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I. Introduction

n the patent law field, ‘pooling’ is defined as the
Ipractice by two or more parties to license their pat-

ents as a bundle. Patent pools are not a new con-
cept. Registers of them date back to the 19th century,
whereas prominent pools emerged for the automobile
and aircraft industries in the early 20th century.” Nu-
merous patent pools have been formed since, evolving
over the years on the way they operate. Nonetheless,
despite being in the market for such a long time, pools
continue to be closely monitored by regulators, aca-
demia, and industry, mainly due to their potential (pos-
itive and negative) impact on competition.

In the past decades, patent pools have been used to
license standard essential patents (SEPs), i.e., patents
that protect technologies essential to the implemen-
tation of a certain technical standard. Standards are
key for the innovation ecosystem, as they ensure the
adoption of a high-quality, safe, and interoperable tech-
nology, incentivizing new businesses and increasing
consumer surplus.” The most predominant example
can be found in 2G, 3G, 4G and 5G cellular stand-
ards, each generation (G) being an improvement over
the previous one.* When offering a joint license, the
licensors in the pools still need to comply with their
commitments to standard bodies to make their SEPs

1. Julia Brito is Legal Researcher at Ericsson. Axel Contreras
is Legal Consultant at Munich Consulting Group. This paper is
the result of research conducted during their employment at 4iP
Council and Ericsson, respectively. The opinions expressed here-
in are those of the authors and do not necessarily represent the
views of the former, current and future employers. This article
benefited from insights, comments, and feedback from experts
in the IP field, and the authors would like to thank in particular:
Dean Skandalis and Tracy Edwards (MPEG-LA); Erik Stubenruss,
Matteo Sabattini and Staffan Thorngren (Ericsson); John Sideris
and Kevin Scott (Philips); Luke McLeroy (Avanci); Mattia Fogli-
acco, Thomas RoBSler and Vincent Angwenyi (Sisvel); Ruud Pe-
ters (Peters [P Consultancy B.V.); and Sven Torringer and Taraneh
Maghame (Via Licensing).

2. For more details, see Robert P Merges, Intellectual Prop-
erty Transactions: The Case of Patent Pools, August 1999 Re-
vision, 16-27, available at: https:;//www.law.berkeley.edu/files/
pools.pdf; and Anne Layne-Farrar and Josh Lerner, To Join or
Not to Join: Examining Patent Pool Participation and Rent Shar-
ing Rules (15 November 2006), 2-4, available at https://papers.
ssrn.com/sol3/papers.cfm?abstract_id=945189.

3. European Commission, Internal Market, Industry, En-
trepreneurship and SMEs, Benefits of standards, available at
https://ec.europa.eu/growth/single-market/european-standards/
policy/benefits_en.
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available under fair, reasonable, and non-discriminatory
(FRAND) terms.’

The purpose of the FRAND commitment is to pro-
vide a balance between SEP owners and SEP users. On
the one hand, FRAND guarantees access to the stand-
ardized technology under reasonable terms, promot-
ing wide dissemination of the standard. On the other
hand, FRAND offers a fair reward to innovators willing
to share their cutting-edge technologies with others,
thus encouraging investment in the next generation
of the standard. Although discussions about pooling
non-essential patents exist, this practice undoubtedly
raises some antitrust concerns.® Thus, this article fo-

4. Standards are developed by Standard Development Organi-
zations (SDOs). Cellular standards like 5G as developed in 3GPP
(a consortium of seven SDOs) and later on adopted by the re-
gional SDOs, such as ETSI in Europe. As the technologies chosen
to be incorporated in the standard are often protected by pat-
ent rights, standard users will need a license from the holders
of the SEPs. To learn more on the standardization process, see
Claudia Tapia, “Patents and Standards in the Telecommunication
Industry,” (chapter 5, in Derecho TIC, Tirant lo Blanc (ed), 2016);
Haris Tsilikas, “Collaborative Standardization and Disruptive Inno-
vation: The Case of Wireless Telecommunication Standards,” (Vol.
48, Issue 2, [[C—International Review of Intellectual Property and
Competition Law, 2017), 151-178, available also at Max Planck
Institute for Innovation & Competition Research Paper No. 16-06
and at Attps://ssrn.com/abstract=2783372.

5. In countries like the U.S. the preferred terminology is
RAND. However, FRAND and RAND are considered synonyms.
Under the policy of most SDOs, the FRAND commitment made
by its members extends to following owners of the patent and
other entities that may come to license on behalf of the SEP
owner, such as patent pools. See John “Jay” Jurata, Jr. & Emily N.
Luken, “Glory Days: Do the Anticompetitive Risks of Standards-
Essential Patent Pools Outweigh Their Procompetitive Benefits?”
(June 8. 2020) 16, available at Attps://papers.ssrn.com/sol3/pa-
pers.cfm?abstract_id=3622015.

6. For instance, a non-SEP pool could include substitute pat-
ents (which protect mutually exclusive, competing technologies);
“The inclusion of substitute technologies in the pool generally
restricts inter-technology competition since it can amount to col-
lective bundling and lead to price fixing between competitors.”
(EU TTBER 4.4.1, 255). Also, the distribution of the royalties col-
lected may be challenging, since not all non-SEPs may be licensed
(as some licensees may not use all non-SEPs of the pool). There-
fore, in the case of pooling non-essential patents, more and even
specific safeguards may be needed in order to guarantee such ar-
rangements contribute “to an efficiency-enhancing integration of
economic activity between members” and do not foreclose com-
petition. (US DOJ Business Review Letter University Technology
Licensing Program, 13. January 2021, available at https://www.
Jjustice.gov/atr/page/file/1352961/download.).



cuses on those pools most used in practice, i.e., those
including only SEPs.

