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Apple, Inc.

Response to DG Enterprise and Industry Consultation on Patents and Standards

I. EXECUTIVE SUMMARY OF APPLE’S RESPONSE'

Apple values invention and respects intellectual property. Innovation is the
cornerstone of Apple’s business — and its history — and patents are critical to protecting
the innovations embodied in Apple’s differentiated products and services. We recognize
that we are not alone in investing in and valuing innovation. To this end, our company
has a long history of respecting the intellectual property rights of others and taking
voluntary licenses when appropriate, reasonable and fair.

It is fundamental that owners of valid, enforceable and infringed patents should be
able to obtain reasonable compensation for others’ use of their patented technology. But
the right to reasonable compensation is not unbounded. Compensation must be tied to
the actual patented invention. Compensation beyond the value of the patented
technology is a form of unjust enrichment to be guarded against. Valuation issues are
especially acute in the context of standard essential patents (SEPs) that are subject to
commitments to license on fair, reasonable and non-discriminatory (FRAND) terms.
Apple has witnessed some SEP owners employ a series of tactics intended to leverage
royalties beyond the value of their patented inventions.

Apple believes the following topics raised by the Consultation require the most
immediate attention:

* SEP Declarants Are Not Entitled to Special Legal Privileges. Ownership of a
SEP can confer market power, and the obligation of SEP holders to license on
FRAND terms is designed to protect against abuses of such power. Nonetheless,
some SEP holders seek to hijack the FRAND promise and flip FRAND’s pro-
competitive limitations to create new privileges that give them the right to assert
infringement and collect royalties in a manner not available to any other patent
holders. To obtain compensation for patents that are not encumbered by a
FRAND declaration, patent owners must prove infringement, withstand
challenges such as validity and enforceability, and thereafter prove the value of
their patented innovations in a damages analysis — separately, for each and every
patent. SEP licensors should not be placed above the law. These traditional legal
rules and burdens of proof should apply to them equally. Participation in

Response submitted by Apple Inc. (“Apple”), a corporation with its principal executive offices at 1
Infinite Loop, Cupertino, California 95014, United States. The reference person for this response
is BJ Watrous, e-mail: bjwatrous@apple.com.  Apple manufactures and sells mobile
communication devices, media devices, portable digital music players and personal computers. It
also sells a variety of related software, services, peripherals, networking solutions, and third-party
digital content and applications. Apple does not qualify as a “small and medium sized enterprise”
according to the EU definition. Apple is registered in the EU Transparency Register with 1D
588327811384-96. Apple approves of the publication of its response. This response does not
include confidential information.



standard-setting and the self-declaration of one’s allegedly “essential” patents
does not give certain patent owners the right to (i) skip the traditional burdens of
proof or (ii) stake a special claim to royalties that exceed the value of the patented
technology. Such novel privileges would be incompatible with the FRAND
obligation.

Mandatory “Blanket” Portfolio Adjudication Is Incompatible with FRAND
Licensing. Some SEP holders believe they have the right to a “blanket” portfolio
license — that is, the right to require payment of royalties for all of the SEPs they
may hold that are allegedly essential to a particular standard (or group of
standards), even if the applicability or validity of some of those patents is in
dispute. Such patent holders, moreover, are unwilling to license any of the
patents in their SEP portfolio, or a particular SEP portfolio, unless the licensee
agrees to pay for a license to the entire portfolio or at the very least, all the SEPs
relevant to a particular standard or suite of technologies. These “blanket” (all or
nothing) portfolio demands are incompatible with the commitment to license on
FRAND terms. By focusing on the size of a SEP patent portfolio instead of the
individual merits of each patent in the portfolio, blanket portfolio licensing can
encourage non-FRAND outcomes. Some argue that blanket portfolio licensing is
necessary to promote efficiency and to accelerate their time-to-money and return-
on-investment, but velocity should not trump veracity. Blanket portfolio licensing
practices promote, rather than mitigate, patent hold-up.

National Courts Should Remain the Preferred Path to Dispute Resolution.
Efforts to improve and clarify FRAND obligations can reduce uncertainty, assist
in building common understandings across industry, and thus encourage the
private resolution of licensing disputes. But disputes will still occur. When they
do, the transparent and exacting processes of national courts are the best way to
analyze the infringement allegations of a SEP holder, challenge the validity and
enforceability of any asserted patent, and properly value the contributions of the
patented technology. Alternative dispute resolution also can be a useful business
tool for private parties who cannot otherwise agree on a FRAND royalty, but only
when voluntary and the result of mutual agreement. Moreover, in order to ensure
an outcome that is fair, reasonable and non-discriminatory — not just between the
dueling parties, but across the total addressable market of would-be licensors and
would-be licensees — such alternative dispute resolution processes should be
grounded in the merits of individual patents, remain consistent with contemporary
concepts of patent valuation (i.e., smallest salable unit, royalty stacking, patent
exhaustion, etc.), respect traditional burdens of proof, and be both public and
precedential similar to a court decision.

