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that avoiding the “substantial problem” of patent hold-up and preventing
royalty stacking were two important considerations when determining a
FRAND royalty rate.?®?

In the most recent case to address FRAND rates in an SEP infringement
case, TCL Communication Technology Holdings Inc. v. Ericsson Inc., Judge
Selna of the Central District of California also was concerned about royalty
stacking and patent hold-up in determining his approach to royalty rate
calculation.?® To avoid issues related to royalty stacking and patent hold-
up, Judge Selna used the top down method to calculate the FRAND rate.?®
Specifically, because the starting point of the top down method begins with
the maximum aggregate royalty burden and works downwards to find a
reasonable royalty, it avoids that possibility that any licensee would be forced
to pay “an unreasonable amount in total.”?%¢ Additionally, it prohibits SEP
owners from charging a premium, preventing patent hold-up.?*’

While commentators applauded Selna’s approach, the top down method
is not without problems.?®® First, as Judge Selna acknowledges, the approach
is not a substitute for a market approach that considers comparable
licenses.?®” Second, there are difficulties in determining where to assess the
maximum aggregate royalty burden—at an upstream component level or at a
downstream end-consumer device, or somewhere in between.?® Finally, the
primary question—assessing the value of the SEP in question relative to all
SEPs related to the standard in order to divide the maximum aggregate
royalty fairly—remains a challenging issue.”! Even putting aside the
difficulties inherent in this approach, the bottom line is that Judge Selna
selected this method specifically to prevent the theoretical problems of

23 Seeid.

24 TCL Commc’n Tech. Holdings Inc. v. Telefonaktiebolaget 1.M Ericsson, No. SACV 14-341
JVS(DFMXx), 2017 WL 6611635 (C.D. Cal. Dec. 21, 2017).

Judge Selna also imposed a stricter definition of “non-discriminatory” than has been typically considered
in these cases; however, although this is a key issue for the case, it is not as directly tied to the points of
royalty stacking and patent hold-up that are at issue in this Section. /d. at *49-50.

85 See id, at *3-9.

86 See id.

87 See id,

28 See Davis, supra note 274 (quoting Professor Thomas Cotter as saying the approach “has a lot
going for it in trying to figure out a rational way to apportion the value of patents” and Professor Jorge
Contreras, “Top-down is the only way to do it that makes any sense, in my opinion”).

2% See TCL Communication, 2017 WL 6611635, at *8-9.

2% See Gregory K. Leonard & Mario A. Lopez, Determining RAND Royalty Rates for Standard-
Essential Patents, ANTITRUST, Fall 2014, at 86, 89-90.

21 See id,
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royalty stacking and patent hold-up, regardless of whether this method would
arrive at a fair and true royalty rate for the SEP owner.?*?

Ericsson has already appealed this most recent case to the Federal
Circuit, and so we are likely to receive guidance on FRAND calculations in
the near future, although it is unlikely to provide a clear methodology.?** In
fact, the Federal Circuit has weighed in on FRAND royalty calculations in
earlier cases and the result was anything but clear. In Ericsson v. D-Link, the
Federal Circuit reversed and remanded in a case where the district court’s
jury instruction involved applying the Georgia-Pacific factors without
modification.? In this case, the Federal Circuit stated that a jury “must be
told to consider the difference between the added value of the technological
invention and the added value of that invention’s standardization.”?
FRAND royalties “must be premised on the value of the patented feature, not
any value added by the standard’s adoption of the patented technology.”?®
To reach this end, the Federal Circuit determined that “widespread adoption
due to standardization” was not an inherent benefit of SEPs,”®” when quite
the opposite is true. The bottom line after this case is that it is essential to
disaggregate the value of standardization (that comes from reduction in
transaction costs for implementers and network effects generated by
interoperability) from the value of the technologies incorporated in the
standard.?*®

The Federal Circuit has reiterated this concept again in Commonwealth
Scientific and Industrial Research Organisation v Cisco Systems, where it
stated that SSO participants are not entitled to share in the “benefit created
by standardization—benefit that would otherwise flow to consumers and
businesses practicing the standard.”®” Instead, the Federal Circuit remanded
the trial court’s damages award to consider an adjustment in view of the
standard’s role in the product’s commercial success—i.e., decreasing the
reasonable royalty.3®

Based on these cases, it seems that damages calculations via FRAND
determination must attempt to mitigate the risk of patent hold-up and address
the risk of royalty stacking “that would apply if other SEP holders made

2 See TCL Communication, 2017 WL 6611635, at *14.

3 See id., appeal docketed, 2018-1363 (Fed. Cir. 2018).

24 773 F.3d 1201, 1232 (Fed. Cir. 2014).

5 Id at1233.

% See id. at 1232.

7 d. at 1233.

% See, e.g., J. Gregory Sidak, The Value of the Standard Versus the Value of Standardization, 68
BAYLOR L. REV. 59, 60 (2016).