Over the years, patent pools have played an im-
portant role in the SEP licensing scenario because
they have the potential to overcome general obsta-
cles of the patent market, such as the perceived lack
of transparency, asymmetric information, and high
transaction costs.” Pools may facilitate the licens-
ing process by acting as a one-stop-shop for the SEP
portfolios in the pool to the benefit of implement-
ers, and by providing greater transparency by sharing
relevant information about the license. Information
shared may include the list of the evaluated SEPs,
the names of the SEP licensors, the licensing terms
offered to all implementers and, in some cases, the
names of the current licensees.

In 2021, with the deployment of the 5G stand-
ard, patent pools are again in the spotlight. The 5G
standard is key for the Internet of Things (IoT) to
achieve its full potential, thus increasingly attract-
ing multiple stakeholders from different sectors.
Mobility, healthcare, security, automotive and home
appliances are only a few examples of 10T systems
that are growing in popularity.® Research estimates
that IoT applications will have an economic potential
of EUR nine trillion per year by 2025 in developed
countries.” The multiplicity of stakeholders, howev-
er, makes the licensing process more challenging.'
Many new implementers are entering the licensing
scenario with no experience and expertise in identi-
fying the strength of SEP portfolios and/or in FRAND
determination.

Against this background, governmental authorities

such as the European Commission (EC), the U.S.
Federal Trade Commission (FTC) and the U.S. De-

7. EC Report of the Expert Group on Patent Aggrega-
tion, Directorate-General for Research and Innovation, 2015,
37, available at https://op.europa.eu/en/publication-detail/-/
publication/69c07541-9c22-4acc-a39b-e2c25aaf8dc7/language-
en (hereinafter “EC Report on Patent Aggregation”); and Mi-
chael Mattioli and Robert P. Mergers, “Measuring the Costs and
Benefits of Patent Pools” (2017), 295-298, available at https://
www.repository.law.indiana.edu/facpub/2643 (on how patent
pools can reduce search costs, litigation costs, and transaction
costs in general).

8. On the value of cellular standardization in automotive, see
Sunil Arya, “The Value of Standardized Technology to Connect-
ed Cars,” (GRUR Int., Vol. 69, Issue 4, April 2020) 365-379.

9. McKinsey research (2015)—EC COM (2017) 712 final,
Brussels, 29.11.2017, 1.

10. See Haris Tsilikas and Claudia Tapia, “The Internet of
Things: Big Data, New Patent Licensing Models and the Role of
Standardization,” (The Patent Lawyer, January-February 2018).

partment of Justice (DOJ) have repeatedly spoken in
favor of patent pools." For instance, the EC is consider-
ing measures to encourage the setting of pools for key
standardized technologies, a point of view that has been
supported by some stakeholders in the market."” The ar-
gument is that patent pools

can offer a smoother and

more transparent licensing ~ W Julia Brito,
process for “alarge number ~ Legal Researcher,
of implementers in the IoT Ericsson,

environment  (especially
SMEs),” creating a trust
environment amongst par-
ticipants and therefore con-
tributing to the innovation
ecosystem."

It is generally under-
stood that there is no
one-size-fits-all model for
a patent pool. Patent pools
are born out of contrac-
tual negotiations. Thus,
they have the shape their stakeholders choose as most
beneficial according to their individual circumstances,
as long as they remain within the FRAND framework
and competition law requirements. There are, however,
some commonalities among pools. This paper, divided
into two parts, analyzes how these licensing platforms
work in practice, pros and cons for SEP users and SEP
holders, and real-life experiences when dealing with a
patent pool. This first part gives a brief overview of SEP
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11. The European Commission has stated in more than one
opportunity the pro-competitive benefits of patent pools if safe-
guards for antitrust risks are in place. See EC COM (2017) 712
final, Brussels, 29.11.2017, 7-8; EC Report on Patent Aggre-
gation, and EU TTBER Guidelines 4.4. On the same note, the
U.S. DOJ and FTC assessed the benefits and risks of SEP patent
pools in its [P-Antitrust Report, understandings that have been
applied and evolved over the years in its Business Review Let-
ters (“BRLs”), available at https://www.justice.gov/atr/business-
review-letters-and-request-letters.

12. EC COM (2017) 712 final, Brussels, 29.11.2017, 8. See
also, for example, proposals 72, 75 and 76 made in EC Group
of Experts on Licensing and Valuation of Standard Essential
Patents ‘SEPs Expert Group’ (E03600), Contribution to the
Debate on SEPs, January 2021 (hereinafter ‘EU SEPs Expert
Group Report’).

13. EC COM (2017) 712 final, Brussels, 29.11.2017, 7. See
also EU SEPs Expert Group Report, 158-159, “Irrespective of
the specific use of standards in each type of device, it is likely
that companies in the [oT verticals will be less familiar with
these technologies imported from other industry sectors, and
therefore less experienced in SEP licensing in general. (...) Pat-
ent pools for different products (and services) in various IoT
verticals have the potential to reduce the complexity and chal-
lenges for companies operating in those verticals with respect
to SEP licensing.”
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licensing models, covers the main reasons why SEP
owners may decide to create and/or join a patent pool,
and explain some of the challenges they face when do-
ing so, such as essentiality assessments and gathering
the relevant portfolio.

II. SEP Licensing Models
a. Introduction

Patented technologies are often the result of mas-
sive R&D investments.'* Hence, companies try to ob-
tain a return on these investments (ROI) before their
technological contributions fall into the public domain
(usually after 20 years). This ROI is of paramount im-
portance, as it provides the incentive to companies to
continue investing and innovating. Licensing is a com-
mon way to monetize patents to obtain such rewards.
In the case of SEPs, the balance between access to the
technology and “fair and adequate” compensation' is
achieved through F/RAND terms and conditions.

b. Bilateral Negotiations

F/RAND is traditionally determined in bilateral,
good-faith negotiations between the SEP holder and
the SEP user."

