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Evolution of the Case Law



• In early TM actions in the search engine context, courts focused on whether keyword 
purchases of TMs constituted “use of commerce” under the Lanham Act.

• Now, keyword cases focus on “likelihood of confusion.” 

• The Ninth Circuit had identified “troika” of relevant factors in Internet cases:               (1) 
similarity of marks, (2) relatedness of goods and services, and (3) the parties’ 
simultaneous use of the internet as a marketing channel.

• In 2011, the Ninth Circuit repudiated the internet troika, holding that courts should 
consider a flexible array of factors when evaluating likelihood of confusion in the search 
engine context.

Background
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Early Search Engine Cases

Australian Gold v. Hatfield, 436 F.3d 1228 (10th Cir. 2006):

• Defendants’ use of plaintiffs’ trademarks in metatags, and defendants’ payment to Overture.com to list 
defendants first when a user searched for plaintiffs’ trademarks, was a violation of the Lanham Act.

Soilworks, LLC v. Midwest Indus. Supply, Inc., 575 F. Supp. 2d 1118 (D. Ariz. 2008):

• Granted summary judgment for plaintiff, holding that the defendant “diverts the initial attention of 
potential internet customers to its websites by using [the plaintiff’s mark] in keywords and metatags.”

Rescuecom Corp. v. Google Inc., 562 F.3d 123 (2nd Cir. 2009):

• Resolved split over whether use of trademark to trigger search ads constituted a “use in commerce.”

Transamerica Corp. v. Moniker Online Servs., LLC, 672 F. Supp. 2d 1353 (S.D. Fla. 2009):

• “[U]se of a trademark to draw consumers to a particular website not belonging to the trademark holder 
constitutes use in commerce under the Lanham Act.”

Binder v. Disability Grp., 772 F. Supp. 2d 1172 (C.D. Cal. 2011):

• Judgment for plaintiffs based on defendant’s purchase of plaintiff’s trademarks as keywords.



Facts:

• Both companies produced scheduling and management software.

• Network Automation purchased Advanced Systems’ mark as a search term so that 
Network Automation’s website would show up as a sponsored link when users 
searched the term.

• Advanced Systems claimed infringement and sought a preliminary injunction.

• District Court granted a preliminary injunction to Advanced Systems.

Holding:

• Ninth Circuit reversed the district court, holding that it abused its discretion in 
considering only the factors in the internet “troika,” which were not dispositive on the 
facts of the case.  

Network Automation, Inc. v. Advanced Systems 
Concepts, Inc., 638 F. 3d 1137 (9th Cir. 2011)
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• The Court evaluated every Sleekcraft factor and then identified four as the most 
relevant in the case before it:

1. (1) Strength of the mark
2. (2) Proximity of the goods
3. (3) Similarity of the marks
4. (4) Evidence of actual confusion
5. (5) Marketing channels
6. (6) Type of goods and degree of care
7. (7) Defendant’s intent
8. (8) Likelihood of expansion of the product lines

*** Additional relevant factors: labeling and appearance of advertisements and 
surrounding context displaying the results

Network Automation, Inc. v. Advanced Systems 
Concepts, Inc. (9th Cir. 2011)
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Eastern District of Virginia (August 3, 2010):

• “[T]here is no evidence that Google is attempting to pass off 
[Google’s] goods or services as Rosetta Stone’s.”

Fourth Circuit (April 9, 2012):

• “[W]e conclude that there is sufficient evidence in the record to 
create a question of fact on each of the ‘disputed’ [likelihood of 
confusion] factors—intent, actual confusion, and consumer 
sophistication—to preclude summary judgment.”

• “More than just source confusion is at issue in an infringement 
claim . . . [also confusion as to] sponsorship of the goods.”

Rosetta Stone Ltd. v. Google Inc.
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Evidence of Actual Confusion:

• Testimony and unsolicited complaints from consumers who inadvertently bought 
counterfeit Rosetta Stone products via the internet after Google began permitting use 
of Rosetta Stone trademarks in sponsored links.

• Testimony of Google witnesses who could not tell if links sold authentic Rosetta Stone 
products or not.

• Survey report of Dr. Kent Van Liere of NERA showing a 17% net confusion rate, which 
the Court called “clear evidence of actual confusion for purposes of summary 
judgment.”