809 F.3d 1295, 1305 (Fed. Cir. 2015).

30 4 at 1305-06.
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royalty demands of the implementer.”*' Both Judge Robart and Judge
Holderman addressed the risk of royalty stacking by considering the
aggregate royalties that would apply if other SEP holders made similar
royalty demands on the implementer, without requiring the implementers to
show what royalties they were currently paying.3®*> Robart rejected
Motorola’s argument that potential royalty stacking concerns had not, to date,
impeded the widespread adoption of the relevant standards, stating that the
“argument is misplaced.”” The court reasoned that “[w]hether other SEP
holders have complied with their RAND obligations says nothing as to
whether Motorola has met its own. Thus, the court must determine a
reasonable royalty rate for Motorola’s SEPs based on the principles
underlying the RAND commitment, one of which is the concern for royalty
stacking.”*** Judge Selna similarly began from a position of trying to avoid
royalty stacking and patent hold-up, without any evidence that these were
issues in the TCL Communications case or even issues at all.>%

The one bright spot in this discussion of judges, charging at royalty
stacking and patent hold-up like Don Quixote charged at windmills, is Judge
Davis, who presided over the district court trial in Ericsson Inc. v. D-Link.**
Judge Davis refused to reduce the FRAND royalty rate determined by the
jury based on theoretical concerns about hold-up and royalty stacking,
finding the defendants “failed to present any evidence of actual hold-up or
royalty stacking” and noticed that defendant’s experts “never even attempted
to determine the actual amount of royalties Defendants currently pay for . . .
[the relevant] patents.”*®” Additionally, Ericsson presented evidence that it
considered royalty stacking issues when it established its rates and therefore
Ericsson’s FRAND rate did not fail to account for hold-up or royalty
stacking.?*®

31 1 ayne-Farrar & Wong-Ervin, supra note 81.

302 See Microsoft Corp. v. Motorola, Inc., No. C10-1823JLR, 2013 WL 2111217, at *11-12 (W.D.
Wash Apr. 25, 2013); /n re Innovatio IP Ventures, L.L.C., No. 11 C 9308, 2013 WL 5593609, at *9—10
(N.D. II1. Oct. 3, 2013).

33 Microsoft Corp., 2013 WL 2111217, at *74.

304 Id

395 See TCL Comme’n Tech. Holdings, L. T.D. v. Telefonaktiebolaget LM Ericsson, No. SACV 14-
341 JVS(DFMXx), 2017 WL 6611635, at *8 (C.D. Cal. Dec. 21, 2017).

3% Ericsson Inc. v. D-Link Sys., Inc., No. 6:10-CV-473, 2013 WL 4046225 (E.D. Tex. Aug. 6,2013),
rev’d on other grounds, 773 F.3d 1201 (Fed. Cir. 2014); see also Ericsson, Inc., 773 F.3d at 123335 (“In
this case, we agree with the district court that D-Link failed to provide evidence of patent hold-up and
royalty stacking . . . . A jury, moreover, need not be instructed regarding royalty stacking unless there is
actual evidence of stacking.”).

307 See Ericsson Inc., 2013 WL 4046225, at *18, *26.

38 See id.
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b. Injunctive Relief

District courts and the International Trade Commission (ITC) have also
used the availability of injunctive relief for infringement of SEPs, or more
accurately, the denial of injunctive relief, as another means to alter SSO
participant behavior.*® This is particularly acute at the ITC because the
primary remedy available is a restriction on importation—effectively an
injunction.*’® Denial of injunctive relief, as a tool to prevent generally
theoretical problems, is even more troubling than the changes in damage
calculations detailed above.

In Apple, Inc. v. Motorola, Inc., the Federal Circuit considered
Motorola’s request for an injunction, seeking to prevent Apple’s sales of
allegedly infringing RAND-encumbered patents essential to certain wireless
telecommunications standards.>'! Motorola contended that Apple negotiated
in bad faith by refusing Motorola’s allegedly FRAND-compliant terms and
stalling negotiations.>'> The trial court with the Seventh Circuit’s Judge
Posner sitting by designation, denied Motorola’s request, reasoning that in
making a RAND commitment, the patent holder has already acknowledged
that money, in the form of royalties, would be adequate compensation,
eliminating the factor of irreparable harm under eBay.*'* The Federal Circuit
upheld Judge Posner’s decision, but offered different reasoning for denying
the injunction. First, “to the extent that the district court applied a per se rule
that injunctions are unavailable for SEPs it erred.”*'* Although it may be
difficult to establish irreparable harm, Judge Reyna noted that “an injunction
may be justified where an infringer unilaterally refuses a FRAND royalty or
unreasonably delays negotiations to the same effect.”®!> The Federal Circuit,
however, upheld the denial of injunction because “negotiations have been

309 See Doris Johnson Hines & J. Preston Long, Un-FRAND-ly Behavior, 87 BNA PAT. TRADEMARK
& COPYRIGHT J. 572 (2014).

310 See id.

31 757 F.3d 1286 (Fed. Cir. 2014), overruled by Williamson v. Citrix Online, L.1..C., 792 F.3d 1339
(2015).

312 See Apple, Inc., 757 F.3d at 1332.

313 See id. Factors considered in issuing a permanent injunction include: “(1) that it has suffered an
irreparable injury; (2) that remedies available at law, such as monetary damages, are inadequate to
compensate for that injury; (3) that, considering the balance of hardships between the plaintiff and
defendant, a remedy in equity is warranted; and (4) that the public interest would not be disserved by a
permanent injunction.” eBay, Inc. v. MercExchange, L.L..C., 547 U.S. 388, 391 (2006).