The main characteristic of bilateral negotiations is
the parties’ freedom to negotiate individual terms as
they best see fit, all within the limits of the non-dis-
crimination requirement of FRAND. They enjoy the
flexibility to combine other business interests if they
wish to do so. For instance, when both parties in bi-
lateral negotiations own SEPs, they generally cross-li-
cense them so that each party gains rights to make
use of the intellectual property owned by the other(s),
whereas the party with the weakest portfolio agrees
to provide compensation (mainly monetary) to the

14. Justus Baron and Kirti Gupta, “Unpacking 3GPP
Standards,” (Journal of Economics & Management Strategy
27(3):433-461, September 2018) available at Attp://www.law.
northwestern.edu/research-faculty/clbe/innovationeconomics/
documents/Baron_Gupta Unpacking 3gpp_Standards.pdyf.

15. “The main objective of the ETSI IPR Policy is to balance
the rights and interests of IPR holders to be fairly and adequate-
ly rewarded for the use of their SEPs in the implementation of
ETSI standards and the need for implementers to get access to
the technology defined in ETSI standards under FRAND terms
and conditions.” ETSI, IPRs. Available at https://www.etsi.org/
index.php?option=com_content&view=article&id=75:intelle
ctual-property-rights-in-etsi&catid=14:about-etsi&ltemid=191.

16. For a general view of FRAND negotiations, see Luis Her-
ranz and Claudia Tapia, “Good and Bad Practices in FRAND Li-
cence Negotiation (chapter in Resolving [P Disputes,” Zeiler/
Zojer (eds). 2018) 49 -68. On the steps SEP holders and SEP
users need to comply in Europe in order to respectively ob-
tain or avoid an injunction see CJEU Huawei v ZTE, 16 July
2015—Case No. C-170/13. For a summary of the ruling as well
as F/RAND case-law interpreting the decision of the Court, see
https://caselaw.4ipcouncil.com/.
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other in order to achieve a balance.'” Also, the parties
may wish to exchange know-how, enter a joint project
or include non-SEPs in the license, the latter only if
requested Dby the licensee and agreed by the patent
holder, just to name some examples. This kind of ne-
gotiation is particularly suitable for global stakeholders
in complex business relationships. The downside of bi-
lateral negotiations is that they can extend over time,
represent high transaction costs due to the one-to-one
negotiations and, since patent evaluation is to be con-
ducted by the parties, they require the involvement of
skilled personnel.'®

Licensing through bilateral FRAND negotiations has
proved to be highly successful and has allowed for wide
dissemination of revolutionary technologies, as the
case of cellular standardization shows.” Indeed, “cellu-
lar connectivity has enabled $4.1T in economic value
in 2019 where only a small fraction is represented by
SEP royalty payments.” There are situations, however,
where SEP holders may prefer some form of patent ag-
gregation, such as patent pools or patent platforms.”

c. Patent Pools

Another way of licensing SEPs is through patent
pools. Patent pools are voluntary licensing platforms in
which parties come together to facilitate the licensing
process for certain patented standardized technolo-
gies. By gathering relevant SEP holders to a standard in
one place, the challenge of patent ownership fragmen-

17. Carl Shapiro, “Navigating the Patent Thicket: Cross Li-
censes, Patent Pools, and Standard-Setting,” (Social Science
Research Network, March 2001) available at http://papers.ssrn.
com/sol3/papers.cfm?abstract_id=273550.

18. Larry M. Goldstein & Brian N. Kearsey, “Technology Pat-
ent Licensing: An International Reference on 21st Century Pat-
ent Licensing, Patent Pools and Patent Platforms,” (2004) 68-69.
It is common for the licensor to provide claim charts to prove
the essentiality of its patents, which is normally assessed by the
implementer’s technical team. This process demands time and
skilled personnel. Herranz and Tapia (2018).

19. Wolfgang Bock, et. al, “The Mobile Revolution: How
Mobile Technologies Drive a Trillion-Dollar Impact,” (Boston
Consulting Group, January 15, 2015) <https://www.bcg.com/
publications/2015/telecommunications-technology-industries-
the-mobile-revolution. > accessed on March 30, 2021.

20. Bowman Heiden, Jorge Padilla, and Ruud Peters, “The
Value of Standard Essential Patents and the Level of Licens-
ing,” (October 23, 2020) available at http://dx.doi.org/10.2139/
ssrn.3717570.

21. “(...) patent aggregation more precisely comprises any
activity where patents are aggregated through direct prosecu-
tion or transfer and are then exploited for non-manufacturing
purposes.” Dominique Christ, Niccolo Galli and Cornelia
Peuser, “Patent Aggregation: More than Patent Trolls,” (De-
cember 2019) available at Attps://papers.ssrn.com/sol3/papers.
¢fm?abstract_id=3470170.



tation is mitigated,” providing (ideally) a one-stop-shop
for licensees.” This one-stop-shop benefit is, in fact,
one of the most commonly recognized benefits by com-
petition authorities and stakeholders.* By providing a
single license on behalf of multiple patent holders, the
pool can decrease the number of bilateral negotiations,
which will not only reduce the transaction costs for
both parties, but may also positively impact the market
with faster and smoother adoption of the standard.

Patent pools usually have a licensing administrator,
which (1) gathers the SEPs, (2) organizes an evalua-
tion process for these SEPs, and (3) facilitates the
discussions with the licensors (members) for setting
the royalty fees for the standard-compliant products
to be licensed by the pool. The administrator then of-
fers a license for all the gathered patents to interested
parties (members and non-members) under standard
and generally non-negotiable licensing terms. It is not
uncommon for one administrator to operate several
patent pools. These organizations, e.g., MPEG LA, Via
Licensing and Sisvel, are commonly referred to as pat-
ent pools, but technically speaking they are pool ad-
ministrators. On the other hand, the patent pools are
the licensing programs, which are each associated with
one specific standard, e.g., H.264 and Wi-Fi/W-LAN.*

Although setting up the pool administration may ini-
tially be very expensive,* the transaction costs are re-
duced as licensees are normally presented with a “take
it or leave it” pool license.” A common requirement
for a patent holder to become a member is to have the
essentiality of at least one of his patents evaluated by
an independent third party and deemed essential to
the standard offered by the patent pool. Therefore, by

22. Goldstein (2004) 71; Knut Blind, et a/, “Study on the
Interplay Between Standards and Intellectual Property Rights
(IPRs),” (Publications Office of the European Union, 2011) 83.