License Level Discrimination Violates the FRAND Promise. Discrimination
among implementers — both among and between different levels in the value
chain — is incompatible with the promise to license on FRAND terms.
Nonetheless, there are those SEP holders that refuse to license some implementers
who are otherwise willing and able to pay FRAND compensation. This selective
refusal to license can be used as a competitive weapon. Many SEP licensors
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prefer to license higher in the value chain in an intentional effort to collect a
larger royalty on a more expensive product. Such “level discrimination” violates
the plain language of the FRAND promise, is contrary to Commission
pronouncements about FRAND policy, ignores historical and current licensing
practices, and can function as a tool for anti-competitive abuses.

Royalty Calculation Methodologies Must Reflect the FRAND Promise.
FRAND compensation should reflect the value of the patented invention. This
value should be based on the patent’s merits — separate and apart from any value
associated with its inclusion in a standard or any value derived from inclusion in a
multi-function device (like an iPhone), and mindful of the aggregate impact of
any individual FRAND royalty on the licensee and other implementers (i.e.,
royalty stacking).

o Many courts and regulators have embraced the concept of the “smallest
salable patent practicing unit” to focus royalty analyses on the patented
invention. Under this valuation methodology, the royalty calculation is
based on the value of the particular component, sub-component or portion
thereof that practices all or substantially all of the patented invention. In
many cases, the smallest salable unit will be further apportioned to arrive
at a royalty base that best corresponds to the claimed invention. This
approach avoids attributing to the patentee any value associated with a
particular patent’s inclusion in a standard. It also helps avoid awarding to
the patentee/licensor any extra royalties related to the contributions and
innovations of others (i.e., marketing and manufacturing investment,
component choices, other patented technologies, brand value, etc.).

o There are over 100,000 patents and applications self-declared to the
various cellular standards, held by dozens of different would-be licensors.
Any calculation of a FRAND royalty should consider the impact on
implementers of stacking these royalties. Evaluating the implications of
any one royalty demand, from any one party, on any one patent is
important to ensure that no single patentee/licensor is being either over-
compensated or under-compensated. In order to guard against excessive
royalty stacking, each patentee/licensor of FRAND-encumbered SEPs
should be evaluated in view of that licensor’s pro rata ownership of all
SEPs for the standard in question.

Licensors Should Not Be Permitted to Mandate Cross-Licensing of Non-
SEPs. SEP owners should not be permitted to use the market power of the
standard to force implementers to cross license their non-SEPs, or to demand
additional compensation for their own non-essential technologies. Demanding
licenses to non-SEPs should be recognized as an improper use of SEPs as a means
to coerce access to an implementer/licensee’s non-essential, differentiating
technologies. Such coerced licenses to non-SEPs can undermine beneficial
product differentiation and dis-incentivize investments in differentiating
innovations.



Each Licensor of FRAND-Encumbered SEPs Should Be a “Willing
Licensor”.  If an implementer/licensee has an obligation to be a “willing
licensee” for purposes of determining whether or not a SEP holder may properly
seek an injunction under the competition laws, then so too should a
patentee/licensor be required to be a “willing licensor.” The characteristics of a
“willing licensor” should include providing timely and adequate information
sufficient to enable the would-be licensee to assess whether an offer is FRAND.
In addition, a “willing licensor” should be expected to provide a detailed
description of its patents, including relevant claim charts, a clear methodology
leading to a specific FRAND rate, and sufficient information to allow the
implementer to verify the non-discriminatory nature of the offer. If requested, a
“willing licensor” also should be willing to extend a “cash-only” licensing offer.
Without a “willing licensor”, it is difficult to imagine an “unwilling licensee.”
Courts, agencies and standard setting organization (SSO) patent policies should
explicitly recognize such obligations, and a “willing licensor” analysis should be
required prior to any court’s issuance of injunctive relief for a FRAND-
encumbered SEP.

Licensors Should Not Be Entitled to Injunctive Relief, Except in Very
Limited Circumstances. The Commission’s Motorola and Samsung precedents,
as well as the Advocate General’s Opinion in Huawei v. ZTE, are part of the
growing international consensus that injunctive relief based on FRAND-
encumbered SEPs against willing licensees is an actionable abuse of the
competition laws. In the absence of injunctive rights, the SEP-holder always
retains the option of seeking FRAND-level damages using traditional legal
procedures. With respect to concerns over bad faith delays or regarding non-
European jurisdictions that do not provide for remedies in the event of bad faith
litigation tactics, SSOs should consider policy provisions enabling the award of
costs and interest among SSO Members to dis-incentivize bad faith abuses by
either party.

SEP Transparency Should Be Improved. The current system of self-
declaration in SSOs and limited scrutiny by patent offices has resulted in a large
number of patents declared as SEPs that turn out to be invalid and/or not actually
essential to the implementation of the standard when tested in litigation. This has
produced “high-volume/low-quality” SEP portfolios that allow certain SEP
owners to claim a disproportionate share of royalties associated with the standard,
while insulating their portfolios from robust review. One way to address such
concerns could include development of an industry-led “gatekeeping” function”,
i.e. have a trusted and independent organization vetting and certifying declared
patents as more likely than not to be “essential” to a subject standard.