314 Apple, Inc., 757 F.3d at 1331. This is not dissimilar to statement in e Bay—per se grant or denial of
injunction based on any one fact is improper. /d. at 1332. Judge Prost took the opposite viewpoint, that
an implementer’s negotiation conduct (or lack thereof) should still never justify the grant of an injunction.
Id. at 1342-43 (Prost, I., dissenting in part).

315 See id. at 1332.
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ongoing, and there is no evidence that Apple has been, for example,
unilaterally refusing to agree to a deal.”'® Judge Rader concurred that a
unilateral refusal to take a FRAND license could trigger injunction but
dissented from the denial of Motorola’s injunction request because there was
evidence that Apple was a patent holdout.>'” He also pointed to evidence that
Apple failed to even discuss a license for years while infringing Motorola’s
patent.’!3

The Ninth Circuit also weighed in on injunctive relief when it reviewed
the Microsoft v. Motorola case, discussed above.’’® Microsoft sued
Motorola, asserting Motorola’s initial offer was a breach of its FRAND
commitments, and Motorola responded by filing a countersuit seeking an
injunction, as well as filing for an injunction with the ITC.** The Ninth
Circuit accepted the jury’s finding that Motorola had breached its duty of
good faith and fair dealing by pursuing these injunctions.?”! Specifically, the
court found that Motorola lacked a legitimate fear of irreparable harm and
embraced the theory that “a FRAND-encumbered patentee may violate its
duty of good faith and fair dealing and breach its FRAND commitment by
seeking injunctive relief.”??

The facts of this case and the court’s reasoning for denying an injunction
demonstrate just how far the deck has been stacked against SEP owners.
Motorola; an innovative company, contributed technology to an SSO which
was then selected by the SSO to be included in the technology standard.’?
Microsoft was using the standardized technology in its product and thus was
likely infringing Motorola’s patents. Motorola did what patentees often do
in these situations—it sent a letter to Microsoft offering to license these
patents.’?* Rather than contacting Motorola to accept Motorola’s offer or
viewing the offer as an invitation to negotiate license terms, Microsoft filed
a lawsuit, taking umbrage with Motorola’s opening offer as a breach of its
FRAND commitment.’”® This alone seems bizarre; how could Motorola’s
offer to license (which in many cases is simply an invitation to negotiate) be
a breach? But from there, the case only got stranger. Motorola responded to
the filing of the lawsuit by Microsoft by countersuing, alleging patent

316 Id

317 1d. at 1332-34 (Rader, J., dissenting in part).

312 See id.

319 See supra notes 275-84, 303-05 and accompanying text.

29 Microsoft Corp. v. Motorola, Inc., 795 F.3d 1024, 1032 (9th Cir. 2015).

3214 at 1047.

322 See Epstein & Noroozi, supra note 103, at 32-33 (citing Microsoft Corp., 795 F.3d at 1048-49).
323 See Microsoft Corp., 795 F.3d at 1032.

324 See id.

325 See id.
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infringement and seeking an injunction,’?® as patent owners often do when
sued. Judge Robart used this action, completely ordinary and common
behavior of patent owners, as evidence that Motorola breached its duty of
good faith and fair dealing.*”” Even though Microsoft chose to sue, rather
than attempt to negotiate, the court punished Motorola for the simple act of
trying to enforce its patent rights.

The result of the deck being stacked against the SEP owner, as illustrated
by how Judge Robart treated Motorola, is that implementers are perversely
incentivized to infringe at will and wait for the SEP owner to litigate. If, at
best, the SEP owner will get damages in the amount of a FRAND royalty rate
(and as was discussed above, these royalty rates have been greatly decreased
by the courts due to the presence of the standard), there is no incentive for an
implementer to negotiate or accept a license from the SEP owner. With the
threat of injunction removed, there is no difference to the implementer
between accepting a licensing offer or simply waiting to be sued. An
illustration of how the courts’ denials of injunction change incentives to
negotiate is found in Core Wireless v. LG Electronics>*® Core Wireless, a
Jjoint endeavor of Microsoft and Nokia to hold multiple patents, assigned its
portfolio to Conversant Intellectual Property Management.*” Conversant
initiated negotiations with LG Electronics; LG ultimately responded with a
“terse one-page presentation stating that a lawsuit was . . . ‘preferable’ to a
license, and that LG would prefer to wait until another major cell phone .
manufacturer licensed the portfolio . . . .”%% LG, thus, pursued a path of ,
patent hold-out,**! forcing Core Wireless to expend considerable resources in
legal and attorney fees to obtain the license fees it originally sought. Without
a credible injunctive threat, implementers simply have no incentive to
negotiate in good faith.

2. The Commentators
Courts are not the only entities seeking to solve the imagined problems

with standardization. Commentators have also developed several proposals
aimed at mitigating or eliminating the theoretical concerns of patent hold-up

32 See id.

37 See id. at 1046-47.

38 See Core Wireless Licensing S.A.RL. v. LG Electronics, Inc., 2:14-cv-912-JRG, 2016 WL
10749825 (E.D. Tex. Nov. 2, 2016).

32 Epstein & Noroozi, supra note 103, at 35-36. Conversant is a patent licensing firm that assumed
responsibility for licensing Core Wireless’s portfolio and other obligations in exchange for revenue
sharing. See id.