23. The more SEP holders are in the pool, the less bilateral
licensing negotiation the potential licensee would have to enter.

24. Knut Blind, et al., 83.

25. See the different programs offered by these organiza-
tions at https://www.mpegla.com/#, under “Current Programs,”
<https://www.via-corp.com/licensing/>, and <https://www.sis-
vel.com/licensing-programs/background>, all accessed on May
12, 2021. To avoid confusion, this article will always refer to
these organizations as “administrators,” whilst any individual
reference to “patent pool,” “pool,” or “platform” (and similar)
will be referring to the licensing model and/or program.

26. The initial costs of creating a patent pool organization are
similar to the ones incurred in creating a business of any kind:
it is necessary to put in place a structure, hire staff, and follow
with the legal procedures applicable.

27. Goldstein, 70. There are, however, patent pools with
more flexible solutions on the negotiation of licenses, as
discussed in Part II of this article, at ‘Setting the terms of
the license.’

taking a license from a patent pool, the licensee has
the assurance that he is paying only for certified SEPs,*
not having to assume the costs of doing the evalua-
tions himself and potentially speeding up the licens-
ing process.” As a result, inexperienced licensees, not
knowing how to determine essentiality or identify the
experts with the proper know-how to do so, may pre-
fer a patent pool. In contrast, experienced SEP holders
with skilled personnel may prefer to conduct bilateral
negations using their own prepared claim charts.*

Over the years, patent pools have been evolving to
offer more efficient and innovative solutions to the
SEP licensing market. Established patent pool admin-
istrators, such as MPEG LA, Sisvel, and Via Licensing,
offer several pool programs, each of them with spe-
cific conditions to better fulfill the needs of the rel-
evant market, including different licensing terms for
different standard-compliant products. Some of these
administrators, in an effort to offer other resources to
support the licensing process as a whole, have become
“non-traditional pools” by exploring new licensing
mechanisms and administrative procedures, such as
investing in R&D and acquiring patent portfolios (be-
coming SEP holders themselves).*'

Additionally, new platform models are being devel-
oped to adjust to the knowledge-driven economy by

28. While the pool licensee only pays for certified SEPs (i.e.,
the distribution of revenue between licensors normally consid-
ers certified/vouched patents only), he gets access for the whole
members’ SEPs portfolios related to the standard. See Chapter
I1I, d, on “Assessing essentiality,” infra.

29. On the matter of essentiality, patent holders are encour-
aged by SDOs to declare patents they believe to be essential to a
certain standard. However, not every patent declared is indeed
essential to the implementation of the standard, a reason why
essentiality assessments are of paramount importance in the
SEP licensing scenario. On essentiality declaration, see Claudia
Tapia and Gabriele Mohsler, “The current cost of transparency
in IoT patent licensing,” (/AM, 8 April 2019) <https://www.iam-
media.com/frandseps/transparency-iot-licensing> accessed on
March 30, 2021; and Rudi Bekkers, et al. “Disclosure Rules and
Declared Essential Patents,” (Nat’| Bureau of Econ. Research,
Working Paper No. 23627, Mar. 16, 2017), available at htip://
people.bu.edu/tsimcoe/documents/working/dSEP7.pdf.

30. Claim charts are “documents prepared by the SEP holder,
in which the essentiality of a patent is shown by presenting the
mapping between each claim and the standard.” Luis Herranz
and Claudia Tapia (2018) 59.

31. Sisvel, for example, offers an [P Commercialization Plat-
form, by which one of their roles is in “assisting patent owners
and its partners around the world in understanding the value of
their intellectual property and offering non-traditional solutions
on how to maximize it.” See <https://www.sisvel.com/ip-com-
mercialization-platform/beyond-patent-licensing>, and also Via
Licensing’s program, Patent Bank, at <hAttps.//www.patentbank.
tech/>. Both accessed on March 30, 2021.
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offering more flexible programs and incentivizing mul-
ti-sided participation of stakeholders. One example is
Avanci, with its licensing program offering 2G to 4G
SEPs used in vehicles and smart meters* and its recent-
ly launched 5G program. Avanci has proven unique in
the sense of approaching both licensors and licensees
and considering their input before the fees and other
licensing terms were set. Its program offers a royalty
distribution system (based on qualitative and quantita-
tive factors) which, e.g., (1) encourages SMEs to par-
ticipate (by limiting the points per number of evaluated
patents), (2) recognizes comparable agreements,* and
(3) reflects the contributions of the members in the
development of the standard.* Avanci also includes the
possibility for reimbursement of costs if the litigation
started by a member results in an Avanci license.

From a policy perspective, patent pools can fos-
ter competition, as well as present antitrust risks.
The main pro-competitive aspects are transparency,
efficiency, and reduction of transaction costs.’ The
concerns raised are potential exclusionary licens-
ing or collusive practices, such as price-fixing and
unlawful tying agreements, which would hinder in-
novation and competition.** Consequently, patent
pools are not per se illegal but require further anal-
ysis to understand whether the pro-competitive

32. In the meantime, Avanci has proven successful in ob-
taining licensing agreements in Europe. The car companies li-
censed under Avanci represent 46 percent of the vehicles sold
in Germany. See Landesgericht (District Court) Mannheim, 2 O
34/19, 18. August 2020. According to a study performed by Bird
& Bird, there are indications that “Avanci’s portfolio equates to a
market share of between two-thirds and four-fifths of 3G SEPs,
and approximately two-thirds of 4G SEPs.” See Richard Vary and
Matthew Noble, “Avanci’s share of mobile SEPs far higher than
previously reported,” (/AM Media, August 10, 2020) <https://
www.twobirds.com/en/news/articles/2020/global/avancis-share-
of-mobile-seps-far-higher-than-previously-reported> accessed on
May 26, 2021.