II. INTRODUCTION: APPLE’S CORE INTERESTS IN PROMOTING
INNOVATION AND STANDARDIZATION

A. Apple is an Innovator, an Active SSO Participant, and Both a SEP Licensor
and Licensee

Apple is one of the world’s leading innovators. We invest nearly six billion Euros
annually in R&D.> We own tens of thousands of patents and an international portfolio
consistently ranked among the strongest’ and most valuable in the world.* Apple is
known for its unique and differentiating technology, but we are also a leader and key
technological contributor to many SSOs.”> As a result, Apple’s portfolio includes a
significant number of patents declared essential to various industry interoperability and
technical standards.

Apple’s products implement many standards, and we rely on the commitment of
third parties to license their SEPs on FRAND terms and conditions. Apple has SEP
licenses with dozens of SEP holders and has paid billions of dollars in royalties to license
SEPs, including patents allegedly essential to GSM, GPRS, UMTS, LTE, 802.11, H.264,
MPEG-2, MPEG-4 and Audio MPEG.

Apple is both a willing licensee and a willing licensor. Whether we are licensing
our own FRAND-encumbered SEPs to others or negotiating an inbound SEP license from
a third party, we do so based on the foundation of three core principles:

* An appropriate royalty that reflects each licensor’s pro rata ownership of all patents
essential to a particular standardized technology;

* A common royalty base used equally and consistently by all licensees and licensors in
royalty calculations, and one that reflects no more than the value of the component
(i.e., smallest salable unit) that practices all or substantially all of the patented,
standardized technology sought to be licensed; and

2 Apple, Annual Report 2014 (“[t]otal R&D expense was US$ 6.0 billion, US$ 4.5 billion and US$
34 billion in 2014, 2013 and 2012, respectively”), available at
<http://files.shareholder.com/downloads/AAPL/3848494678x0x789040/ED3853DA-2E3F-448D-
ADB4-34816C375F5D/2014 Form 10 K As Filed.PDF> (last visited 13 Feb. 2015).

See 1IEEE Spectrum, Patent Power Scorecard, 2013, showing that Apple has the most powerful
patent portfolio among “electronics” manufacturers, available at
<http://spectrum.ieee.org/static/interactive-patent-power-2013#anchor_elec> (last visited 13 Feb.
2015); see also Ambercite, Apple vs Microsoft vs Google - who has the strongest patent portfolio?
— available at: http://www.ambercite.com/index.php/amberblog/entry/apple-vs-microsoft-vs-
google-who-has-the-strongest-patent-portfolio#sthash.kchEE6Hf.dpuf.

The value of Apple's patent portfolio was estimated at around US$ 20 billion in 2013. See
<http://tinyurl.com/pj4312¢> (last visited 13 Feb. 2015).

For instance, Apple was the promoter of the IEEE P1394 Working Group that developed the data
transfer standard implemented in Apple’s FireWire and Sony’s i.LINK. See
<http://1394ta.org/about/> (last visited 13 Feb. 2015). Apple likewise contributes to ETSI and
3GPP Standards.



* Injunctions should be rarely available, if ever, to licensors of FRAND-encumbered
SEPs, especially when monetary compensation is otherwise available to the licensor
for the use of its patents.°

B. Hold-up Problems Related to SEPs are Real and Should Be Addressed By
the Commission to Promote European Markets

The potential for SEP hold-up’ is a significant concern for standardization.® The
threat of SEP injunctions is real and creates unfair negotiating leverage for licensors. As
one SEP-holder’s expert witness famously said, it “takes only one bullet to kill"”’ (i.e. a
single successful injunction based on a single SEP can force the implementer to settle on
the SEP-holder’s non-FRAND terms).

Courts in Europe, and in particular in Germany, have been the preferred venues
for SEP-based injunctions.'® Motorola obtained an injunction against Apple in Germany
and would have barred standards-compliant Apple products from the German market if
Apple had not agreed to settle on Motorola’s (abusive) terms.'' Injunctions have been
granted bfazsed on SEPs by other German courts, even if these have received less public
attention.

See Apple, Letter from B. H. Watrous Jr., VP and Chief IP Counsel, Apple Inc. to L. J. Romero
Saro, ETSI Director General, 11 November 2011, available at
<http://www.scribd.com/doc/80899178/11-11-11-apple-letter-to-etsi-on-frand> (last visited 7 Feb.
2015); see also Apple Remarks for ITU Patent Roundtable (Geneva, Switzerland - Oct. 10, 2012),
available at <http://www.itu.int/dms_pub/itu-t/oth/06/5SB/T065B0000340015PDFE.pdf> (last
visited 7 Feb. 2015).