330 See Core Wireless Licensing S.A.R.L.,2016 WL 10749825, at *1.

B! See id.
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and royalty stacking. Some of these proposals mirror the efforts of the courts,
but others have not yet been seen in the litigation setting. All of these
proposals, however, have the ultimate effect of stacking the deck against SEP
owners and SSO participants in favor of implementers, which decrease the
appeal for any innovative company to participate in SSOs. As noted earlier,
technology standards are most robust and standard adoption is more effective
when participation in SSOs is attractive to innovative firms.

One commonly raised proposal is for SSOs to insist that SSO participants
agree to ex ante licensing of any patent that may eventually be designated as
an SEP. Many SSOs have FRAND licensing policies that do not describe the
specific terms of the obligations, allowing instead for the members to fill in
the missing details and hopefully avoid running afoul of courts and
competition enforcement agencies.>*? Ex ante licensing rules would require
patent owners to disclose the maximum royalty rate they would charge, thus
eliminating a patent holder’s ability to engage in ex post negotiations in a
supra-competitive environment.’33 This provision clearly weighs in favor of
the implementer by tying the hands of the SSO participant.

Another typical suggestion by commentators is to focus the FRAND
inquiry specifically towards the mitigation of opportunistic behavior by SEP
owners; that is, these proposals view FRAND from an implementer-centric
perspective and use an SEP owner’s FRAND commitment as a way to tightly
constrain that SSO participant.3** FRAND royalties must provide the patent
owner with reasonable compensation, while at the same time limiting the
patent holder to a reasonable royalty on the economic value of the patented
technology itself, apart from the value associated with the patent’s
incorporation into the standard, using comparable licenses where possible.>*
The FRAND issue that has been most controversial of late is the methodology
of determining a “reasonable royalty.”® An interpretation of reasonable
royalty is that value that emerges from ex post bilateral bargaining between
a willing licensor and a willing licensee.*” The prevailing damage analysis
is set out in Georgia-Pacific Corp. v. United States Plywood Corp.,>%®
although it is not directly applicable to the FRAND question; in fact, some

32 See Jorge L. Contreras & Richard J. Gilbert, 4 Unified Framework for RAND and Other
Reasonable Royalties, 30 BERKELEY TECH. L.J. 1451, 1453 (2015).

333 See Kobayashi & Wright, supra note 19, at 33.

334 See Contreras & Gilbert, supra note 333, at 1454. But see Epstein & Noroozi, supra note 103 for
another perspective.

335 See Layne-Farrar & Wong-Ervin, Methodologies for Calculating FRAND Damages, supra note 78.

3% See Contreras & Gilbert, supra note 333, at 1458.

37 See id. at 1467.

338 318 F. Supp. 1116, 1120 (S.D.N.Y. 1970).
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factors are contrary to FRAND principles.33° For this reason, as noted above,
courts have recently modified the Georgia-Pacific factors to accommodate
the unique issues of FRAND.**® Commentators too have suggested these and
other modifications to the Georgia-Pacific factors should be implemented to
alleviate patent hold-up and royalty stacking.>*!

Other primary disputed and open issues with respect to FRAND include:
whether methodologies for determining FRAND royalty rates or damages
must take into account concerns about patent hold-up and royalty stacking or
whether implementers must provide actual proof of hold-up or royalty
stacking; whether courts should apply the incremental value rule in
determining FRAND rates and damages; what constitutes a comparable
license for benchmarking purposes; and whether the appropriate royalty base
is limited to the “smallest salable patent practicing unit” and what that
actually means (i.e., whether a patent is fully implemented by the end user
device, such as the handset, or component part, such as the chipset).>*> This |
is problematic, however, because it represents a departure from real-world
licensing practices; actual licenses specify reasonable royalty rates as a
percentage of a downstream product.3*® To base licenses instead on the
smallest salable patent practicing unit means that rates will be determined
without consideration of market data from comparable licenses, because this
type of royalty base is not used by the market.

Commentators argue that the patent owner should be entitled to no more
than the “incremental value” of the patented technology, relative to its next-
best alternative and measured before the standard has been adopted.’*
Indeed, the 2011 FTC report entitled “The Evolving IP Marketplace:
Aligning Patent Notice and Remedies with Competition,” states that sound
practice requires “when it can be determined, [for] the incremental value of
the patented invention over the next-best alternative [to] establish] ] the
maximum amount that a willing licensee would pay in a hypothetical

339 See Ericsson, Inc. v. D-Link Sys., Inc., 773 F.3d 1201, 1230 (Fed. Cir. 2014) (“In a case involving
RAND-encumbered patents, many of the Georgia-Pacific factors simply are not relevant; many are even
contrary to RAND principles.”).

M See, e.g., id. at 1231-32.

3 See, e.g., Christopher B. Seaman, Reconsidering the Georgia-Pacific Standard for Reasonable
Royalty Patent Damages, 2010 BYU L.. REv. 1661 (2010); Norman V. Siebrasse & Thomas F. Cotter, The
Value of the Standard, 101 MINN. L. REV. 1159, 1164 (2017).

