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Editor’s Note: 
The Elephant Remains
B Y  J A M E S  J .  O ’ C O N N E L L

AN OLD JOKE ASKS: “HOW MANY
Supreme Court Justices does it take to screw in
a light bulb? Nine. Three to form a plurality,
two to concur in part, two to dissent, one to
concur in part and dissent in part with the plu-

rality opinion, and one to concur with the dissenters in part.” 
Not the funniest joke, but it illustrates a point. Supreme

Court decisions sometimes leave the state of the law as uncer-
tain as it was when the parties petitioned the Court to take
their case. Sometimes this happens when the Justices do not
agree in sufficient numbers on what the answer should be, as
in the antique above. And sometimes this happens when the
majority leaves important issues unresolved.
Which brings us to the Supreme Court’s decision, this past

June, in FTC v. Actavis, Inc.,1 the theme of this issue of
ANTITRUST. Regular readers of these pages will already be
familiar with the contours of the case, the policy goals of the
Hatch-Waxman Act and the shifting of litigation risks and
incentives it has wrought, and the issue of how to assess
under the antitrust laws settlements of Hatch-Waxman
patent infringement litigation when the settlement includes
some consideration flowing from the patent-holding plain-
tiff to the generic-challenger defendant. (Refreshers on
“reverse-payment” settlements in this context, as well as sum-
maries of the Actavis case and decision, may be found in sev-
eral of the contributions to this issue, including that of
Amanda Reeves, whose article also includes a discussion of
the decision’s practical implications for settling parties.) 
The question before the Court in Actavis was whether the

Court of Appeals for the Eleventh Circuit had erred when it
affirmed the dismissal of a complaint by the Federal Trade
Commission challenging under Section 5 of the FTC Act a
series of litigation settlements between patent-holder Solvay,
on the one hand, and generic drug makers Actavis, Paddock,
and Par, on the other.2 The settlements had each included the
payment of consideration by Solvay to the generic company,
which the FTC alleged were unlawful inducements to get the
generics to drop their Hatch-Waxman challenges to Solvay’s
patent for its AndroGel product. As in its other challenges of

“reverse-payment” patent litigation settlements, the FTC
alleged that the agreements resulted in the generic companies
delaying their market entry, which denied consumers the
benefits of generic competition. The district court dismissed
the FTC’s complaint and the Eleventh Circuit—concluding
that any exclusionary effects of the settlements fell within the
scope of Solvay’s presumptively valid patent—agreed. 
The Eleventh Circuit’s “scope of the patent” test echoed

similar decisions by the Second and Federal Circuits3 and the
Eleventh Circuit’s own earlier decision in Schering-Plough.4

These courts all noted that parties should be encouraged 
to settle their disputes, that patents are presumptively valid,
and, perhaps most importantly, that a patent gives its hold-
er the right lawfully to exclude competition that infringes
upon the patent. With these views in mind, the “scope-of-
the-patent” test removes from antitrust review any settle-
ment agreement that does not exclude competition beyond
that which the patent holder may already lawfully exclude,
unless there is some evidence that the patent was obtained
through fraud on the U.S. Patent & Trademark Office or that
the Hatch-Waxman patent litigation itself was a sham. 
The FTC and private plaintiffs had long argued that the

“scope-of-the-patent” test amounted to a rule of per se legal-
ity and that the anticompetitive effects that they alleged flow
from “reverse-payment” settlements—delayed generic entry
and higher drug prices—justified a standard that would be
more favorable to plaintiffs challenging such settlements
under the antitrust laws. Tests ranging from a per se ban to
one that would create a rebuttable presumption that such set-
tlements are anticompetitive had been put forward. 
In Actavis, the government advocated for a presumption 

of illegality and a truncated (“quick-look”) rule-of-reason
approach, rather than a full-blown “kitchen sink” analysis
(remember that sink—we will see it again in a moment), sim-
ilar to that adopted by the Court of Appeals for the Third
Circuit in its K-Dur decision.5 That court, which created the
circuit split that prompted the Supreme Court to grant cer-
tiorari in Actavis, held last year that when evaluating Hatch-
Waxman patent litigation settlements under the antitrust
laws,

the finder of fact must treat any payment from a patent
holder to a generic patent challenger who agrees to delay
entry into the market as prima facie evidence of an unrea-
sonable restraint of trade, which could be rebutted by show-
ing that the payment (1) was for a purpose other than
delayed entry or (2) offers some pro-competitive benefit.6

Courts that had adopted the “scope-of-the-patent” test—
which the Third Circuit rejected in K-Dur—had noted with
some concern that any alternative test would require the
court to evaluate the merits of the underlying patent dispute
and the strength of the patents at issue in order to determine
the antitrust implications of the settlement. These courts
posited that if the parties would have litigated their dispute
to a resolution but for their agreement to settle, and if the
patent holder would have prevailed, then all competition
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assessments of . . . value; 5, there could be, in fact, no anti-
competitive effect here because of what you just said now in
response to Justice Kennedy and Justice Kagan, but there
could be. We don’t know. Okay? So, start with where we
were. Could be anticompetitive. Give the defense a chance
to go through 1 through 5, and if they convince you there is
a 6—we’re not saying there isn’t, but we can’t think of one
on the briefs, let them have the 6th, too. Okay? Now, judge,
weigh and decide. That’s what we do. So we’ve structured it
somewhat to keep the kitchen sink out on the basis of the
briefs given to us. What’s wrong with that?