Hold-up may involve a “take it or leave it” royalty demand made possible by the mere declaration
of a patent as standard-essential, and often accompanied by the threat of an injunction. See
Microsoft Corp. v. Motorola, Inc., 696 F.3d 872, 876 (9th Cir. 2012).

8 Apple Inc. v. Motorola, Inc., 869 F. Supp. 2d 901, 913 (N.D. Ill. 2012) (“[B]ecause a prospective
licensee has no alternative to licensing the patent[,] he is at the patentee’s mercy.”).

Testimony by Samsung’s expert D. Teece in the Google's Motorola Mobility case against
Microsoft related to H.264 patents, cited at <http://www.fosspatents.com/2012/02/motorola-
likens-its-enforcement-of.htmI> (last visited 13 Feb. 2015).

This fact is conveniently ignored by studies that focus only on litigation in the United States. See,
e.g., Gupta, Snyder, Smart Phone Litigation and Standard Essential Patents, Working Paper, May
2014, available at <http://www.law.northwestern.edu/research-
faculty/searlecenter/events/entrepreneur/documents/Gupta_smartphone-litigation-working-
paper.pdf> (last visited 13 Feb. 2015).

Commission Decision of 29 April 2014 in Case AT.39985 - Motorola - Enforcement of GPRS
Standard Essential Patents (hereinafter, “Case AT.39985 — Motorola™), recital 320.

Apple is aware of several examples in Germany including: File No.4a 0 95/97 (Dusseldorf
District Court, 7 October 2008) in relation to the MPEG-2 standard; File No.2 U 124/08 and
132/08 (Dusseldorf Court of Appeal, 14 and 28 January 2010) rejecting the appeal against the
decision of the Dusseldorf District Court in relation to File No.4a 0 95/97 of 7 October 2008
concerning the MPEG-2 standard; File No.7 O 100/10 (Mannheim District Court, 18 February
2011) in relation to the UMTS standard; File No.6 U 29/11 (Karlsruhe Court of Appeal, 18 April
2011) rejecting the application for preliminary stay of the decision of the Mannheim District
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Given the potential enterprise-threatening impact of market exclusion, standards
implementers may be forced to accept abusive settlement terms if they perceive even a
modest risk of an injunction issuing. Numerous real-life examples show that patent hold-
up is a real concern, as the threat of injunctions invariably leads to excessive royalty
demands. In a recent US case involving an IEEE standard"’ the court awarded damages
of US$ 0.0956 per unit, vis-a-vis the SEP holder’s initial demands for thousands of
dollars per Wi-Fi access point,'* and eventual in-court royalty demand of US$ 16.17 per
unit. In another recent case, the FRAND rate per Xbox unit was set at US$ 0.03471, as
compared to Motorola’s initial demand of US$ 6-8 per unit."> This reduced the claimed
royalty rates from about US $4 billion per year to a FRAND-compliant rate of less than
US $2 million annually.

These types of abusive demands, and many others like them, are made possible by
the misuse of SEPs and coercive licensing practices in violation of the FRAND
commitment. In these cases, the defendants were large corporations with significant
financial means, and so were able to challenge the patent holder’s hold up tactics; other
parties with fewer resources to fund challenges may have little choice but to succumb to
SEP hold-up.

Apple’s own experience is that many of the SEPs asserted against it — whether in
litigation or in assertive licensing — are not essential to a standard, are invalid, or, at the
very least, do not accord the value sought by the patent holder. Studies show that even
among the “strongest” patents selected by SEP-holders for litigation, the overwhelming
majority — some 70-90% — have been found to be invalid, not essential to the standard,
and/or not infringed.'® This highlights a central problem of SEP licensing: some patent
holders seek to leverage the disproportionate hold-up power flowing from a small number
of patents to receive compensation for a broad but unmeritorious (and often
unchallenged) patent portfolio.

Court in relation to File No.7 O 100/10 of 18 February 2011; File No.4b O 31/10 (Dusseldorf
District Court, 7 June 2011) in relation to the ADSL 2/2+ standard; File No.4b O 47/10, 54/10,
64/10, 89/10 and 101/10 (Dusseldorf District Court, 4 August 2011) in relation to the MPEG-2
standard; File No.7 O 122/11 (Mannheim District Court, 9 December 2011) in relation to the
GPRS standard - an application for preliminary stay of enforcement was granted in File No.2 U
136/11 (Karlsruhe Court of Appeal, 2 February 2012); File No.7 O 20/11 (Mannheim District
Court, 9 December 2011) in relation to the UMTS standard; File No.4b O 273/10 and 274/10
(Dusseldorf District Court, 24 April 2012) in relation to the UMTS standard; File No.2 O 240/11
(Mannheim District Court, 2 May 2012) in relation to the H.264/AVC standard; File No.7 O
114/12 (Mannheim District Court, 15 March 2013) in relation to the 4G standard.