Rosetta Stone Ltd. v. Google, Inc., 676 F. 3d 144
(4th Cir. 2012)
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Recent Cases
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Facts:

• Both parties performed fundraising services 
involving the collection and resale of vehicles.

• America Can! alleged that Car Donations Fund 
used plaintiff’s trademark “Write off the car, not 
the Kid” to “manipulate search engine results to 
display the defendants’ website.”

• CDF moved to dismiss for failure to state a claim 
because the mark did not visibly appear in the 
search results.

America Can! v. Car Donations Found., 2019 WL 
1112667 (N.D. Tex. Mar. 11, 2019)
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Holding:

• Denied motion because “America Can! Has stated a plausible claim for trademark 
infringement.”

• “In the Fifth Circuit, trademark visibility has not been recognized as necessary to 
support a finding of confusion.”

• “[T]he precedent of this court does not suggest that lack of trademark visibility is 
determinative in keyword advertising cases, which similarly concern visible search 
result placement caused by invisible use of a trademark.”

America Can! v. Car Donations Found., 2019 WL 
1112667 (N.D. Tex. Mar. 11, 2019)
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Facts:

• InVue alleged a scheme where Mobile Tech purchased InVue’s trademarks as search 
engine keywords.

• Both companies produced device display technologies for consumer electronics.

• Mobile Tech moved to dismiss because its ads did not visibly incorporate or display the 
trademarks, arguing that the purchasing of ad keywords alone does not constitute 
trademark infringement.

Holding:

• Denied motion because the claims alleged the purchase of InVue’s trademark as 
keywords was “part of an intentional scheme to target InVue and its customers, cause 
consumer confusion and divert customers away from InVue through deceptive 
advertising.”

Mobile Tech, Inc. v. Invue Sec. Prods., Inc., 2019 WL 
3001285 (W.D.N.C. June 21, 2019)
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Facts:

• Adler argued that McNeil purchased trademark terms (including JIM ADLER and THE 
HAMMER) as keywords for its advertisements.

• District Court dismissed case because advertisements themselves did not incorporate 
trademarks.

Holding:

• Fifth Circuit reversed, rejecting McNeil’s argument that “Adler’s claims fail as a matter 
of law because McNeil’s use of the Adler marks is not visible to the consumer.  We find 
no Fifth Circuit authority for such a rule of law, and we disagree with it.”

• “[I]n evaluating whether use of a trademark creates a likelihood of confusion, no single 
factor is dispositive.”

• The Fifth Circuit also noted the “dearth of relevant cases” on this issue. 

Adler v. McNeil Consultants, LLC, 2021 WL 3508713 
(5th Cir. Aug. 10, 2021)
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Lindsey Adelman Studio, LLC v. Zora Lighting Co., 2019 WL 759930 (S.D.N.Y. June 24, 2019):
• Granted preliminary injunction requiring defendant and all third parties that provided 

services used in connection with defendants’ websites cease providing these services, 
including using plaintiff’s marks in marketing or promotional activities such as keyword 
advertising.

Res Ipsa USA, LLC v. Artemis Design Co. LLC, 2019 WL 2746701 (N.D. Ga. Apr. 9, 2019):
• Complaint filed (later settled) alleging trademark infringement because defendant 

purchased plaintiff’s trademarks as keywords for Google advertising.

Edible IP v. Google, LLC, (Ga. 2021):
• Georgia Supreme Court granted certiorari in case that alleges Google violated Edible 

Arrangements’ intellectual property rights by selling ads linked to its trade name.
• Georgia Court of Appeals ruled against Edible Arrangements.

Other Recent Cases



Key Issue: Initial Interest 

Confusion
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• Courts evaluating trademark claims in the context of keyword advertising often focus on 
initial interest confusion.

• Occurs when a defendant improperly uses a trademark to create initial customer interest in 
a product, even if the customer realizes prior to purchase that the product was not actually 
manufactured by the owner of the trademark.

o In the internet context, arises when consumer searching for plaintiff’s website using a 
search engine is directed instead to the defendant’s website.

• E.g., Playboy Enter., Inc. v. Netscape Commc’ns, Corp., 354 F.3d 1020 (9th Cir. 2004):  Tying 
banner ads to plaintiff’s marks could be considered initial interest confusion, especially 
because many of the ads instruct users to “click here,” if users followed the ads believing 
they would be connected to plaintiff’s website.