MR. WEINBERGER: Well, I think the first problem with it is
that it’s . . . very unpredictable. It’s really hard to figure out
how that all gets sorted out, and the parties who are sitting
down to do a settlement need, I feel, much clearer guidance.

JUSTICE SCALIA: You can’t . . . possibly figure it out, can
you, without assessing the strength of the patent?

MR. WEINBERGER: That’s right.

JUSTICE SCALIA: Isn’t that crucial to––to the conclusion?

MR. WEINBERGER: I—I believe that the only thing that
brought––

JUSTICE SCALIA: And to say you can consider every other
factor other than the strength of the patent is—is to leave—
leave out the––the elephant in the room.”9

This exchange would prove to be prophetic. Writing for
the majority, Justice Breyer would reject the “scope-of-the-
patent” test because “to refer, as the Circuit referred, simply
to what the holder of a valid patent could do does not by itself
answer the antitrust question.”10 The majority also claimed
to reject the FTC’s proposed “quick-look” approach, holding
that the “complexities” inherent in determining the com-
petitive effects of a “reverse-payment” Hatch-Waxman patent
litigation settlement require more than a cursory review.11 The
better approach, according to the majority, is a rule-of-reason
analysis—just not one that necessarily includes a review of the
“but-for” world:

[I]t is normally not necessary to litigate patent validity to
answer the antitrust question . . . . An unexplained large
reverse payment itself would normally suggest that the pat-
entee has serious doubts about the patent’s survival. And
that fact, in turn, suggests that the payment’s objective is to
maintain supracompetitive prices to be shared among the
patentee and the challenger rather than face what might
have been a competitive market—the very anticompetitive
consequence that underlies the claim of antitrust unlawful-
ness.12

(For different views regarding whether the payment of con-
sideration to avoid the risk of patent invalidation is anti-
competitive, readers may wish to compare Chief Justice
Roberts’s dissent and Kevin McDonald’s contribution in
these pages to that of Messrs. Edlin, Hemphill, Hovenkamp,
and Shapiro.)

from products that infringed the patents at issue would have
been excluded for the term of the patents, and lawfully so. So
how, these courts asked, could an antitrust court determine
the true extent of the settlement’s unlawful exclusionary
effects without knowing what the outcome of the prior patent
dispute likely would have been? 
The need to examine this “but-for” world and the diffi-

culties such a task presents were significant factors in the deci-
sions by all but the Third Circuit to reject the presumptions
and “quick looks” advocated by the FTC and other plaintiffs.
In one of the more memorable passages in a Hatch-Waxman
case, the Eleventh Circuit, rejecting what it described as “[t]he
FTC’s retrospective predict-the-likely-outcome-that-never-
came approach” because it “would . . . impose heavy burdens
on the parties and courts,”7 concluded its opinion by noting:

[I]t is worth emphasizing that what the FTC proposes is
that we attempt to decide how some other court in some
other case at some other time was likely to have resolved
some other claim if it had been pursued to judgment. If we
did that we would be deciding a patent case within an
antitrust case about the settlement of the patent case, a tur-
ducken task.8

(Readers whose culinary experiences are too limited to under-
stand the court’s reference will find an explanation (along
with much more) in the contribution to this issue by Messrs.
Edlin, Hemphill, Hovenkamp, and Shapiro.)
Concerns about how—if at all—to address the issue of the

“but-for” world were on display during oral argument for the
Actavis decision in March in this exchange between Justices
Breyer and Scalia, via Jeffrey Weinberger, counsel to Solvay:

JUSTICE BREYER: Okay. Suppose—this sounds like an argu-
ment, a discussion that you have in the district court, so 
. . . what’s your reaction to this: Say [1], sometimes these set-
tlements can be very anticompetitive, dividing monopoly
profit. In deciding whether anticompetitive outweighs busi-
ness practices without less restrictive alternatives, judge, you
may take that into account; 2, do not take into account the
strength of a patent; 3, do not try to re-litigate the patent; 4,
there are several possible justifications, ones I listed before out
of the briefs, litigation costs—the other products, different