33. “Points are also earned based on licensing revenue for
the licensor’s average annual licensing revenue outside the pool
during three consecutive calendar years for its 2G/3G/4G/5G
SEPs.” (Avanci BRL 2020) 7.

34. “Avanci will award royalty points based on standards con-
tributions using an Avanci-commissioned independent third-
party study of technical contributions to relevant 3GPP working
groups.” (Avanci BRL 2020) 6.

35. U.S. Department of Justice and Federal Trade Commis-
sion, Antitrust Enforcement and Intellectual Property Rights:
Promoting Innovation and Competition (April 2007), 57-62,
available at https://www.ftc.gov/sites/default/files/documents/
reports/antitrust-enforcement-and-intellectual-property-rights-
promoting-innovation-and-competition-report.s.department-
Justice-and-federal-trade-commission/p040101promotinginnova-
tionandcompetitionrpt0704.pdf (hereinafter “U.S. IP-Antitrust
Report”).

36. U.S. [P-Antitrust Report, 62-63; Avanci BRL 2020, 8-9.
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benefits, indeed, outweigh the risks.*’

While recognizing the different licensing models,
the next sections will focus on patent pools. The goal
is to portray the real-life experiences when creating
and/or using a patent pool that non-experienced IoT
stakeholders and regulators may consider when select-
ing or judging a pool.

III. Industry Approach Versus Patent Pools
a. Introduction

From a business perspective, patent holders and po-
tential licensees consider possible positive and nega-
tive aspects when joining or licensing from a patent
pool. Pools are not a one-size-fits-all solution. The
success rate of a pool is mainly dependent on what
industry is being addressed, and the track record/will-
ingness of the licensors in that industry to form patent
pools and the implementers in that industry to take
pool licenses.

In any case, the biggest challenge remains the need
to accommodate all patent holders’ interests, as they
typically have different business models and, there-
fore, diverse and even contradictory interests. For ex-
ample, those SEP holders that are also implementers
of the standard may be willing to agree on a lower rate
than a research institution, which heavily relies on the
ROI resulting from licensing its SEPs to continue its
(research) activities,” but at a higher rate than a SEP
holder that obtains a ROI via the services it provides.*

b. Why and How to Start?

In its determination whether or not to join a pool
a SEP holder usually considers certain elements such
as his business model, the standardized technology in-
volved, the distribution of the royalties collected, and
whether it has already a licensing program in place for
such technology. Also, the bargaining power of pat-
ent pools, especially those with SEP holders owning
strong portfolios as members, tends to be bigger com-
pared to each patent holder individually, and eventual
enforcement would not only have better chances of

37.1bid.

38. Studies show that vertically integrated firms are more
prone to join patent pools, whilst a R&D-only firm, having li-
censing royalties as their main source of income, tends to avoid
them. Anne Layne-Farrar (2006), 3-4. Moreover, as an imple-
menter of a certain standard, one will necessarily need to obtain
licenses from other patent holders, and patent pools can be an
easy way of cross licensing such patents.

39. In other words, “firms with predominantly downstream
commercial interests are likely to have different licensing ob-
jectives than upstream technology providers. Firms with pre-
dominantly downstream interests may be promoting pools with
certain parameters because they are looking to influence both
overall royalties and valuation methodologies outside of the
pool.” EC Report on Patent Aggregation 2015, 39.



success but also distributes risks among the partici-
pating pool members.” Generally, patent holders view
patent pools as a more cost-effective way of licensing.
When successful, pools can speed up the adoption of
the technology by the market, and licensing revenues
and product sales may grow faster, these all being in
the patent holder’s interest. However, a company with
a strong portfolio and enough resources to create its
own licensing program may still choose bilateral ne-
gotiation instead to obtain reasonable compensation.

SEP implementers, on the other hand, generally con-
sider factors such as the relevance of the pool’s patent
portfolios to the standard, the risk of litigation, and
whether the offered royalties are lower than negotiat-
ing bilaterally.*!

The main reason for the creation of a pool and for
patent holders to join is to react to market needs, es-
pecially to address new situations, such as the case
of the Avanci marketplace. In this case, SEP holders
faced the challenge of automotive companies, which
had incorporated cellular technology in their vehicles
but were hesitant to engage in bilateral licensing nego-
tiations and were also looking for a different approach.
Thus, in September 2016, the Avanci marketplace
was launched, with patent holders including Ericsson
and Qualcomm amongst its initial licensors, offering
automotive companies a one-stop-shop for licenses of
several large SEP portfolios. Avanci offers a reasonable
royalty in a transparent manner, aiming to facilitate
and accommodate the wishes expressed by the auto
industry.” Avanci’s 2G-4G patent platform has in the
meantime managed to sigh some of the main automo-
tive companies in the world.*

While for some patent pools separate licensing ad-
ministrators are established, as is the case of the Blue-

40. EC Report on Patent Aggregation, 37.
41. EU SEPs Expert Group Report, 152-159.

42. Uwe Wiesner, Head of Corporate Intellectual Property
from Volkswagen, in more than one opportunity, stated to be
“one of the fathers” of Avanci, due to his “initiative” on de-
veloping the concept for such a complex industry such as the
automotive. See Eric Stasik, “Nokia-Daimler SEP Licensing
Stand-Off Shows Why Auto Supplier Indemnification Is Cru-
cial,” ({[AM Media, May 12, 2021) at <https://www.iam-media.
com/frandseps/nokia-daimler-sep-licensing-stand-highlights-why-
supplier-indemnification-crucial>, and IP LeadershIP EU 2021
Panel (April 15, 2021) at <Ahttps://vimeo.com/539821367>.
See also Kasim Alfalahi, “A New Path Forward for Patent Licens-
ing,” (Alfalahi’s LinkedIn, May 2, 2017) <https://www.linkedin.
com/pulse/new-path-forward-patent-licensing-kasim-alfalahi/>
accessed on March 30, 2021.