• But see Dires LLC v. Select Comfort Corp., (8th Cir. 2021):  Pending cert petition in SCOTUS 
challenging initial interest confusion as outdated in the context of the modern internet 
because consumers browse many brands and search for products they don’t intend to buy.

Initial Interest Confusion
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• A 2005 Pew Internet & American Life Project study concluded that 62% of consumers 
cannot differentiate between sponsored and non-sponsored links.

• A 2012 SEO Book study showed 1,000 people search results pages with 3-4 sponsored 
links and asked, “Does this search result have ads on it?” 

o Between 37% and 55% of respondents answered “no” based on the particular search 
engine results page shown.

• According to a 2014 study, the listing that appears first in search results still attracts the 
most click activity.

Rosetta Stone Ltd. v. Google, Inc., 676 F.3d 144 (4th Cir. 2012): 

• Described in-house Google studies, including one studying reactions to sponsored links 
with a trademark in the text or title that concluded 94% of users were confused.

• Survey report of Dr. Kent Van Liere of NERA showing a 17% net confusion rate, which 
the Court called “clear evidence of actual confusion.”

Evidence of Actual Confusion
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Establishing Likelihood of Confusion

American Airlines v. Google, Inc. 
(N.D. Tex. 2007)
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• Trademark Dilution:  Advertisers’ use of trademarks they do not own in ads arguably 
lessens the capacity of trademarks to distinguish between the trademark owner’s 
products and the products of others and dilutes the distinctive quality of the 
trademarks.

• False Advertising: Ads using trademarks as keywords may be considered to be literally 
or facially false, creating presumption that consumers were deceived and deception 
was material.

• Unfair Competition:  Allowing advertisers to buy trademarks they do not own as 
keywords and then listing sponsored results at the top of the search for the trademark 
can make it appear that the trademark owner and advertiser have a license agreement 
or business relationship.

• State Law Remedies

Other Potential Theories



1-800 Contacts, Inc. v. FTC
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Facts:

• 1-800 Contacts entered into 14 agreements with competitors prohibiting the parties 
from using each other’s trademarks as search engine advertising keywords.

• FTC ruled that the agreements went beyond prohibiting trademark infringing conduct 
and were therefore overbroad and not reasonably necessary to achieve procompetitive 
benefits.

• 1-800 Contacts appealed.

1-800 Contacts, Inc. v. FTC
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Timeline

1-800 Contacts Agreements:

• 2004:  Agreements with Coastal Contacts and 
Vision Direct

• 2008: Agreement with EZ Contacts USA

• 2009:  Agreement with Lensfast

• 2010:  Agreements with AC Lens, Empire 
Vision, Lenses for Less, Tram Data, Walgreens, 
Contact Lens King, Web Eye Care

• 2011: Agreement with Standard Optical

• 2013:  Agreement with Memorial Eye

Cases finding trademark claims to be viable:

• 2004:  GEICO v. Google; Playboy Enter. v. 
Netscape Commc’ns

• 2006: Australian Gold v. Hatfield

• 2008:  Soilworks v. Midwest Indus. Supply

• 2009:  Rescuecom Corp. v. Google Inc.; 
Transamerica Corp. v. Moniker Online Servs.

• 2011:  Network Automation v. Advanced 
Systems Concepts; Binder v. Disability Grp.
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• “Expert testimony revealed a ‘solidifying consensus’ among 
both courts and academics ‘on the lack of confusion’ posed by 
keyword search advertising, absent confusion caused by the 
advertising text.” 

• Noted “the paucity of decisions finding ‘bidding on trademark 
keywords to constitute trademark infringement, absent some 
additional factor,’ such as misleading advertisement text.” 

• “The ‘scholarly consensus’ is aligned with the judicial opinions.” 

• 1-800 Contacts’ argument “rests on a feeble legal theory, even 
if it is not so empty as to be a sham.” 

FTC Brief
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• “[T]he courts have uniformly rejected keyword advertising, standing alone, as an act of 
trademark infringement.” 

• “The solidifying consensus matched the scholarly consensus on the lack of confusion 
(including initial interest confusion), which developed rapidly alongside the rise of 
keyword advertising.” 

• A “pure keyword-based liability claim” is “extreme.” 

