse payment agreements that can harm consumer welfare. Also, PTAB 

trials could be exploited as a holdup device, attracting non-producing companies 

to extract settlement fees from patent owners.  

 

 In this paper, we analyzed the possibility of these two negative uses of PTAB 

by focusing mostly in the pharmaceutical industry. Linking the patents in the 

FDA’s Orange Book with those in PTAB trials, we are able to assess whether a 

competitor that challenged the patent validity of an incumbent through a PTAB 

trial, enters the market after the parties agree to settle. The empirical evidence 

indicates that entry does not occur for a large fraction of the settlements, which is 

an indication of a reverse payment settlement, similar to pay-for-delay 

agreements. We then presented a theory for reverse patent trolling and we 

contrasted the incentives of these firms with those of traditional patent trolls. 

Reverse trolls can exploit the losses incurred by a patent owner in case of 

invalidity and the lack of commitment to extract settlement fees. The data reveals 

that reverse trolling does not seem to be a pervasive practice, which we 

rationalized by the public good nature of a PTAB petition, i.e. the firm with the 

highest willingness to invalidate the patent is the one filing the review, and 

reverse patent trolls are not likely to be that firm.   

 

 Concerned by the potential missuses of an otherwise efficient tool, we 

proposed a series of reforms that would help prevent firms from abusing the 

system. In particular, we advocate for more involvement of the FTC in settlement 

between competitors, as well as limiting the ability of parties to settle, especially 

after the evidence has indicated high likelihood of claim invalidation.  
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APPENDIX 
 

Orange Book Cases that Settled in PTAB before May 2015 

 
Patent PTAB trial Petition 

Filing Date 
Institution 
decision 

Settlement Date Court Judgment Notes  

PTAB D. Court 

6436989 IPR2013-00024 10/18/2012 3/5/2013 11/15/2013   

6716830 IPR2013-00012 10/5/2012 3/19/2013 11/15/2013 12/3/2013  

7671070 IPR2013-00015 10/12/2012 3/19/2013 11/15/2013 12/3/2013  

http://ssrn.com/abstract=2481908
http://www.markmanadvisors.com/blog/2015/11/30/why-are-bass-and-spangenberg-filing-ipr-petitions-by-themselves/
http://www.markmanadvisors.com/blog/2015/11/30/why-are-bass-and-spangenberg-filing-ipr-petitions-by-themselves/
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8071073 IPR2014-00731 5/7/2014  6/26/2014  6/23/2014. PTAB 
Petitioner infringes. 
Permanent injunction. 

RE44459 IPR2014-00868 9/8/2014  9/8/2014 8/7/2014  

8598219 PGR2014-00010 9/2/2014  11/24/2014 11/24/2014  

7851482 IPR2014-00160 11/18/2013 6/3/2014 1/22/2015  8/18/2015. PTAB 
petitioner infringes 
other related patents. 
Permanent injunction. 

8476010 IPR2015-00715 2/6/2015  4/2/2015 3/3/2015  

8129342 IPR2015-00140 10/23/2014  4/28/2015  2/2/2016. Some claims 
held invalid. 

6468967 IPR2015-00131 10/23/2014  4/28/2015  2/2/2016. Some claims 
held invalid. 

6852689 IPR2015-00132 10/23/2014  4/28/2015  2/2/2016. Some claims 
held invalid. 

8058238 IPR2015-00144 10/24/2014  4/28/2015  2/2/2016. Some claims 
held invalid. 

8058238 IPR2015-00141 10/23/2014  4/28/2015  2/2/2016. Some claims 
held invalid. 

8362085 IPR2015-00410 12/18/2014  5/15/2015 PENDING  

Table 5: Cases that settled over one year ago, but the petitioner is not listed in the Orange Book. 