13 In re Innovatio IP Ventures, LLC Patent Litig., Case No. 11 C 9308, 2013 WL 5593609, (N.D. Il
Oct. 3, 2013).
14 See In re Innovatio IP Ventures, LLC, Patent Litigation, Case No. 11-9308, Plaintiff’s Amended

Complaint, Docket No. 431, paragraph 47 (Oct. 1, 2012) (plaintiff’s demanded “that end users of
IEEE 802.11 equipment [...] agree to pay thousands of dollars to use components”).

3 Microsoft Corp. v. Motorola, Inc., No. C10-1823 JLR, April 25,2013, WL 2111217, (W.D. Wash.
Apr. 25,2013).

See Section XII.A infra (citing data and studies that 70-90% of asserted SEPs have proved invalid
or not infringed).



Such concerns are particularly significant today, as standardized goods proliferate
and as some companies with sizeable declared-SEP portfolios exit the product market and
turn to patent assertion as a means to replace former product revenues. In a some cases,
these same declared-SEP holders have teamed-up with non-practicing entities (NPEs) by
transferring patents, retaining a financial interest in any future licensing, and — through
intentional disaggregation — seeking to profit disproportionately from their declared-SEP
portfolios.

C. With the Proliferation of Standardized Technologies, SEP Hold-up Will
Impact A Broad Range of European Businesses and Consumers

SEPs are not simply a communications industry issue. A broad range of
European consumers and businesses will be impacted by the Commission’s approaches to
SEP issues and policies. As the Commission addresses standards issues and the potential
for SEP abuses, it should bear in mind that these issues will reach broadly into European
markets and new businesses.

III. SEPS ARE NOT A PRIVILEGED CLASS OF PATENTS ENTITLING
THEIR OWNERS TO UNIQUE LEGAL PROCEDURES

As the European Commission, courts and regulators around the world have
recognized, ownership of a SEP can confer market power on an individual SSO
participant. Therefore, allowing competitors jointly to develop standards and thus limit
technology competition among them requires safeguards to ensure that such activities are
on balance pro-competitive. Only a FRAND promise that places meaningful /imitations
on the rights that a patent holder normally enjoys can effectively serve as a safeguard to
ensure that standard-setting is pro-competitive and enhances consumer choice.

Given the market power that SEPs confer, they should be (and generally are)
accorded more scrutiny than other patents, not less. Yet many SEP-holders seek to flip
FRAND?’s pro-competitive limitations into new privileges and entitlements, including:

* Demanding mandatory blanket portfolio adjudication — thereby avoiding the
obligation to prove infringement (and avoiding withstanding legitimate challenges to
validity and enforceability) of all the patents it seeks to license, and

* Rejecting commonly accepted patent valuation principles, such as ensuring any
FRAND licensing demand is closely correlated to the value of the patented invention.

In short, certain SEP holders effectively seek to hijack the FRAND obligation and
transform it from a promise to implementers of market access via reasonable licenses into
a means to facilitate excessive and unreasonable profits for their licensing businesses.

Consider the rules applicable to “ordinary” patent holders (i.e., those licensing
patents that are neither SEPs nor encumbered by the FRAND licensing obligation). In
order to collect a royalty, ordinary patent holders must demonstrate that a targeted
particular third party infringes the particular patents it seeks to license. Ordinary patent
holders must then respond to challenges from the would-be licensor about the patent’s
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validity or enforceability and arguments of non-infringement. Finally, ordinary patent
holders must prove-up the particular value of each asserted patent to justify their claim to
a particular royalty.'”

Some SEP holders want to skip these traditional procedures and substantive
requirements. Such SEP holders claim their mere decision to contribute technology to a
standard and self-declare patents as allegedly essential gives them special enforcement
rights. This is a basic misunderstanding of the FRAND commitment.

The FRAND-commitment that SSOs demand is a quid pro quo for the benefits of
having one’s technology included in a standard and serves as a safeguard against hold-up.
It is designed as a rights-/imiting mechanism. It must not be flipped into a rights-
expanding weapon against implementers. The FRAND promise is between the patent
holder and the SSO. Implementers are third-party beneficiaries of that promise. The
patent owner’s promise does not eliminate implementers’ rights to rely on the procedural
and substantive protections of national laws.

One common argument from some SEP holders is that they deserve to be
compensated for their investment in R&D and related standards activities. However, just
as with any non-essential patent, any compensation owed to a SEP holder should be tied
to the particular patent or patents it seeks to license, not based on the holder’s R&D
investment. A patent’s value is traditionally measured by the value of the claimed
technology, not the amount of effort expended by the patent holder in obtaining the
patent, much less “failed investments” that did not result in any valuable patented
technology. SEP-holders that claim that they should be entitled to compensation to
ensure a “fair return” on their collateral investments in standardization are asking SSOs
and regulators to disregard well-established principles of patent law, and to compensate
them for value that they did not create.