• “[C]ourts have been clear about the legality of keyword advertising for a number of 
years.” 

• “[E]ver more courts have joined the consensus of legal scholars on internet advertising, 
which has concluded, for more than a decade, that keyword advertising alone is not 
infringement as a matter of trademark law.”

Expert Report of Rebecca Tushnet
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• “Complaint Counsel’s theory, however, ignores . . . extensive caselaw that makes clear 
that the use of trademarks as keywords can give rise to actionable trademark and 
unfair competition claims.”

• “Although opinion on this issue is not uniform, there was extensive support from 
academics, practitioners, and courts” that keyword advertising could “potentially”
constitute infringement.

• “Those settlement agreements contain terms that, in my experience, are commonly 
used and accepted, correlate to remedies issued by courts in trademark disputes, and 
advance the aims of trademark law and public policy.”

• “In my experience, non-use agreements are particularly common where, as here, the 
law is unsettledor the extent of liability is unclear.”

Expert Report of Howard Hogan

25
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• Cited 40 orders and agreements requiring parties to refrain from buying/selling 
trademarks as keywords.

• Fragrancenet.com, Inc. v. Les Parfums, Inc., No. 09 Civ. 2626 (E.D.N.Y. Mar. 8, 2010):  
Court enjoined defendant from purchasing keywords “for the terms FRAGRANCENET, 
FRAGRANCENET.COM, or any confusingly similar term, phrase, or mark, including 
without limitation ‘fragrance net’ and ‘fragrance.net’”

• Skydive Ariz., Inc. v. Quattrocchi, 2010 WL 1743189 (D. Ariz. Apr. 29, 2010): Court 
enjoined defendants from using the trademark “Skydive Arizona” or any confusingly 
similar term, including “Skydiving Arizona” and “Arizona Skydiving” in connection with 
any website, “including in meta tags, keywords in pay-for-placement or pay-for-rank 
search engines”

• Greenberg Smoked Turkeys, Inc. v. Tsavo Media, Inc., No. 11-cv-00037 (E.D. Tex. Jan. 23, 
2012): Microsoft agreed not to offer Greenberg’s trademarks to third parties for “use 
as keywords to trigger sponsored advertisement links” on Bing

Expert Report of Howard Hogan: Orders and 
Agreements
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• “At the time the agreements were entered into, the law regarding the validity of 
Petitioner's trademark claims was unsettled, and it remains so in this Circuit. The fact 
that the law was unsettled at the time is one reason a party might enter into a 
settlement agreement.” 

• “In this case, where the restrictions that arise are born of typical trademark settlement 
agreements, we cannot overlook the Challenged Agreements’ procompetitive goal of 
promoting trademark policy.” 

• Vacated and remanded the FTC decision with orders to dismiss the administrative 
complaint.

1-800 Contacts, Inc. v. FTC, 1 F.4th 102 (2d Cir. 2021)
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• Default mechanism for search engine advertising is broad match, 
where sponsored links are triggered by selected keywords but also by 
an algorithm.

• Negative keywords allow advertisers to limit the additional types of 
searches that will trigger the display of sponsored ads.

• Probar, LLC v. Onebody , No. 14-cv-166 (M.D. Fla. Oct. 29, 2014):  
Court required defendants to activate the term “PROBAR” as a 
negative keyword.

• Orion Bancorp, Inc. v. Orion Residential Fin., LLC, 2008 WL 816794 
(M.D. Fla. Mar. 25, 2008):  Court required the defendant “when 
purchasing internet advertising using keywords, adwords or the like, 
require the activation of the term ‘ORION’ as negative keywords.”

Additional Issue: Negative Keywords



1-800 Contacts v. FTC

Antitrust Analysis of Trademark Settlements



Intersection of IP and Antitrust
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Intellectual Property

• Goal: Promote innovation and competition 
(particularly in the long-run)

• Methods:

➢ Patents (exclude others from using 
patented invention for 20 years)

➢ Trade secrets (exclude others from using) 
➢ Trademarks (exclude infringing 

advertisements)
➢ Copyrighted Works (exclude others from 

using or reproducing)

Antitrust 

• Goal: Promote innovation and competition (in 
the short- and long-run)

• Methods:

➢ Prohibit collusion among competitors
➢ Prohibit other “unreasonable restraints 

of trade” – horizontal & vertical
➢ Prohibit anticompetitive practices that 

allow monopolies to exclude rivals
➢ Prohibit mergers that substantially 

lessen competition

“[T]he aims and objectives of patent and antitrust laws may seem, at first 
glance, wholly at odds.  However, the two bodies of law are complementary, as 
both are aimed at encouraging innovation, industry, and competition.“

Atari Games Corp. v. Nintendo of America, Inc., 897 F.2d 1572, 1576 (Fed. Cir. 1990)



1-800 Contacts

September 9, 20211-800 Contacts v. FTC | 3

TV

1-800 Contacts spent over $400M in advertising to drive users online (away from expensive 
ECPs) to 1800contacts.com.  Competitors bid on its trademark terms.



Timeline

2004 2008
2009-
2011

2013
August 
2016

October 
2017

November 
2018

June 2021
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First Vision Direct Settlement
Coastal Contacts Settlement

EZ Contacts 
Settlement

Second Vision Direct Settlement
Lensfast Settlement
AC Lens Settlement
Lenses for Less Settlement
Contact Lens King Settlement
Empire Vision Settlement
Tram Data Settlement
Walgreens Settlement
Web Eye Care Settlement
Standard Optical Settlement

FTC Administrative Complaint

Memorial Eye Settlement
Luxottica Sales & Sourcing Agreement

Initial Decision by FTC ALJ

FTC Decision

Second Circuit Decision



Trademark Law at the Time of the Settlements
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Year 1-800 Contacts Settlement Contemporaneous Cases/Settlements

2004 First Vision Direct
Coastal Contacts

• Playboy Enters., Inc. v. Netscape Commc’ns Corp., 354 F.3d 1020 (9th Cir. 2004)
• Google Inc. v. Am. Blind & Wallpaper Factory, Inc., 2005 WL 832398 (N.D. Cal. Mar. 30, 2005)

2008 EZ Contacts • Australian Gold v. Hatfield, 436 F.3d 1228 (10th Cir. 2006) 
• Soilworks, LLC v. Midwest Indus. Supply, Inc., 575 F. Supp. 2d 1118 (D. Ariz. 2008) 
• Rhino Sports, Inc. v. Sport Court, Inc., 2007 WL 1302745 (D. Ariz. May 2, 2007) 

2009-
2011

Second Vision Direct
Lensfast
AC Lens
Lenses for Less
Contact Lens King
Empire Vision
Tram Data
Walgreens
Web Eye Care
Standard Optical

• Rescuecom Corp. v. Google, 562 F.3d 123 (2d Cir. 2009)
• CJ Prods. LLC v. Snuggly Plushez LLC, 809 F. Supp. 2d 127 (E.D.N.Y. Aug. 22, 2011) 
• Transamerica Corp. v. Moniker Online Servs, LLC, 2010 WL 1416979 (S.D. Fla. Apr. 7 2010) 
• Quidgeon v. Olsen, 2011 WL 1480537 (C.D. Ill. Apr. 19, 2011) 

2013 Memorial Eye
Luxottica Agreement

• Rosetta Stone, Ltd. V. Google, 676 F.3d 144 (4th Cir. 2012) 
• Consent Decree & Final J., Greenberg Smoked Turkeys, Inc. v. Tsavo Media, Inc., No. 11-cv-00037 

(E.D. Tex. Jan. 23, 2012) 
• J. & Permanent Inj., Partners for Health & Home v. Yang, 2:09-cv-07849-RZ (C.D. Cal. June 21, 2012) 

1-800 Contacts v. FTC |



Spectrum of Antitrust Review of IP Settlements
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Inherently Suspect
• Presumed unlawful if the “nature” of the 

restraint is to suppress competition
• Initial burden on defendant to justify conduct
• No proof of market power, market definition, or 

actual anticompetitive effects required

Full Rule of Reason
• Plaintiff must prove actual anticompetitive effects
• Defendant must prove procompetitive justifications
• Plaintiff must prove less restrictive alternative 

No Antitrust Second-Guessing If:
• Underlying IP litigation not a sham
• Settlement terms are within the scope of 

the IP right
• Nothing unusual / exceptional (like 

reverse payment or using a settlement to 
collude)