The FTC is already arguing that Actavis stands 
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Notice that the majority does not say that courts should 
not examine the “but-for” world when determining antitrust
liability—just that it “is normally not necessary” for it to do
so if the settlement includes a “payment” to the generic chal-
lenger that is “large” and “unexplained.” Without providing
much guidance, the majority leaves it to the lower courts to
decide what those terms may mean in the context of Hatch-
Waxman patent litigation settlements, as well as whether and
to what extent they should concern themselves with the “but-
for” world:

[T]he FTC must prove its case as in other rule-of-reason
cases. To say this is not to require the courts to insist, con-
trary to what we have said, that the Commission need litigate
the patent’s validity, empirically demonstrate the virtues or
vices of the patent system, present every possible supporting
fact or refute every possible pro-defense theory . . . . As in
other areas of law, trial courts can structure antitrust litiga-
tion so as to avoid, on the one hand, the use of antitrust the-
ories too abbreviated to permit proper analysis, and, on the
other, consideration of every possible fact or theory irre-
spective of the minimal light it may shed on the basic ques-
tion—that of the presence of significant unjustified anti-
competitive consequences.13

Does the majority’s references to “every possible support-
ing fact,” “every possible pro-defense theory,” and “the min-
imal light [they] may shed on the basic question” mean that
lower court’s shouldn’t hear arguments about the strength of
the patent or the merits of the settling parties’ claims in the
patent case? The majority believes that such an inquiry is
“normally not necessary,” because “the size of the unex-
plained reverse payment can provide a workable surrogate for
a patent’s weakness, all without forcing a court to conduct a
detailed exploration of the validity of the patent itself.”14

But this did not sit well with Chief Justice Roberts, who in
a tough dissent, argued that

a patent claim cannot possibly impose unlawful anticompet-
itive harm if the patent holder is acting within the scope of
a valid patent and therefore permitted to do precisely what
the antitrust suit claims is unlawful. This means that in any
such antitrust suit, the defendant (patent holder) will want
to use the validity of his patent as a defense—in other words,
he’ll want to say “I can do this because I have a valid patent
that lets me do this.” I therefore don’t see how the majority
can conclude that it won’t normally be “necessary to litigate
patent validity to answer the antitrust question” . . . unless
it means to suggest that the defendant (patent holder) can-
not raise his patent as a defense in an antitrust suit. But
depriving him of such a defense—if that’s what the majori-
ty means to do—defeats the point of the patent, which is to
confer a lawful monopoly on its holder.15

In addition to suggesting a model for measuring the
impact of reverse-payment settlements on competition, as
well as model jury instructions, Messrs. Edlin et al., later in
these pages, argue that the majority meant precisely what the
Chief Justice implies it could not possibly have meant: defen-
dants cannot raise the patent as a defense in an antitrust suit
because “allowing such a defense would defeat the Court’s

stated purpose of cutting to the chase in these cases.” The
authors argue that there is no other way to make sense of the
majority’s repeated assertion that an analysis of the “but-
for” world is “normally not necessary,” given that defendants
will want to offer such a defense in any antitrust challenge to
their settlement agreement, as the dissent notes. The authors
also believe that analysis of the patent is not needed because
the settlement can cause competitive harm regardless of the
strength of the patent if it reduces the extent or likelihood of
competition—if, to quote Justice Breyer, it “seeks to prevent
the risk of competition . . . [the] consequence [that] constitutes
the relevant anticompetitive harm.”16

The FTC is already arguing that Actavis stands for the
proposition that antitrust courts should not consider the
merits of the patents at issue when evaluating Hatch-Waxman
patent litigation settlements.17 Pay no attention to Justice
Scalia’s elephant, in other words, because it’s not relevant.
How ever, Ian Simmons, Kenneth O’Rourke, and Scott
Schaeffer note in their article that private plaintiffs likely
won’t be able to ignore the elephant. They argue that assump-
tions and inferences about reductions of the risk of compe-
tition drawn from the size of a reverse payment will not suf-
fice for private plaintiffs, who under the Clayton Act must
satisfy an affirmative burden of proving that they were injured
“by reason of” the defendants’ agreement—that the generic
had a lawful right to enter the market and compete, which it
bargained away, causing the plaintiffs antitrust harm. Kevin
McDonald mentions this in his article as well, arguing that
because proof of actual injury will depend on plaintiffs’ abil-
ity to demonstrate that they were prevented from purchasing
lawful generic alternatives, the strength of the patent will
have to be examined in private cases. Looking ahead to such
cases, Amanda Reeves offers practical suggestions in her arti-
cle that settling parties may wish to consider, should the
“strength of the patent” turn out to be as significant a factor
as proponents of the “scope-of-the-patent” test believed it
must be.
Rudy Peritz takes us down a different path by pointing to