A 2011 study for DG Enterprise by the Fraunhofer Institute on the Interplay
between Patents and Standards found that the vast majority of SSO participants viewed
generating licensing revenue as the /east important aspect of owning SEPs — factors such
as securing freedom to operate, signaling technological competencies, and the ability to
cross-license were viewed as considerably more important.'® Indeed, some of the SEP-
holders that today are the most vocal about the alleged need to “recoup their investment”
in standard-setting emphasized the need for reasonable aggregate royalty burdens and
cross-licensing at the time when they actually took the decision to contribute their IP to
standards.” For those companies, demands for a fair “return on investment” have

17 Ericsson, Inc. v. D-Link Systems, Inc., 773 F.3d 1201 (Fed. Cir. Dec. 4, 2014) (the royalty award
must be based solely on the incremental value of the patented invention).

Fraunhofer Focus, Study on the Interplay between Standards and Intellectual Property Rights
(IPRs), 2011, at 88, available at <http://ec.europa.eu/enterprise/policies/european-
standards/files/standards_policy/ipr-workshop/ipr_study final report en.pdf> (last visited 13 Feb.
2015).

See, e.g., Telefonaktiebolaget LM Ericsson, Comments to the European Commission's Workshop
on Intellectual Property Rights and ICT Standards 9, November 2008 (“individual patent holders
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nothing to do with ensuring continued investment in technological standards benefiting
consumers, but simply are shorthand for seeking unjust enrichment.

IV. SEP HOLDERS MUST NOT DEMAND PORTFOLIO LICENSING

SEP holders do not have a per se right to a portfolio license. This is true in
negotiations as well as in any adjudication process. While SEP holders certainly can
propose portfolio arrangements and negotiating parties may often decide to resolve their
disputes via portfolio licenses, SEP holders should not be allowed to leverage their
market position to demand that would-be licensees take only a portfolio license — whether
to the SEP holder’s entire portfolio or to a partial portfolio of SEPs.

Forced portfolio licensing raises the same issues of potential abuse of the
standardization process — such as increased hold-up risk, unjust enrichment, reduced
incentive to challenge invalid or unenforceable patents, and potential patent tying — that
are addressed in the next section of this response, addressing Portfolio Adjudication and
Blanket Rate Setting.

V.  PORTFOLIO ADJUDICATION MUST REMAIN VOLUNTARY AND
NOT INVOLVE “BLANKET RATE-SETTING”

The Consultation Questionnaire’s seventh “key issue” addresses approaches to
dispute resolution for SEPs.** This section will provide comment on several suggestions
that — as a condition to avoiding a SEP injunction — a standards implementer should be
required to agree in advance to worldwide, portfolio-wide rate setting proceedings. We
refer to such approaches as “Blanket Rate Setting” because they purport to establish rates
in a blanket fashion, without individual assessments of infringement, validity or other
issues necessary to establish a basis for whether a would-be licensee should pay for a
FRAND license — let alone how much. As the UK High Court has noted: “Although it is
a truism that disputes of this kind often end up with a global licence, one needs to be
careful turning that truism into something like a right to compel a defendant to enter into
such a licence.”!

should not set their royalty claims without taking into account the legitimate expectations of other
innovators who contribute to the standards. Thus, each patent owner's individual entitlement to
royalties after the standard is adopted should be reasonable in light of the proportional contribution
of that patent owner's essential patents compared to the total contribution of all other essential
patents reading on the standard.”), and Ericsson, Response to FTC Request for Comments, FTC
Standard Setting Workshop (available at <http://ww.ftc.gov/sites/default/files/documents/public _
comments/request-comments-and-announcement-workshop-standard-setting-issues-project-
.n0.pI11204-00049%C2%A0/00049-80189.pdf> (last visited 13 Feb. 2015)), at 6 (“if the royalty
levels for a standard are cumulatively too high, they will adversely impact and may negate the
economic benefits of standardization. It is, therefore, important when negotiating royalty rates that
individual licensors take into account the cumulative royalty levels payable by licensees”).

20 Questionnaire, Item 7 (“[i]n some fields standard essential patents have spurred disputes and

litigation. What are the causes and consequences of such disputes? What dispute resolution
mechanisms could be used to resolve these patent disputes efficiently?”).

2 Vringo v. ZTE, UK High Court of Justice , 6 June 2013 (emphasis added).
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A. Blanket Rate Setting is Contrary to EC Precedent

The Commission recognized in Samsung and Motorola that an implementer’s
acceptance of judicial rate setting is only ome way of showing the implementer’s
“willingness”, and that a patent holder is not entitled to an injunction for the simple
reason that the implementer does not agree to such adjudication.”” Similarly, the
Advocate General’s Opinion in Huawei shows that, while not required where the licensor
has failed to provide adequate information or not provided an offer with FRAND terms,
an appropriate counter offer from the implementer might also serve as an indication of
the latter’s “willingness”.> In its recent submission to the OECD, the Commission states
that the EC precedents should not be read as requiring the implementer to agree to rate
setting on a portfolio basis (as opposed to a rate for the patent in suit) to benefit from a
safe harbor.**

Courts and regulators are right to reject mandatory portfolio adjudication,
particularly in the form of Blanket Rate Setting. Such approaches lead to inaccurate
determinations of FRAND compensation, and moreover run counter to national legal
procedures and national patent laws.

