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The Arguments

* |n favor of license-to-all:
* All entities in chain of production need licenses to SEPs.

* FRAND commitments should be interpreted to require SEP
holders to grant SEP licenses to anyone who asks.

* Against license-to-all / for access-to-all:
* Not true that all entities need licenses to SEPs.

* Entities in the production chain need access to
standardized technologies, to perform their link in the
chain.




What's really the issue?

e Amount of royalties.

* 1% royalty x $1,000 device price = S10

* 1% royalty x $10 chip price = 50.10



Patent Law Principles

 What is a patent?

e A patentisagrant from the U.S. government to an inventor of “the
right to exclude others from making, using, offering for sale, or
selling” his or her invention

* For a limited time (20 years from the date of application)

* How is a patent enforced?
* Litigation in national courts.
e Patent holder must prove infringement (“all elements rule”).
e Patent holder must overcome all defenses.
* Remedies: damages, injunction






Producer 1

\
\
\

T
v

Widgets

i

A B C

J

Producer 2

\
\
\

Devices
A B C

l?%

End user

Page 10



License
Producer 1
e
inin

v

Widgets

Producer 2
e

Devices

A B C

End user

Page 11



Producer 1

Widgets

2ERE

A B C
License \l/
Producer 2

Sl
imnimn

Devices

A B C

End user

Page 12



License Producer 1

Widgets

License Producer 2
e
inin

Devices

A B C

End user

Page 13



e Standard Development Organizations (SDOs) — there are many
* Industry standards — there are MANY
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Figure 7: Number of standards issued each year by SSOs in our sample,
by technological field

(Source: Justus Baron & Daniel F. Spulber, “Technology Standards and Standard Setting Organizations:

Introduction to the Searle Center Database” (Feb. 2, 2018).) Page 14
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SEPs and FRAND

e Standard Essential Patents (SEPs) — When the claims of a patent read on an
aspect of a standard, so that it is not possible to practice the standard without
infringing, the patent is “essential” and is referred to as an SEP.

* SDO policies/rules regarding SEPs (or intellectual property rights — IPRs — more
generally).

* Fair, Reasonable and Nondiscriminatory (FRAND) terms and conditions.



ETSI IPR Policy

* Objectives
* Reduce risk that a standard could be “unavailable”.
* |PR holders should be adequately and fairly compensated.

* SEP owner is requested to commit that:

* “itis prepared to grant irrevocable license on fair, reasonable and
nondiscriminatory terms and conditions” “to at least the following extent”:

e “MANUFACTURE... EQUIPMENT”
* EQUIPMENT = “any system, or device fully conforming to a STANDARD”




ETSI IPR Policy

* Does not:
e Require licenses to the entire production chain

* Merely asks the patent owner to agree “that it is prepared to grant
irrevocable licenses”

* Require licenses be granted to any particular entities
e Require any particular number of licenses

e Rather, the scope of the ETSI FRAND commitment is defined in terms of
subject matter: licenses for the manufacture of “fully conforming” devices and
systems.



IEEE Patent Policy

* SEP owner is requested to give a “letter of assurance” either that:
* Will not enforce its SEPs; or

* Will make available licenses “without compensation or under
Reasonable Rates” to “make, have made, use, sell, offer to sell, or import
any Compliant Implementation that practices the Essential Patent Claims
for use in conforming with the IEEE Standard.”

e “Compliant Implementation” = “any product (e.g., component,
subassembly, or end-product) or service that conforms to any
mandatory or optional portion of a normative clause of an IEEE
Standard.”




IEEE Patent Policy

* Does not:
* Expressly require licenses to the entire production chain

e But unlike the ETSI IPR Policy:

* The IEEE Patent Policy defines the scope of the license rights to be granted
as covering any “Compliant Implementation”—a term that is defined to
include components, subassemblies, and end-products.




Legal Analysis

* Legal Analysis —Is it accurate to say that FRAND commitments require that
licenses be granted to all comers?

* Are SEP licenses needed by all?
e Legally — no.
* Practically — no.

* Do SDO policies require licenses for all entities?
* No.
* FRAND commitments are contracts.
* Must look at each specific SDO policy individually.
e ETSI vs. IEEE
* Neither contains an express requirement to license all.
* Differ on scope of the licensing commitment.




Legal Analysis

* Does competition law require licenses to all comers? No.

* Theories
* “Intentionally false promise” - Broadcom Corp. v. Qualcomm Inc.

e D.C. Circuit pointed out this is contrary to Supreme Court authority.
Rambus, Inc. v. FTC

* In any event, as the Ninth Circuit recently explained in FTC v.
Qualcomm, the mere fact that a patent holder declined to license a
subset of potential users of its technology without a finding of
intentional deception does not fall within the Third Circuit’s “false
promise” holding.

* Refusal to deal — Aspen Skiing — very narrow

e Refusal to license rivals contributes to monopoly power (Sherman Act
section 2) - rejected by the Ninth Circuit in FTC v. Qualcomm.



IEEE Patent Policy

* Does not:
* Expressly require licenses to the entire production chain

e But unlike the ETSI IPR Policy:

* The IEEE Patent Policy defines the scope of the license rights to be granted
as covering any “Compliant Implementation”—a term that is defined to
include components, subassemblies, and end-products.




ROl Plays a Key Role in SDO Participation

* On the cost side:
* Innovators invest in R&D, contribute technologies

 Downstream implementers invest in turning standard specifications into
commercial products

* Only incur these costs if benefits expected to outweigh them
e Only two sources of profits:
1) licensing SEPs and other relevant patents or
2) selling standard-based products

e Vertically integrated firms can benefit from both; specialists only get one

* Before ever joining an SDO, or a standard effort within an SDO, firms consider
the ROI



SDO Participation Falls as Costs Rise or Returns Fall

* True for both innovators and implementers

* With less innovator participation
* Fewer new technologies contributed to standards

e Lower quality tech contributed as higher quality held out due to lack of
return

* May get fewer standards altogether if insufficient tech submitted

e With less implementer participation

* Less competition in downstream markets

e Both of these can affect consumer welfare, So balance matters a lot



Rules that Tip the Balance Have Real Effects

* Consider IEEE
* Very restrictive FRAND rules imposed in 2015
 Participants began opting out immediately with “negative” LOAs
* Increased ambiguity over FRAND

e As of mid 2019, 77% of IEEE’s Letters of Assurance for WiFi amendment
standards were negative

* ANSI refused to approve these two standards amendments
e US DOJ issued amended BRL suggesting that IEEE consider changing its rules
* Goals of increased clarity not achieved

e Qut of step with current court cases



|I)

“Optimal” Royalty Base is Case Specific

e Cannot define the “proper” level at which to license in the abstract

* Some patented technology as used in some standardized products will be
fully valued in a component

* SSPPU can makes sense here

e Other technologies only fully valued in end product use
* Value is different from physical implementation
* Example: battery tech using sensors

* Need to provide the parties flexibility in where to license

* Only way to ensure balance and true Fair and Reasonable rates



Court/Agency Interpretations of SDO Rules Affect ROI

* Need to be careful not to overstep contract language of SDO
* When in doubt, do not impose LTA
* Only apply when SDO language is 100% clear

* Otherwise, balance will be upset and standards ecosystem can be harmed,
including consumers of standardized products
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