43. See Avanci’'s website <https://www.avanci.com/
marketplace/#li-licensees> accessed on March 30, 2021.

tooth pool,* others are facilitated by already existent
patent pool administrators, e.g., MPEG-LA and Sisvel.
Sisvel originated from a joint venture among the prin-
cipal Italian manufacturers of television sets. MPEG
LA (in addition to its 1394 pool) was originally formed
for administering a patent pool for the MPEG-2 Video
standard and includes several patent holders such as
Philips, Sony, and Fujitsu as its shareholders. Both or-
ganizations have facilitated the development of and are
today administrating several patent pools.*

Although a patent pool will reduce transaction costs,
the costs of setting one are high, especially if the
whole structure for the pool administrator is created
from scratch, ie., the licensing organization and all
supporting activities needed for compliance checking,
collecting and distributing royalties.* Moreover, given
the international aspect of SEPs, it is often necessary
to set up offices or at least representatives in different
regions of the world, aiming not only to reach imple-
menters everywhere but also to understand local busi-
ness and licensing practices, thus increasing the costs
of creating a pool.

Naturally, the forming of such organizations de-
mands a big capital investment. An example is One
Blue, a patent pool formed to cover standards related
to Blu-Ray Disc products back in 2009. At the time,
six patent holders, including the companies Panasonic,
Philips, and Sony came together to create a different
and innovative model of patent pools aiming to “raise
patent pooling in the optical disc industry to a higher
level compared to earlier patent pools in this domain.”*’
The founders of the pool were the ones responsible for
financing the project, at their own risk. In this kind of
scenario, possible arrangements to obtain compensa-
tion for the investments made are normally considered
in the fees for the pool administrator. Sometimes the
founding organizations become shareholders of the le-
gal pool entity, through which they will share in any
future profits of the pool as compensation for their
efforts.”” However, as there is no guarantee the pool
will prosper, there is no certainty of obtaining such a

44. Anne Layne-Farrar (20006), 7-8.

45. See Note 25, supra.

46. The organization should consider the licensing negotia-
tions and how to examine compliance and finance activities,
such as royalty collection and distribution. Some patent pools
have chosen to outsource some of the administrative activities
to companies such as Marconi and Adminius.

47. Ruud Peters, “One-Blue: a blueprint for patent pools in
high-tech,” (/AM Media, September/October 2012) 38, avail-
able also at Attps://www.one-blue.com/data/downloadables/4/5/
iam-magazine _september-october-2011 _article-oneblue.pdyf.

48. Based on information collected during the interviews.
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return. In other cases, an already established patent
pool administrator can either be chosen to run the pro-
gram,” or it may take the initiative by itself in view of
continuing its own business as a pool administrator in
the future.™ The costs of the pool formation are as a
general rule fully covered by the pool administrator,
also at its own risk, with the hope of obtaining future
returns once the pool is running successfully.”’

Innovators that do not have a licensing department
in-house, or the resources to hire external help, often
see patent pools as the simplest and cheapest way of
licensing and obtaining a return on their investments.
Compared to the costs of setting up a patent pool,
joining one is relatively cheap. As patent pools’ admin-
istrative fees are normally deducted from the royalty
revenues, the only initial (but generally high) payment
a patent holder has to bear is the costs of the essenti-
ality assessments for its SEP(s)** and, in certain pools,
a one-time initial fee.

From the SEP holder’s perspective, the patent pool
system seems in particular interesting for those not
willing or capable to start their own licensing pro-
grams, such as research institutes, SMEs or patent
owners having small and geographically limited SEP
portfolios for the relevant standard. Moreover, it is
common practice for companies to join pools on some
occasions while selecting bilateral negotiations for
others depending on business considerations that are
made on a case-by-case basis. Some examples of com-
panies applying such a flexible approach are Ericsson,
Siemens, Philips, and Nokia.

c. Pooling the Strongest Patent Portfolios
The success of patent pools can be assessed in dif-

49. For example, the Media Coding Industry Forum (MC-IF)
launched in 2020 the “VVC Pool Fostering” program, by which
owners of patents potentially essential to the standard were in-
vited to discuss the best pool available to form and administer
the program. See <https://www.mc-if.org/> and <https://a7d-
cebfd-e8f0-45f7-b0b0-255¢c5c9a28el . filesusr.com/ugd/0c1418
a055f01edebadeOaberalc0482debab7.pdf>. Both accessed on
March 30, 2021.

50. Some pools may have a “Business Developing Team”
through which they monitor the market in order to identify pos-
sible opportunities for pool formations.

51. Patent pools ‘main’ (and sometimes only) source of in-
come is an administrative fee to be deducted from the licensing
royalty revenue before distribution to patent holders (typically
a percentage).

52. Essentiality assessments can cost up to 15,000 EUR per
patent. See European Commission, Transparency and Predict-
ability of Licensing in ICT through Patent Pools? (February
2012) available at https://ec.europa.eu/growth/content/trans-
parency-and-predictability-licensing-ict-through-patent-pools_en;
and Lorenz Brachtendorf, Fabian Gaessler, and Dietmar Har-
hoff., “Approximating the Standard Essentiality of Patents—A
Semantics-Based Analysis,” (Academy of Management Proceed-
ings 2019 (1): 12735) 4, available at https.//doi.org/10.5465/
AMBPPR2019.12735abstract.
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ferent manners and from different perspectives. The
share of the addressable market that has been licensed
by a patent pool and the licensing revenues obtained
as ROI are some of the factors that may be consid-
ered. However, not all considered successful pools will
necessarily present all these factors. There is, none-
theless, one common aspect they often present: the
completeness and/or relevance of the portfolio. A pool
is more likely to do well if the vast part of the patents
essential to the standard is licensed through the pool.*
Experts in the field interviewed for this paper report
that the most successful pools have achieved at least a
70 percent coverage of the SEPs for the standard tech-
nology. According to Via Licensing, for example, the
AAC pool administered by them represents all known
essential AAC patents worldwide and has entered into
licenses with nearly 1,000 licensees.* Therefore, pool
administrators try to gather as many SEPs as possible.