2 In Case AT.39985 — Motorola, the Commission states that the analysis of the implementer’s

willingness to enter into a license agreement occurs in the context of whether a prima facie abuse
under Article 102 TFEU is “objectively justified.” Id., recital 434. It is incumbent upon the
dominant undertaking to provide all the evidence necessary to demonstrate that the conduct
concerned is objectively justified. See Judgment of 17 September 2007, Microsoft Corp. v
Commission, T-201/04, EU:T:2007:289, paragraph 688; see also Judgment of 1 July 2010,
AstraZeneca v Commission, T-321/05, EU:T:2010:266, paragraph 686; Judgment in Ministére
Public v Tournier, C-395/87, EU:C:1989:319, paragraph 38; Judgment of 12 December 2000,
Aéroports de Paris v Commission, T-128/98 EU:T:2000:290, paragraph 202. In particular, “it falls
on the dominant undertaking to demonstrate any negative impact which an obligation to supply is
likely to have on its own level of innovation. If a dominant undertaking has previously supplied
the input in question, this can be relevant for the assessment of any claim that the refusal to supply
is justified on efficiency grounds.” See Communication from the Commission — Guidance on the
Commission's enforcement priorities in applying Article 82 of the EC Treaty to abusive
exclusionary conduct by dominant undertakings, OJ 2009 , C 45, p. 2, paragraph 90.

3 See Opinion of AG Wathelet in Case C-170/13 Huawei Technologies v. ZTE, EU:C:2014:2391,
(“AG Opinion”), paragraph 93 (“Furthermore, if negotiations are not commenced or are
unsuccessful, the conduct of the alleged infringer cannot be regarded as dilatory or as not serious if
it asks for those terms to be fixed either by a court or an arbitration tribunal.”).

24 See OECD, Intellectual Property and Standard Setting, Note by the European Union, 2 December

2014, DAF/COMP/WD(2014)117, at 53 (“Even if the Court were to decide along the lines of the
opinion by AG Wathelet, this would not mean, however, that all issues surrounding FRAND and
SEPs will be solved — there are still several issues that continue to be hotly debated, such as what
FRAND actually means concretely (beyond not to seek injunctions against willing licensees),
whether the rules must be applied patent-by-patent or to entire patent portfolios, or whether the
activities of patent assertion entities possibly raise competition concerns.”).
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B. Blanket Rate Setting Is Likely To Be Inaccurate and Promote Abusive
Licensing Practices

Blanket Rate Setting has the potential to feed abuse in SEP licensing by, among
other things, promoting hold-up of licensees and unjust enrichment to licensors.

Blanket Rate Setting limits the incentives of would-be licensees to challenge the
validity and infringement merits of the SEPs sought to be licensed, and thereby undercuts
the valuable “public notice” function that occurs when courts, in particular, vet asserted
patents. There are strong public and private interests served by the removal of invalid
patents from the public domain.”> As the Commission has stated, “[i]t is in the public
interest to allow challenges to the validity of patents and to ensure that royalties are not
unduly paid.”*® A Blanket Rate Setting process, on the other hand, deters challenges to
validity, enforceability and infringement.”” And those challenges that are asserted may
never even be heard or determined, in the discretion of the adjudicator based on
purported timing constraints. Likewise, limiting incentives to challenge infringement
would not serve the public interest. As with invalidity, where declared SEPs are
determined non-essential, that decision will inure to the benefit of other potential
licensees and the industry as a whole. Similarly, inventors of valid, essential SEPs risk
having their royalties diluted based on payments for others’ inapplicable patents.*®

Blanket Rate Setting can also raise patent tying concerns. In order to access
certain valid and infringed FRAND-encumbered patents, the licensee would be required
to pay for a package license to patents that may very well include assets that are invalid
and non-infringed. In other words, the FRAND rate for the needed patents would be
increased to a supra-FRAND amount based on inclusion of unneeded or unwarranted
patents. Such mandatory package licensing is not consistent with the FRAND pledge,

» Case AT.39985 — Motorola, recital 378 (“invalidation of the [alleged SEP] would benefit the
entire industry and, ultimately, consumers”); see also, Commission’s Guidelines on the
Application of Art. 81 of the EC Treaty to Technology Transfer Agreements, OJ 2004 C 101/2
paragraph 112 (“The reason for excluding non-challenge clauses from the scope of the block
exemption is the fact that licensees are normally in the best position to determine whether or not
an intellectual property right is invalid. In the interest of undistorted competition and in
conformity with the principles underlying the protection of intellectual property, invalid
intellectual property rights should be eliminated. Invalid intellectual property stifles innovation
rather than promoting it.”).