1-800 Contacts v. FTC |



Commission Opinions

Majority Opinion

• As advertising restrictions, the settlements are inherently 
suspect

• 1-800 Contacts’ trademark claims, while not shams, were 
weak, so the FTC need not credit 1-800 Contacts’ 
trademark justifications

• 1-800 Contacts’ prices were, on average, higher than 
some of its online competitors’ prices, and that was direct 
evidence of anticompetitive effects

• 1-800 Contacts could have settled using disclaimers of 
affiliation, instead of non-use (bans on trademark bidding 
in search advertising auctions)

Dissenting Opinion

• The inherently suspect standard did not even apply in 
Actavis, so it cannot apply to these standard trademark 
settlements; should apply the rule of reason

• The majority gave insufficient weight to trademark interests

• Should not reassess the strength of trademark claims post-
hoc in an antitrust challenge

• 1-800 Contacts’ higher prices are not direct evidence (they 
pre-dated the settlements and also could be explained by 1-
800 Contacts’ superior service and brand strength)

• The parties are in the best position to determine settlement 
structure; settlements were appropriately tailored

September 9, 2021 71-800 Contacts v. FTC |

Joseph Simons (author) Rohit Chopra Rebecca Slaughter Noah Phillips



Second Circuit Opinion:  Settlements Are Subject To Antitrust Scrutiny

• FTC v. Actavis, 570 U.S. 136 (2013) recognized there are “sound reasons to treat reverse-payment settlements differently.”  

• “Insofar as the dissent urges that settlements taking these commonplace forms [i.e., without a reverse payment] have not been
thought for that reason alone subject to antitrust liability, we agree and do not intend to alter understanding.”

• 1-800 Contacts argued the trademark settlements are “commonplace” and not subject to antitrust second-guessing.

• The Second Circuit held the agreements should be subject to some antitrust scrutiny.  
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Reasons for Antitrust Scrutiny Actavis Settlements 1-800 Contacts 
Settlements

Regulatory structure (Hatch-Waxman) produces 
“incentives for collusion”

Blocked competitors entirely from market – chief concern 
of antitrust law 

Unusual settlement structure (reverse payment), providing 
relief beyond what a court could award a plaintiff

1-800 Contacts v. FTC |



Second Circuit Opinion:  Settlements Are Not Inherently 
Suspect
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“Recognizing the inherent limits on a court’s ability to master an entire industry—and aware that there are 
often hard-to-see efficiencies attendant to complex business arrangements—we take special care not to deploy 
these condemnatory tools [i.e., per se and quick look] until we have amassed ‘considerable experience 
with the type of restraint at issue’ and ‘can predict with confidence that it would be invalidated in 
all or almost all instances.’”

NCAA v. Alston, Op. 17 (June 21, 2021)

“The Challenged Agreements, therefore, are 
not so obviously anticompetitive to 
consumers that someone with only a basic 
understanding of economics would 
immediately recognize them to be so. We are 
bound, then, to apply the rule of reason.”  
Op. 23-24. “Agreements to protect trademarks, then, 

should not immediately be assumed to be 
anticompetitive – in fact, Clorox tells us instead to 
presume they are procompetitive.”  Op. 21.

“[E]ven if restraints on truthful advertising 
have a tendency to raise prices, ‘[t]he fact that a 
practice may have a tangential relationship to the 
price of the commodity in question does not mean 
that a court should dispense with a full rule-
of-reason analysis.’”  Op. 20-21.

Rule of Reasons Applies

Supreme Court in NCAA



Second Circuit Opinion:  Anticompetitive Effects
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“Higher Prices” = “Direct Evidence” of an “Anticompetitive 
Effect”

Trademark 
Settlements

Higher
Prices

“The government also argues that ‘disrupted information flow’ is an anticompetitive effect and that a 
reduction in the quantity of advertisements is direct evidence of that effect. . . .  We need not decide 
whether the Commission’s theory of harm is viable, however, because we conclude that Petitioner has shown 
a procompetitive justification and the Commission fails to carry its burden at the third step.”  Op.  27.

• No “empirical analysis of 
the Challenged Agreements’ 
effect on the price.”  Op. 25-
26.

• Evidence was “theoretical 
and anecdotal.”  Op. 26.