32 See Layne-Farrar & Wong-Ervin, Methodologies for Calculating FRAND Damages, supra note 80.

33 See Sidak, supra note 299, at 5960,

3 See Contreras & Gilbert, supra note 333, at 12-13.
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negotiation’* as a maximum limit on reasonable royalties. But determining
the next best alternative or how the rate should be set is far from clear.*

Many commentators also insist that courts should limit the circumstances
in which a patentee may receive injunctive relief.**’ A per se ban on
injunctions, however, would discourage participation in SSOs.>*® As noted
above, in March 2015, IEEE adopted a set of IPR policy revisions that stated
a FRAND commitment to the IEEE “precludes seeking, or seeking to
enforce” an injunction unless 1) “the implementer fails to participate in, or to
comply with the outcome of, an adjudication including an affirming first-
level appellate review” or 2) in “jurisdictions where the failure to request a
Prohibitive Order in a pleading waives the right to seek a Prohibitive Order
at a later time.”** This is even more restrictive than the courts’ denial of
injunctions; at least the Ninth Circuit and Federal Circuit left open the
possibility of an injunction if the implementer categorically refused to
negotiate.’*® IEEE also included a hint of the Ericsson opinion, requiring that
“reasonable rates” under FRAND must exclude the value resulting from
inclusion in the standard.>®' And just as discussed above, per se denial of
injunctive relief in SEP infringement cases definitely favors the implementer
at the expense of the SSO participant.

Last, but certainly not least, Renata Hesse, previously former Acting
Assistant Attorney General, overseeing the Antitrust Division of the U.S.
Department of Justice, offered what she deemed procompetitive policy
choices for SSOs.**? These included:

Establish procedures to identify, in advance, technology that involves
patents which the patent holder has not agreed to license on F/RAND terms
and determine whether that technology should be included in the standard;

345 FED. TRADE COMM’N, THE EVOLVING IP MARKETPLACE: ALIGNING PATENT NOTICE AND
REMEDIES WITH COMPETITION 189 (2011).

3 See Richard A. Epstein, F. Scott Kieff & Daniel Spulber, The FTC, IP, and SSOs: Government
Hold-Up Replacement Private Coordination, 8 J. COMPETITION L. & Econ. 1 (2012),
https://doi.org/10.1093/joclec/nhs002 (offering a robust criticism of the 2011 FTC report, and instead
advocating for the maintenance of the status quo).

37 See Lemley & Shapiro, supra note 74, at 2035-39 (suggesting injunctive relief be limited to
instances where the patent protects a significant portion of the final product value).

38 See Douglas H. Ginsburg, Taylor M. Owings & Joshua D. Wright, Enjoining Injunctions: The
Case Against Antitrust Liability for Standard Essential Patents, ANTITRUST SOURCE, Oct. 2014, at 1, 1-
2.

39 JEEE-SA Standards Board Bylaws, TEEE STANDARDS ASS'N § 62 (Dec. 2015),
http://standards.ieee.org/develop/policies/bylaws/sb_bylaws.pdf.

3% See Microsoft Corp. v. Motorola, Inc., 795 F.3d 1024, 1048 (9th Cir. 2015); Apple, Inc. v.
Motorola, Inc., 757 F.3d 1286, 1332 (Fed. Cir. 2014).

31 See IEEE-SA Standards Board Bylaws, supra note 350, § 6.1.

32 See Hesse, supra note 36.
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Make it clear that licensing commitments made to the standards body are
intended to bind both the current patent holder and subsequent purchasers
of the patents and that commitments extend to all implementers of the
standard, whether or not they are a member of the standards body;

Give licensees the option to license F/RAND-encumbered patents essential
to a standard on a cash-only basis and prohibit mandatory cross-licensing
of patents that are not essential . . . while permitting voluntary cross-
licensing of all patents;

Place some limitations on the right of the patent holder who has made a
F/RAND licensing commitment who seeks to exclude a willing and able
licensee from market through an injunction. . . .

Make improvements to lower the transaction costs of determining F/RAND
licensing terms. . . . [and]

Consider ways to increase certainty that patent holders believe that
disclosed patents are essential to standard after it is set.>53

As is clear from these proposals, Ms. Hesse suggests something akin to ex
ante licensing and denial of injunctive relief in addition to other proposals
constraining the behavior of SSOs and SSO participants. Not only do all of
Ms. Hesse’s suggestions clearly demonstrate a pro-implementer perspective
(or perhaps an anti-SSO participant perspective), but as noted earlier, are
based, at best, on concern about theoretical problems. In any case, it is
difficult to view Ms. Hesse’s comments as pro-competitive.>>*

There are some bright spots, however, in what had recently been a very
pro-implementer/anti-SSO participant perspective in the United States
Government. In January 2017, Maureen Ohlhausen was named Acting FTC
Chairman.** Ms. Ohlhausen has been critical of the FTC’s “well
intentioned” efforts to advance the interests of likely infringers and has been
unwilling to wholeheartedly adopt the theoretical concerns about royalty
stacking and patent hold-up.3%® Instead, although she accepts that these
problems are possible, the reality is that there is a “larger and more
complicated picture to consider.”®” Thus, she has criticized, among other

353 See id. at 9-10.

34 For example, Gregory Sidak has written a very compelling dismantling of Ms. Hesse’s policy
preferences and approval of the IEEE amended IPR policies, noting how instead of being procompetitive,
they actually go against antitrust law and policy. Sidak, supra note 16

35 Maureen K.  Ohlhausen, TFED. TRADE COMMISSION, https://www.ftc.gov/about-
fic/biographies/maureen-k-ohihausen (last visited Apr. 7, 2018).

3% See, e.g., David Teece, How the FTC Has Erred on Innovation Policy Issues, LAW360, (Sept. 13,
2017), https://www.law360.com/articles/963535/how-the-ftc-has-erred-on-innovation-policy-issues.