% Case AT.39985 — Motorola, recital 491; see also Lear, Inc. v. Adkins, 395 U.S. 653, 670 (1969)
(“If [invalidity challenges] are muzzled, the public may continually be required to pay tribute to
[the patentee] without need or justification.”); Blonder-Tongue Labs., Inc. v. Univ. of Illinois
Found., 402 U.S. 313, 349-50 (1971) (“[T]he holder of a patent should not be insulated from the
assertion of defenses and thus allowed to exact royalties for the use of an idea that is not in fact
patentable or that is beyond the scope of the patent monopoly [...]”).

. This is true regardless of whether challenges might be available outside the rate-setting process. A

potential licensee faced with no avenue to resolve viable defenses in the rate-setting procedure
may have little incentive to file and pursue external invalidation actions for dozens or hundreds of
allegedly applicable patents.

2 For a specific discussion on the concept of reasonable royalty, see Section VIII infra, and case law

cited therein.
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and can constitute “unfair trading terms” within the meaning of Article 102 TFEU, as
recognized in the Commission’s Motorola decision® and Advocate General Wathelet’s
Opinion in Huawei v ZTE.>

Moreover, it is unclear how adjudicators specializing in one (or a few) nation’s
laws could effectively or accurately evaluate and set rates for patents subject to other
laws and requirements.  Patents applicable in different jurisdictions, including
counterparts descending from the same patent family, regularly differ from one another in
substance, and moreover will be subject to different legal requirements and defenses. As
the Commission correctly recognized in Motorola, suggestions that a licensee must agree
to worldwide rate setting procedures or be deemed “unwilling” are not well taken.’'

C. Blanket Portfolio Adjudication Can Frustrate Each Nation’s Interests In
Applying Its Own Laws

The prospect of foreign judges evaluating and setting rates for European patents —
in addition to raising concerns over accuracy — raises issues of foreign encroachment on
European laws. Does it serve European interests to establish procedures that can be used
to force European companies (at the risk of foreign SEP injunctions and loss of access to
foreign markets) to agree to adjudicate FRAND rates for European patents before foreign
courts? Should an American, Korean or Chinese court be authorized — without the
licensee’s voluntary consent — to set rates for French, Italian and German patents? Such
foreign adjudications of European patents must be expected if proposals for Blanket Rate
Setting are adopted, as the patent owner would have carte blanche to choose the
international jurisdiction where it will pursue its worldwide FRAND compensation.

VI. ALTERNATIVE DISPUTE RESOLUTION MECHANISMS MUST
REMAIN VOLUNTARY AND RESPECT CERTAIN SAFEGUARDS

The Commission’s seventh consultation “key issue” also seeks views regarding
alternative dispute resolution mechanisms such as arbitration.

National court proceedings are (and should remain) the preferred method for
dispute resolution of patents, particularly FRAND-encumbered SEPs. The transparency
and diligence of individualized patent assessment in such national litigations make it the

¥ Case AT.39985 — Motorola, recital 386 (“In the Der Griine Punkt — Duales System Deutschland
GmbH (“DSD”) case, the Union Courts held that it was abusive for a dominant undertaking to
require a royalty payment for the use of a trade mark when the licensee was not actually using the
service denoted by the trade mark. In the same vein, in this case, Motorola’s seeking of royalty
payments for the use by the iPhone 4S of SEPs that Apple may not be infringing, amounts to
Motorola requesting the payment of potentially undue royalties, without Apple being able to
challenge such infringement.”).

30 AG Opinion, paragraph 96 (“As regards the use of the teaching of a patent, undertakings which

implement a standard clearly do not have to pay for intellectual property which they are not
using.”).

3 Case AT.39985 — Motorola, recitals 437, 490.
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appropriate venue to ensure that a would-be licensor is receiving appropriate FRAND
compensation for a patent that is truly essential, infringed, valid and enforceable.

Voluntary mediation and arbitration can be useful tools for private parties to
resolve a dispute when they are unable to reach a negotiated outcome. But these business
tools have always been and should remain voluntary, and should include procedural
safeguards that will help ensure the outcome is FRAND — not only to the parties, but in a
way that can benefit other would-be licensors and licensees.

One reason mandatory arbitration would be poor SEP policy and inconsistent with
the FRAND promise is because arbitration, as a process, often lacks the kind of
procedural safeguards to ensure effective and consistent application of the EU
competition rules. For instance, Article 15 of Regulation 1/2003 and Article 267 TFEU
provide for national courts’ ability to seek guidance from the Commission and the Court
of Justice.”® Arbitration, on the other hand, is typically confidential, depriving other
standards implementers of instructive precedent that could promote consistent treatment
of FRAND disputes, and facilitating discriminatory licensing practices. Moreover,
mandatory arbitration could invite a wholesale delegation of competition law disputes
(which FRAND-disputes regularly are) to private bodies, and reliance on such a
“solution” would thus be contrary to the Commission’s interests and obligations in
enforcing the competition rules.”

On the other hand, voluntary arbitration has the potential to serve a useful role as
a