The formation of a pool normally involves a non-man-
datory ‘call for patents’ and a ‘facilitation process.” By
a call for patents the pool administration publicly an-
nounces that it intends to facilitate the establishment
of a patent pool for the licensing of SEPs for one or
more standards and invites patent holders who have
at least one patent that is confirmed to be standard
essential by an independent evaluator to participate in
this process. In the facilitation process,” all terms re-
garding the licensing program are set, and it demands a
strong willingness to cooperate and compromise from
the parties involved.

The facilitation process can be time-consuming (up
to six years),” as in this phase the goal is to create an
environment of trust among participants and address
their concerns. One way to speed up the facilitation

53. “Pools that cover only a fraction of the actual IPR for a
standard are not very useful. It is essential that the large licensees
sign up.”, Knut Blind, et al. 83. The interviews conducted previ-
ous to the writing of this article showed a rate of 60 to 70 percent
of the relevant patents pooled is key to the pool’s success.

54. See list of licensees at Via Licensing’s website at <https://
www.via-corp.com/licensing/aac/licensees/>. Accessed on June
3,2021.

55. This phase may not occur if the patent holders were
gathered in a previous moment and only need to set the condi-
tions of the pool in the facilitation process. Moreover, patent
pools have close contact with several patent holders due to
parallel or previous licensing programs involving other tech-
nologies, a reason why it would not be uncommon for them to
actively approach patent holders that may be relevant for the
formation of the pool.

56. The interviews conducted by the authors showed that,
depending on the case, this process can take from one to two
years, and in more complex negotiations, even six years. A lot of
meetings are held, and traveling is often required, with parties
meeting from two to four times a year. Participants pay for their
own traveling expenses.



process is to start with a limited number of relevant
patent holders, whose participation is essential for the
success of the pool. Later on, once the basic frame-
work for the pool and licensing program are formed,
other patent holders having at least one patent proven
to be essential to the standard are invited to join as
members.”” At that point, feedback from new members
is sought about all aspects of the licensing program and
governance. Although changes at that point are highly
difficult to be accepted, if the members agree to them,
adjustments will be made. In this constellation, it is of
high importance for the first patent holders, in devel-
oping the governance and the licensing program, to an-
ticipate the interests of others, mostly smaller patent
holders to let them join as members of the pool at a lat-
er stage. The pool also aims to achieve a licensing pro-
gram whose terms are considered fair and reasonable
by potential licensees in the market. For that purpose,
some pools have sought feedback on the basic struc-
ture of the licensing program before finalizing the pro-
gram. When this is done properly, the success chances
and the desired efficiency of the pool increase.

The role of the patent pool administrator in the fa-
cilitation process is to provide structure and guidance,
and act as a moderator, helping parties to understand
each other. Ultimately, however, the decision power is
solely in the hands of the SEP holders. It is crucial to
note that by participating in the facilitation process a
SEP holder does not necessarily commit to becoming a
member of the pool. Once the process is finalized and
the licensing program is completed, the participants
have the chance to review the agreed patent pool
program against their business interests and decide
whether or not to join the patent pool.

d. Assessing Essentiality

As explained above, having at least one patent es-
sential to the pooled standard is a requirement to be a
member of the pool.”” The submission of the patent(s)
for evaluation is part of the process when joining the

57. The openness of the program to whoever is entitled to
join is one of the safeguards put in place to address competition
concerns. See BRLs and U.S. [P-Antitrust Report.

58. Qualcomm licensing executive, John Han’s interview to
IAM Magazine, in which he criticizes some pool arrangements’
motivation “to try to drive down the price so that there’s easy
adoption right away” and questions “Are they thinking long-term,
are they thinking innovation, are they thinking about promoting
the technology of the ecosystem and coming up with a balanced
structure that can last for a long period?” See the full interview
at <https://www.iam-media.com/frandseps/qualcomm-licensing-
exec-urges-pool-operators-chipmaker-appears-cool-collaborative-
platforms:> ([AM Media, December 14, 2020) accessed on
March 30, 2021.

59. See Note 27 supra, on the essentiality declaration system
of SDOs.

pool. Following the submission, the essentiality assess-
ment is conducted by a third independent evaluator.
The assessment system of pools tends to be welcomed
by competition authorities, as it guarantees that only
essential, and not substitute patents, are included.”
[t further cultivates trust among patent holders and
implementers,”" to the point that a challenge to the
essentiality of a pool patent during the negotiation pro-
cess is the exception.”

Nevertheless, the essentiality assessment is an expen-
sive exercise. Depending on the complexity, it can take
up to two to three days per patent, and its costs range be-
tween USD 5,000 and 15,000, which are paid by the pat-
ent holder.” As conducting these assessments for every
single patent member within a patent family* would be
an impractical and inefficient practice, usually only pat-
ents in one or more key markets (commonly: the U.S.,
Europe, China and Japan, but this depends on the pool)
are certified, while the patents of other jurisdictions are
added to the pool through a self-certification process.®

60. Substitute patents may result in price fixing of substitut-
able technologies, eliminating competition and, ultimately, in-
creasing the price to consumers. U.S. [P-Antitrust Report, 61-62.

61. Patent pools normally have law firms or other entities
all over the world as partners in such a procedure. The evalua-
tors normally receive a guideline on how to do the essentiality
assessment, making sure the same standards are applied by all
involved, and the claim charts provided by the patent holders.
Any conflict of interest between the parties is considered and
the evaluations are often made anonymously, to guarantee an
unbiased assessment.

62. The interviews showed that when negotiating in good
faith, implementers hardly discuss essentiality issues, but rath-
er focus on understanding the terms of the license to be signed.

63. Based on information collected during the interviews.
See also European Commission report, ECSIP, prepared by
ECORYS and Technische Universiteit Eindhoven, “Patents
and Standards Report, A Modern Framework for IPR-based
Standardization,” (2014), available at https://ec.europa.eu/
docsroom/documents/4844/attachments/1/translations/en/
renditions/native, and European Commission, Joint Research
Center pilot study, Rudi Bekkers, et al. “Pilot Study for Essential-
ity Assessment of Standard Essential Patents,” (2020), 30, avail-
able at https://publications.jrc.ec.europa.eu/repository/bitstream/
JRC119894/jrc119894_online.pdf.