357 See id,
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things, the no injunction rule**® as well as the zealous FTC enforcement
actions against SSO participants and SEP owners.>*

A second bright spot is Makan Delrahim, confirmed as Assistant
Attorney General for the Antitrust Division at the Department of Justice in
September 2017.3C Mr. Delrahim announced in November 2017 that the
DOJ would be realigning its policy and enforcement priorities with respect
to SSOs and SEPs.**! Mr. Delrahim noted that “enforcers have strayed too
far in accommodating the concerns of technology implementers™ at the risk
of “undermining incentives for IP creators, who are entitled to an appropriate
reward for developing break-through technologies.”? Additionally, he
recognizes that hold-out, where implementers threaten to not take a license,
is a more serious risk than hold-up.?$> He specifically calls out some of the
court decisions, described above, as erroneous and notes that the Antitrust
Division will “be skeptical of rules that SSOs impose that appear designed to
specifically shift bargaining leverage from IP creators to implementers, or
vice versa.”?®

Ms. Ohlhausen and Mr. Delrahim provide some hope that policies will
shift back to a more even place between SSO participants and implementers,
which would benefit innovation and consumers. However, it is important to
at least understand why so many courts and commentators have gone in the
other direction, stacking the deck in favor of implementers. The next section
will explain that basic misunderstandings about how SSOs work and the
benefits that SSOs provide have led to so many bad decisions.

B. How These “Fixes” Illustrate Significant Misunderstanding of SSOs and
Standards

Putting aside for a moment the actual existence and extent of patent hold-
up and royalty stacking in fields with standardized technology, the solutions
implemented and proposed by courts and commentators reflect a very basic
lack of understanding about how standard setting occurs. It seems that courts

38 See id,

3% See supra note 5 and accompanying text.

30 Meet the Assistant Attorney General, DEP’T OF JUSTICE, https://www justice.gov/atr/staff-
profile/meet-assistant-attorney-general (last visited Apr. 7, 2018).

361 See Makan Delrahim, Assistant Attorney General, Dep’t of Justice, Address at the USC Gould
School of Law’s Center for Transnational Law and Business Conference (November 10, 2017),
https://www justice.gov/opa/speech/assistant-attorney-general-makan-delrahim-delivers-remarks-usc-
gould-school-laws-center.

32 See id.

3 See id.

364 See id.
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and commentators believe that SSOs are comprised of a bunch of lawyers,
sitting around in a dark-paneled room, hashing out the next great standard
based on intellectual property rights and horse trading. Patent valuation and
the power of the companies involved seems to be at the forefront of their
minds. In this image, the lawyers swap technologies in and out of the
standard like sophisticated children trade Monopoly properties near the end
of a game. The bartering has less to do with optimizing the technology at
hand and more to do with ensuring that each of the key players ends up with
an acceptable cut of license fees at the end of the day. Regardless of how
colorful this imagined version is, it has very little to do with reality.

Instead, this imagined view of how SSOs work is more like patent pools,
where the participants’ intellectual property actually comprises the cards on
the table. This is because, as discussed above, patent pools are formed very
late in the standardization process when parties know which technology has
been incorporated.’®> On the other hand, during the many years that go into
standard setting activity, SSO participants do not know if they will end up
being a patent owner or a licensee of the chosen technological standard, or
both.36¢ Additionally, SSOs and patent pools are set up to solve very different
problems, have different modes of operating, and function very differently.
Patent pools also, by themselves, alleviate much of the concern about patent
hold-up and royalty stacking®” and should be viewed as a partial solution to
those theoretical problems, rather than being conflated with SSOs.

Even giving courts and commentators the greatest benefit of the doubt,
their solutions for the alleged problems of patent hold-up and royalty stacking
are based, at the very best, on an erroneous view of what SSOs are doing.
These organizations are not picking from a pre-made list of essentially
equivalent alternatives; there is not a menu of equally good technologies,
from which the SSO is simply making a selection. Rather, SSOs today are at
the forefront of innovation. The technology that arises from an SSO did not
exist before. The SSO develops these technological advancements by
bringing together innovators and creating a collaborative environment by
which these gathered great minds can achieve something beyond which any
individual company could do for itself.

Yet, this collaborative community of innovators does not come without
a cost. Each of the innovative companies that agrees to be an SSO participant
does so with the understanding of the investments they have made in
research, development, and participation, as well as the risks that their

35 See Baron & Pohlman, supra note 213.
36 See Sternberg, supra note 109, at 223-24.
37 See Layne-Farrar & Wong-Ervin, Analysis of Ericcsson, supra note 85, at 6-7.
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innovations may not be selected for incorporation in the standard. They bear
these investments and risk with the further understanding that they will
receive adequate and fair remuneration as part of the FRAND commitment
they have made to the SSO. Unfortunately, the actions of the courts and the
proposals by commentators are greatly undermining the value and benefits
of SSO participation that are expected in at least two respects. First, while
attempting to fix the unproven, theoretical patent hold-up by SSO
participants, the changes are actually encouraging and facilitating patent
hold-out by implementers. Second, it is likely transaction costs for SSO
participants are increasing while a similar increase is not being imposed upon
implementers and consumers. The potential consequence of these two issues
is that contribution of technology SSOs will decrease.