Second Circuit Opinion:  Procompetitive Justifications
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In Clorox Co. v. Sterling Winthrop, Inc., 117 F.3d 50 (2d Cir. 1997), “we stated that ‘trademark agreements are 
favored in the law as a means by which parties agree to market products in a way that reduces the 
likelihood of consumer confusion and avoids time-consuming litigation.’”  Op. 29.

2004 2007 2010 2013 2016 2019 2021

First of 1-800 
Contacts’ Trademark 

Settlements

ALJ, Commission, and Second Circuit 
Decisions

“While [the Commission] claimed not to be determining the validity of Petitioner’s trademark 
claims, it did just that . . . Even if the Commission’s analysis of the underlying trademark claims 
were correct, trademark agreements that ‘only marginally advance[] trademark policies’ can 
be procompetitive.”  Op. 29-30.

Post-hoc 
analysis?



Second Circuit Opinion:  Less Restrictive Alternatives
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Standard
Second Circuit Supreme Court in NCAA

• The alternative must be “substantially less 
restrictive.”  Op. 33.

• The alternative “must also achieve the 
same legitimate competitive benefits 
outlined by the Petitioner.”  Op. 33.

“[A]ntitrust law does not require businesses to use 
anything like the least restrictive means of 
achieving legitimate business purposes. To the 
contrary, courts should not second-guess ‘degrees of 
reasonable necessity’ so that ‘the lawfulness of conduct 
turn[s] upon judgments of degrees of efficiency.’”  Op. 26.

Application

• Under Clorox, “it is ‘usually unwise for courts to second-guess’ trademark agreements between competitors . . . 
[A]bsent something that would negate the typically procompetitive nature of these agreements, ‘the parties’ 
determination of the scope of needed trademark protections is entitled to substantial weight.’” Op. 
32.

• “The Commission majority thought that a disclosure requirement was enforceable because, inter alia, it has 
ordered similar requirements in the past.  But the majority failed to consider the practical reasons for the 
parties entering into the Challenged Agreements.”  Op. 33



Key Takeaways

• Trademark law and antitrust law are not at war with one another.

• Based on Actavis and this case, courts will not apply short-cuts like the 
“inherently suspect” standard where IP enforcement is at stake, even if that 
enforcement results in exclusion of competitors or certain advertisements.  

• In applying the rule of reason:

• Pointing to “higher prices” is not enough to show an “anticompetitive effect.”

• Courts will give significant weight to trademark interests and will be 
skeptical of hindsight analysis of IP claims. 

• The settlement structure chosen by the parties will be given deference, 
particularly where it is consistent with other settlements. 

• Courts will look for “exceptional circumstances” – e.g., sham IP litigation, 
attempts to collude through settlement, and unusual settlement structures.
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John T. Winemiller

IP SETTLEMENT AGREEMENTS 
AFTER 1-800 CONTACTS



Context

Clorox Co. v. Sterling Winthrop, Inc., 117 F.3d 50 

(2d Cir. 1997)

FTC v. Actavis, Inc., 570 U.S. 136 (2013)

Impax Labs, Inc. v. FTC, 994 F.3d 484 (5th Cir. 2021)



Clorox Co. v. Sterling Winthrop, Inc.

Trademarks are non-exclusionary. 

A trademark, unlike other [IP] rights, does not confer a legal monopoly on any good or idea; 

it confers rights to a name only. Because a trademark “merely enables the owner to bar 

others from use of the mark, as distinguished from competitive manufacture and sale of 

identical goods bearing another mark, … the opportunity for effective antitrust misuse of a 

trademark, as distinguished from collateral anti-competitive activities on the part of the 

manufacturer or seller of the goods bearing the mark, is so limited that it poses a far less 

serious threat to the economic health of the nation.”

Id. at 56.



Clorox Co. v. Sterling Winthrop, Inc.

Trademark agreements are favored and entitled to deference. 

[T]rademark agreements are favored in the law as a means by which parties agree to 

market products in a way that reduces the likelihood of consumer confusion and avoids 

time-consuming litigation.

[I]n the absence of any evidence that the provisions relating to trademark protection are 

auxiliary to an underlying illegal agreement between competitors … and absent exceptional 

circumstances, we believe the parties’ determination of the scope of needed trademark 

protections is entitled to substantial weight.

Id. at 60.



FTC v. Actavis, Inc.