64. According to the European Patent Office (EPO) a pat-
ent family is “a collection of patent applications covering the
same or similar technical content.” Each national patent within
the patent family would then be considered a ‘family member.’
For more information, see <https.//www.epo.org/searching-for-
patents/helpful-resources/first-time-here/patent-families. htmi >
accessed on May 12, 2021.

65. This process is normally made through a comparison be-
tween patents evaluated and others belonging to the same family.
The patent holder identifies a patent that has been fully evaluated
and state in good faith their belief that the additional patent is
also essential, by comparing its claims with the patent evaluated.

December 2021

348




349

While it is the patent holder’s decision how many
patents to submit for evaluation, the system offered by
many pools tends to incentivize him to select as many
as possible, as he will only obtain a share in the pool
revenues based on a distribution key, which is at least
partly determined by the number of certified patents.
This does not mean, though, that the non-certified es-
sential patents will not become part of the pool license.
Regardless of how many patents the patent holder sub-
mits for the essentiality assessments, by joining the
pool, he commits to license all his SEPs related to the
standard through the pool’s licensing program. There-
fore, the choice of how many patents to have evaluated
is a commercial decision. Patent holders tend to do an
assessment on the costs of evaluation and potential re-
turn on royalties. Some pools allow the patent holder
to have additional essentiality assessments done over
time, as a way to set off the investment costs against
its revenues from the pool.

The pool’s system for essentiality assessments, how-
ever, does not come without criticism. Although con-
ducted by independent parties, the information to be
analyzed (i.e., claim charts for the claims considered to
be essential in the submitted patents) is fully provided
and paid by the patent holders. Despite the essentiality
assessment, a patent holder does not have any guaran-
tee that the implementers will accept such evaluation
as they retain the right to challenge the essentiality be-
fore courts.” On top of that, some pools implement a
cap on the number of patents that have to be evaluated
for the purposes of distribution of revenue. This may
disincentivize companies with large SEP portfolios to
evaluate all their SEPs, leading to possible anticompet-
itive risks. With no essentiality assessment performed
on such patents, there will be the risk of including
non-essential and, eventually, substitute patents in the
licensing program of the pool.””

Lately, it has also been suggested that platforms
offering both SEPs and non-SEPs are better placed
to satisfy the demands of a new-technology market.
The arguments rely on the convergence of industries,
such as sensor technologies merging with data con-
nection technologies, where broader packaged solu-
tions could represent an extra benefit.” Nonetheless,
if this is done under a bundled patent license, it
would raise concerns regarding competition and an-

titrust law on the assessment of potential risks and
benefits of the pool. The pooling of non-essential and
eventually substitutable patents normally presents
greater risks as it may result in “higher royalties and
higher goods prices” than compared to the ones that
“would result if the owners licensed or used their
technologies independently.”®

IV. Conclusion—Part I

Despite some antitrust concerns, policy makers and
industry typically recognize the many pro-competitive
effects of patent pools, such as higher transparency of
the licensing rates and a cost-effective licensing program.
Nonetheless, not all pools can reach their full potential,
becoming a less attractive choice for stakeholders.

In Part I, this article explains the reasons for SEP
owners to create and/or to join patent pools and how
pools are formed, including the gathering of pat-
ents and the essentiality assessments. It shows that
bringing together the most relevant patent portfolios
essential to a standard is one of the main factors of
the success of a pool, together with its one-stop-shop
characteristic, and the generally resulting lower costs
for contributors and users of the pool. Equally relevant
for its wide adoption in the market is whether the pool
managed to create a program that is attractive for both
SEP owners and SEP users.

Part II, to be published in the next edition, will con-
tinue to explore in detail the pool environment and
other factors that can influence its chances of suc-
cess, such as the aggregate royalty rates, the licensing
process, the distribution of (the collected) royalties
among members, as well as the role of the pool and its
members in litigation.

In the constant development of new technologies
and the challenges that come with it related to SEP
licensing, patent pools can present themselves as an
optimal solution. Nevertheless, patent pools are not a
one-size-fits-all solution. The consideration to license
through such platforms will depend on a case-by-case
assessment to be made by the parties involved, which
shall observe a balanced framework that allows the in-
novation ecosystem to be carried on. H

Available at Social Science Research Network (SSRN):
https.//ssrn.com/abstract=3946590.

66. The non-essentiality of a patent tends to be one of the
defense arguments brought by implementers if sued. See,
for example, HEVC (Dolby) v MAS Elektronik, District Court
(Landgericht) of Diisseldorf, para. 255. 7 May 2020, Case
No. 4c O 44/18.

67. On pooling non-essential patents, see Note 6 and 60,
supra. Also, with no assessment made, SEP-holders may be “in-
centivized to over-declare patents, increasing the likelihood that
the pools contain substitute patents” and, eventually, eliminat-
ing or decreasing competition between substitute technologies.
John “Jay” Jurata, Jr. & Emily N. Luken, 21-24.
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68. See Gustav Brismark and Bowman Heiden, “Licensing
2.0—Licensing Platforms for the Knowledge Economy,” (IAM
Media, Aug 12, 2020) <https://www.iam-media.com/non-prac-
tising-entities/licensing-20-licensing-platforms-the-knowledge-
economy> accessed on March 30, 2021.

69. BRL University Technology Licensing Program 2021, 4.
Moreover, “the limitation of the Portfolio to technically essen-
tial patents, as opposed to merely advantageous ones, helps en-
sure that the Portfolio patents are not competitive with each
other and that the Portfolio license does not, by bundling in
non-essential patents, foreclose the competitive implementa-
tion options that the MPEG-2 standard has expressly left open.”
(BRL MPEG LA 1997). See also Notes 6, 60 and 67, supra.