FRAND commitments reflect benefits and obligations for both the SSO
participant and the implementer. The SSO participant discloses their
innovative technology and agrees to license this technology in exchange for
being incorporated into the standard and receiving a fair and reasonable
royalty when licensing its standard-essential technology. FRAND also
imposes on the implementer the duty to negotiate with SSO participants in
good faith in exchange for a license to use the technology.*®

A FRAND commitment manifests a waiver of the ability to categorically
refuse to grant a license as well as the right to seek an injunction against an
implementer without first attempting to negotiate in good faith; however,
there is nothing about the FRAND commitment that requires (as some courts
have construed) the SSO participant waive injunctive relief when the
implementer refuses to negotiate in good faith.*® Absent injunctive relief in
all cases, an implementer would have the incentive to never negotiate—
leading to patent holdout.’™ It is, of course, the threat of injunction that
“brings parties to the negotiating table and motivates them to draw upon the
full scope of their knowledge and creativity in forming contractual and
institutional solutions to the perceived holdup problem.3"!

The above cases suggest that SSO participants should be required to
continue to negotiate even after they have offered a license on FRAND-
terms, necessarily eroding their bargaining power. The cases also suggest

38 See Epstein & Noroozi, supra note 103, at 5.

39 See id. at 20.

370 See, e.g., Anne Layne-Farrar, Business Models and the Standard Seiting Process, in THE PROS AND
CONS OF STANDARD SETTING 34, 49 (2010) (“[O]nce upstream patent holders have no option of seeking
injunctive relief, they will have no bargaining power at all in licensing negotiations. Especially within
standard setting contexts, where parties typically commit to license via a FRAND promise, such a rule
would amount to compulsory licensing, leaving up-stream patent holders at the mercy of licensees.”).

37 See Epstein & Noroozi, supra note 103, at 23-24.
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that an injunction may not be available unless an implementer refuses to
engage in any licensing discussions at all.>”? After the injunction cases (and
IEEE’s IPR policy revision), implementers have numerous motivations and
no disincentives to respond to an opening licensing offer with a lowball
counter-offer; if years down the road, after infringement litigation is initiated
and resolved, the SSO’s opening offer is later found to be FRAND-
compliant, the implementer can simply accept at that time, at no additional
peril.>”® Additionally, an SSO participant must necessarily offer a FRAND-
ready opening (lest they be immediately sued for breach of contract) taking
away their ability to bargain, and an implementer will obviously bargain
down from the FRAND-ready opening, pressuring SSO participants to take
an even lower license. This creates a lose-lose cycle for the SSO participant
and creates numerous motivations for implementers to infringe and to litigate
rather than negotiate.

Another problem with all of this is that most SSO participants signed
their FRAND commitments in the past, without understanding that FRAND
would be interpreted to effectively preclude a patent owner from seeking
injunction. Nothing about the FRAND commitment contracts discussed
above included a waiver of injunctive rights.*’* In fact, since the IEEE
revised its IPR policy to include a waiver of injunctive relief, key innovators,
including Qualcomm, Nokia, Ericsson, and Interdigital are refusing to make
further FRAND commitments with IEEE.*”® However, the FRAND
agreements in the cases above, where injunctive relief was denied, do not
include any such waiver.3”® Rather than a broad waiver of injunctive relief,
a fairer test may be the following: injunctive relief may be appropriate for
infringement of FRAND-encumbered patents where the licensee has either
refused to pay what has been determined a FRAND royalty rate, refused to
negotiate in good faith, constructively refused to negotiate by insisting on
unfair terms during negotiation, or is not subject to jurisdiction for the award
of damages.’”” Additional circumstances could also support award of an
injunction, including if the implementer engaged in opportunistic or collusive
actions to pay an unfair rate or other bad behavior.’’® It is more logical for

372 See id. at 31.

33 See id. at 34-35.

34 See id. at 38-39.

35 See id. at 38.

3% See id.; see, e.g., Microsoft Corp. v. Motorola, Inc., 795 F.3d 1024, 1032 (9th Cir. 2015).

37 See Pamela Jones, Blackberry Tells the Federal Circuit Judge Posner Got It Wrong Re No
Injunctions for FRAND Patents in Apple v. Motorola, GROKLAW (May 10, 2013, 2:47AM),
http://www.groklaw.net/articlebasic.php?story=20130510002810301.

378 See id.
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courts to push parties toward negotiated and coordinated solutions through
strong recognition of property rights backed by principal preference for
injunctive relief.>” To achieve this, implementers must be required to also
negotiate in good faith for FRAND and allow injunctions when that is not the
case.®® These tweaks to the assessment of requests for injunctive relief
would go a long way towards more fairly balancing the interests of both
implementers and SSO participants.

Additionally, the determination of whether an offered royalty rate is
FRAND should also be balanced as between the implementer and the SSO
participant, with particular concern for ensuring that the SSO participant is
receiving fair market value and an adequate return for the investment and risk
it bears. One helpful way to think about whether a given royalty rate is
FRAND-compliant includes the following factors: 1) will this rate encourage
the SSO participant’s continued participation in standard setting activities; 2)
does the implementer have reasonable access to the standard; 3) is the rate
consistent with a reasonable aggregate royalty amount for the implementer’s
product; and 4) does the rate approximate those of similarly situated
licenses.*! Furthermore, both the SSO participant and the implementer must
have the ability to negotiate. An initial offer by the SSO participant should
be viewed simply as a starting point and not a FRAND violation simply
because the implementer would like to pay less, just as an implementer does
not violate its obligation to negotiate by refusing the initial offer, so long as
it has indicated a willingness to negotiate further in good faith.>¥* Again,
these simple changes, rather than wide-sweeping modifications, should
address the theoretical concerns about patent hold-up and royalty stacking,
while preserving the ability of the SSO participant to receive adequate value
for their participation.