the Supreme Court’s eBay decision,18 which he describes as
drawing a distinction between the scope-of-the-patent right
and the scope-of-the-available-patent remedy. He argues that
courts should require the settling parties—whose agreement
he likens to the permanent injunction that was at issue in
eBay—to demonstrate that the private benefits of their agree-
ment and the private costs to them of not being permitted to
settle outweigh the public benefit of earlier generic competi-
tion. He would not assume away the elephant, exactly, but
would instead prefer a standard that shows it quickly to the
door, in that he suggests that because the settling parties can
always revert to their patent dispute to resolve their issues of
infringement, validity, damages, etc., there will likely never be
a private harm that is sufficiently irreparable that it would
outweigh the public benefit of generic competition under an
eBay-like standard.
Bob Skitol and Ken Vorrasi suggest that Justice Breyer’s



opinion is a “reboot” of Indiana Federation of Dentists that
“transforms” California Dental by, as the title of their article
explains, “inviting a more nimble rule of reason.” They note
that the majority opinion in Actavis rejects the “quick-look”
standard advocated by the FTC, yet at the same time adopts
“a flexible and decidedly streamlined approach to rule-of-
reason litigation generally.” The authors do not take the posi-
tion that the merits of the patents at issue have no relevance
to such a rule—although the approach they discuss will be as
streamlined as Justice Scalia’s elephant if the “but-for” world
must be examined to determine antitrust liability. 
Ted Voorhees takes us back to another recent Supreme

Court decision that left the development of “litigation struc-
tures” for examining particular conduct under the rule of rea-
son to federal district courts—Leegin.19 In his article, he
examines the judicial record to see how courts have dealt
with resale price maintenance in the six years since the Court
decided to reverse Dr. Miles.
Much more may be said about the Supreme Court’s

Actavis decision—and much more is addressed in the authors’
contributions to this issue. For example, the decision also left
more aspects of these cases unresolved than the question of
what should be done with Justice Scalia’s elephant. Although
much seems to be riding on Justice Breyer’s “unexplained
large reverse payment,” the Court provides no guidance to
the lower courts that must decide what is “large,” what is
“unexplained,” and what is a “payment.” Regarding the lat-
ter, the FTC now argues in amicus briefs that settlements in
which the patent holder agrees not to license another “auth -
orized generic” are no different than, and post-Actavis should
be treated the same as, “reverse-payment” settlements in
which the “payment” is cash.20 Messrs. Edlin et al. similarly
argue in these pages that Justice Breyer’s warning about
“unexplained large reverse payments” should not be read as
applying only to cash payments. Noting that settling parties
will in some cases argue that any payments included in their
agreements are neither objectively “large” nor “unexplained,”
contributors William Kerr and Cleve Tyler discuss valuation
and other issues that may arise when examining other types
of agreements into which settling parties may enter, such as
license agreements, joint marketing or development agree-
ments, and manufacturing agreements. 
And there is the other large animal that may be crowding

into the room: whether the standard that lower courts may
develop in light of Actavis may be used to restrict parties
who settle any patent dispute from using the validity of the
patent as a defense in later antitrust challenges to their agree-
ment. Chief Justice Roberts expressed this concern in his
dissent, and although the majority sought to address that
concern, as Kevin McDonald discusses in his article, it may
prove difficult to limit the application of the majority’s rea-
soning in Actavis to settlements of Hatch-Waxman patent lit-
igation. Messrs. Edlin et al., for example, take the view in
their article that the majority opinion’s reasoning is not lim-
ited to settlements between pharmaceutical companies.

Two things, at least, are clear. First, rather than resolving
many of the difficult issues that have challenged antitrust
lawyers, litigants, and courts regarding Hatch-Waxman patent
litigation settlements, the Supreme Court’s decision in Actavis
is simply the start of the next phase of disputes, trials, FTC
investigations, and industry uncertainty. Second, as far as
this observer is concerned, the elephant remains.

Postscript. As this is my first Editor’s Note as Chair of this
magazine’s editorial board, I would be remiss if I did not
express my appreciation to Ilene Gotts, for first suggesting that
I join the editorial board and for making that happen; my
partner Deb Garza, in whose footsteps I am walking as Chair,
for encouraging me to accept Ilene’s offer; my other partners
at Covington & Burling, for supporting my work with the
Antitrust Section; Tina Miller, with whom it is a pleasure to
work on these pages and without whom publication of the
Antitrust Law Journal, ANTITRUST magazine, and The Source
would simply grind to a halt; Chris Hockett, this year’s
Section Chair, for appointing me; Debbie Feinstein, my
predecessor, for her years as our fearless leader and of course
for giving up this position as part of her transition to her cur-
rent role as Director of the FTC’s Bureau of Competition;
and my fellow ANTITRUST editors, past and present, for
making this such a consistently great publication.�
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