Reverse payment settlement agreement between patent holder of 

brand name drug and generic drug manufacturers

• Litigation dismissed; patent challenge abandoned

• Patent holder allowed generics to sell before patent expiry

• Generics helped patent holder with marketing/manufacturing

• Generics agreed to honor patent

• Patent holder paid generics millions of dollars



FTC v. Actavis, Inc.

• FTC challenged settlement agreement as anticompetitive

• D. Ct. dismissed

• CTA11 affirmed, holding RP agreements immune from antitrust 

attack where anticompetitive effects fall within exclusionary 

period of patent

• S. Ct. reversed, holding that patent-related settlements can have 

anticompetitive effects that violate antitrust laws



FTC v. Actavis, Inc.

[I]t would be incongruous to determine antitrust legality by 

measuring the settlement’s anticompetitive effects solely 

against patent law policy, rather than by measuring them 

against procompetitive antitrust policies as well.

Id. at 148.



FTC v. Actavis, Inc.

Considerations justifying antitrust scrutiny of settlement agreements:

1. Large reverse payments may carry risk of significant anticompetitive 

effects;

2. Anticompetitive effects may be unjustified;

3. Patent holder’s market power may exacerbate anticompetitive effects;

4. Large payments may signal risk of invalidity; and

5. Alternatives to large payments are available.



FTC v. Actavis, Inc.

Dissent

Like most litigation, patent litigation is settled all the time, and such settlements – which 

can include agreements that clearly violate antitrust laws, such as licenses that fix prices, or 

agreements among competitors to divide territory – do not ordinarily subject the litigants to 

antitrust liability.

The key, of course, is that the patent holder – when doing anything, including settling –

must act within the scope of the patent. If its actions go beyond the monopoly powers 

conferred by the patent, we have held that such actions are subject to antitrust scrutiny.

Id. at 162 (Roberts, C.J.).



Impax Labs, Inc. v. FTC

• First post-Actavis reverse payment case brought by FTC

• Settlement terms

• Pay for delay

• Delayed generic competition

• Credit for falling sales during product hop

• License

• Unrelated joint development agreement



Impax Labs, Inc. v. FTC

ALJ: Agreement restricted competition but procompetitive 

benefits outweighed anticompetitive effects

FTC: No procompetitive benefits; purported benefits 

achievable through less restrictive means

CTA5: Upheld FTC under burden-shifting framework of rule of 

reason inquiry



1-800 Contacts, Inc. v. FTC

Panel rejected argument that Actavis represented exception to a general 

rule against subjecting IP settlement agreements to antitrust scrutiny:

As in Actavis, Petitioner’s trademark, “if valid and infringed, might have permitted it to” 

preclude competitors from bidding on its trademarked terms in search advertising auctions 

or running advertisements on those terms. We “take this fact as evidence that the 

agreement’s anticompetitive effects fall within the scope of” the trademark protections. …

[W]e must “determine whether the restraints in the agreement[s] are reasonable in light of 

their actual effects on the market and their procompetitive justifications.

Id. at 113-14. 



1-800 Contacts, Inc. v. FTC

Panel followed the lead of Actavis in considering the policy goals of 

trademark law:

While trademark [settlement] agreements limit competitors from competing as 

effectively as they otherwise might, we owe significant deference to arm’s length use 

agreements negotiated by parties to those agreements. Doing do may give rise to 

collateral harm to a relevant market. But forcing parties to be less aggressive in 

enforcing their trademarks is antithetical to the procompetitive goals of trademark 

policy.

Id. at 122. 



1-800 Contacts, Inc. v. FTC

• Trademark settlement agreements not immune from 

antitrust scrutiny, but challenges likely face uphill battle

• Trademark settlement agreements scrutinized under rule of 

reason

• Scope of negotiated agreements entitled to deference in 

considering less restrictive alternatives



What should drafters consider in preparing 

settlement agreements in the light of 1-800 

Contacts, as well as Clorox, Actavis, and Impax?



Guiding principles

• Protecting a party’s IP rights is a legitimate interest that 

justifies restricting others’ conduct

• Restrictions extending beyond the scope of protection 

afforded by IP laws may be prohibited as anticompetitive

• For now, at least, settlement agreements must be able 

survive rule of reason scrutiny



Default Keyword Terms?

•Should all trademark-related settlement 

agreements include keyword provisions?

•Should all trademark-related settlement 

agreements include negative keyword provisions?
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