Providing sufficient incentives for innovative firms to continue to
participate in SSOs is critical for many reasons. First, standards are more
valuable based on widespread acceptance and adoption.*®* This enhances the
network effects described above and provides benefits for SSO participants,
implementers, and consumers alike. Second, standards are likely to be more
innovative and technologically robust with more participation. Any standard
is only as good as the technological contributions it has to select from, and
these technological contributions are made even better through the iterative

37 See Epstein & Noroozi, supra note 103, at 27.

30 See id. at 37.

38! See Ericsson, Inc. v. D-Link Sys., Inc., No. 6:10-CV-473, 2013 WL 4046225, at *25 (E.D. Tex.
Aug. 6,2013).

382 See id.

383 See Contreras & Gilbert, supra note 333, at 32.
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review and revision process that SSOs provide. Decreased SSO participation
may mean fewer technological contributions, and may also result in a weaker
community of scientists and engineers reviewing and making suggestions for
improvement. Third, because of FRAND commitments, participation in an
SSO by an innovative firm means that technology covered by SEPs will be
made widely available for license to implementers.>®* Finally, participation
in SSOs creates a competition amongst firms in the particular technology
space, increasing the pace of innovation.®® The collaboration that follows
this competition further hastens the rate of innovation. All of these positive
aspects of standardization require extensive and active participation by
numerous innovative firms.

To continue to attract the most active and innovative firms to the standard
setting process, policies surrounding SSO participants must acknowledge and
protect these firms’ intellectual property rights. “[T]he incentive to develop
new products and processes on which to base future standardization will be
lost if the standard-making process is carried out without due regard for
intellectual property rights.”3® These innovative firms may instead opt to
decline to participate in standard setting activities to avoid the burdens and
detrimental aspects associated with SSOs and SEPs. In fact, the absence of
intellectual property rights may lead to the underproduction of standards.*®’
Worse still, as these innovative firms stop participating in SSOs, they may
also be less inclined to license their technology to the industry or may even
decrease resources allocated to research and development altogether.3®

Some may contend that this is merely a parade of horribles and that the
changes being implemented by the courts and proposed by commentators are
not going to have actual detrimental effects. Although there are few data
points, it is not mere argument that SSO participants will decrease
participation if the costs of standard setting activity become greater than the
benefits afforded. For example, ETSI’s initial efforts at crafting an IPR
policy included substantial restrictions on SSO participants, including setting
maximum royalty rates and a waiver of injunctive relief.*® Many SSO
participants and other SSOs were highly critical of these provisions and even

384 See Stoll, supra note 23.

35 See Robert P. Taylor, Standard Setting: A Growing Morass, in INTELLECTUAL PROPERTY
ANTITRUST 2002 545, 547 (David Bender ed., 2002) (“Collaborative standard setting is pervasive in the
modern economy and increasingly important to healthy competition in numerous industries.”).

3% Commission of the European Communities, Communication from the Commission: Intellectual
Property Rights and Standardization, at 1, COM (1992) 445 final (Oct. 27, 1992).

387 See Kobayashi & Wright, supra note 19, at 4.

38 See id, at 29.

38 See Roger G. Brooks & Damien Geradin, Interpreting and Enforcing the Voluntary FRAND
Commitment, 9 INT’LJ. IT STANDARDS & STANDARDIZATION RES. 1, 17 (2011).
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threatened to withdraw from ETSI, leading ETSI to abandon these more
restrictive provisions in favor of a more traditional FRAND policy.*’ As
policies affecting SSO participants become more unfavorable to innovative
firms contributing their technology to standards, it would be foolish to
assume that they will simply accept the new terms and continue contributing
technology to SSOs.

V. CONCLUSION

Returning to the lawsuit mentioned in the Introduction to this article, the
FTC has brought suit against Qualcomm, alleging that the company’s SEP
licensing practices hinder innovation.*! However, the reality is that the
opposite is true. What will actually impede innovation is courts and
commentators, and now the FTC, interfering with SSOs and SSO
participants, making participation in standard setting activities less attractive.
One reason for this is that the changes in policy being implemented and
proposed are coming from entities that do not understand the complexities of
the standard setting process. Specifically, there are significant investments
being made and risks being assumed by SSO participants in exchange for a
limited set of benefits. Recent legal and policy changes to SEP licensing are
eviscerating these benefits with no regard for the investments and risks
undertaken. As participation in SSOs becomes less appealing, innovative
firms are likely to opt out of participation in standard setting and, possibly,
out of innovation altogether. In essence, the ignorance about standard setting
will win over innovation.

390 See id. at 17, 21. Additionally, ETSI has twice since tried to define its IPR policies and FRAND
provisions in ways that were more restrictive to SSO participants and both times subsequently backed
down from the change due to SSO participant pressure. See id. at 18-21.

3 See Lipman, FTC Sues Qualcomm, supra note 3.



