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DQOJ Changing Its Antitrust Approach to

FRAND and SEPs

By Sonia Kuester Pfaffenroth, Peter J. Levitas, and Dylan S.Young

In November 2017, Assistant Attorney General
(AAG) Makan Delrahim reignited a debate
about antitrust enforcement in the context of
standard-setting organizations (SSOs),! standard
essential patents (SEPs), and agreements to price
SEPs on fair, reasonable, and non-discriminatory
(FRAND)? terms. Prior to the Trump admin-
istration, the Department of Justice (DOJ) and
Federal Trade Commission (FTC) had taken simi-
lar approaches. Both agencies expressed concerns
about the competitive implications of patent hold-
ers that had made FRAND commitments obtain-
ing injunctive relief to exclude willing licensees.
AAG Delrahim, over the past year or so, has moved
DQJ in a direction that allows SEP holders more
freedom to use the exclusionary potential of those
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patents. DOJ also has redirected its focus toward the
conduct of licensees and the SSOs themselves.

On December 7, 2018, AAG Delrahim took
another step toward implementing this new pol-
icy at DOJ by formally withdrawing DOJ’s assent
to the 2013 Joint DOJ-PTO Policy Statement on
Remedies for Standards-Essential Patents Subject
to Voluntary F/RAND Commitments.> This with-
drawal reinforces the expanding difference between
the DOJ and FTC positions, and increases the need
for both patent holders and licensees to consider
carefully potential antitrust risks.

Background

Antitrust as Applied to Standard Setting
Organizations

As part of their work to develop technological stan-
dards for new products, SSOs typically bring together
patent holders, who own intellectual property that
will be integral to downstream products, and tech-
nology implementers, who manufacture end products
based on that intellectual property. SSOs facilitate
interoperability and efficiency by selecting an indus-
try standard that all the participants can implement
after licensing the required intellectual property. In
establishing so-called “patent policies,” SSOs usually



require that a participant holding a patent essential
to a proposed standard commit to certain condi-
tions in order for its technology to be selected as
part of the standard, usually including a commit-
ment to license the patent on FRAND terms.

Antitrust enforcers recognize that
standard setting offers procompetitive
benefits.

Antitrust enforcers recognize that standard setting
offers procompetitive benefits, including increased
downstream competition, lower prices, and increased
utility to consumers. The antitrust agencies have also
acknowledged the potential anticompetitive risks
created when industry participants, including com-
petitors, jointly select a common technology stan-
dard and thus potentially create market power for
selected patent holders. In particular, the antitrust
authorities have been concerned that after a pat-
ent is chosen as part of a standard, the patent holder
gains the ability to engage in “hold up” by charging
more for the license than would have been charged
prior to the patent being designated as an SEP. SSOs
have commonly addressed such concerns by requir-
ing patent holders to make a FRAND commitment
before their patents are made part of the stan-
dard. Another potential risk associated with stan-
dard setting is known as “hold-out,” where potential
licensees refuse to pay reasonable rates for a patent,
essentially forcing patent holders to accept less than
market value for patents and denying the patent
holder fair compensation for the significant effort
and investment made to develop the technology.

Enforcers traditionally have focused on pat-
ent “hold up” — with the FTC taking the posi-
tion that violating a FRAND commitment might
violate the antitrust laws where other elements of
an antitrust claim are established, and DOJ leaving
open the possibility that competition enforcement
might be warranted in some cases and making clear
that injunctive relief for an SEP holder was unlikely
to be in the public interest.* Most of the enforce-
ment activity and litigation regarding violation of
FRAND commitments has focused on efforts by
SEP-holders to obtain injunctions against poten-
tial licensees when they failed to reach agreement
on what constituted FRAND licensing terms for a
particular patent

The antitrust theory is, in essence, that where the
designation of a patent as an SEP creates market
power, and the patent holder agreed ex ante to a
FRAND commitmentin order to obtain that market
power, violating the FRAND commitment ex-post
means that the market power was obtained through
anticompetitive means. The threat of an injunction
creates disproportionate risk to a licensee because
the dispute over licensing terms could result in an
injunction that would exclude the licensee from the
relevant market. This risk incentivizes the licensee
to agree to supracompetitive licensing terms, which
limits output and increases price to end consumers.

Prior FTC and DOJ Enforcement Position

The FTC has followed this view in several
enforcement actions, including a January 2013
complaint against Google-Motorola Mobility.” The
FTC alleged that Google-Motorola Mobility vio-
lated Section 5 of the FTC Act when it refused to
give a license to a “willing licensee” on FRAND
terms, thus harming competition, undermining
the standard-setting process, and raising prices to
customers.”

Also in January 2013, DOJ and the Patent
and Trademark Office (PTO) issued a joint
“Policy Statement on Remedies for Standards-
Essential Patents Subject to Voluntary F/RAND
Commitments.”” The policy statement addressed
infringement remedies for SEPs where the pat-
ent holder has made a commitment to license on
FRAND terms.” This joint statement was consid-
ered to be the official “Executive Branch” policy
statement on this subject. The DOJ-PTO state-
ment acknowledged the procompetitive benefits of
standard setting, noted also that standard setting cre-
ated certain anticompetitive risks, and specifically
stated that FRAND commitments help mitigate
these risks.® The joint statement further explained
that, absent extraordinary circumstances, an injunc-
tion or exclusionary order to enforce an SEP “may
be inconsistent with the public interest” because it
could undermine a patent holder’s commitment to
license on FRAND terms to willing licensees.”

This policy statement formed part of the basis
of an August 2013 decision by the Office of the
Trade Representative voiding an International
Trade Court exclusion order banning the impor-
tation of Apple phones because they infringed a
Samsung SEP." The Trade Representative’s decision
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cited the 2013 DOJ-PTO Joint Policy Statement
for the proposition that absent extraordinary cir-
cumstances, exclusionary relief is not an appropriate
remedy for infringement of an SEP."!

And, as recently as 2015, DOJ reiterated its views
in a business review letter issued to the Institute of
Electrical and Electronics Engineers, Incorporated
(IEEE), an SSO actively engaged in the debate
about proper FRAND policy."? The IEEE business
review letter endorsed an updated IEEE FRAND
policy that prohibited patent holders from seeking
injunctions against willing licensees and provided
guidance regarding the factors to be considered
when setting a “reasonable” license rate."

Finally, in January 2017, the FTC filed suit
against Qualcomm, alleging antitrust violations
based, in part, on what the complaint described as
Qualcomm?’s violation of FRAND commitments
tor baseband processor SEPs and imposition of
non-FRAND rates for cellular SEPs."

DOJ Takes a New Position

Since shortly after the beginning of the Trump
administration, DOJ has been moving away from
its previous position on FRAND, and on pat-
ent enforcement more generally, and moving
toward a position more skeptical of restrictions
on patent holders. On November 10, 2017, AAG
Delrahim announced that DOJ would not pursue
Sherman Act claims against SEP holders that vio-
late FRAND commitments, including those that
seek injunctions against willing licensees.”” AAG
Delrahim argued that common law and patent
law provide “perfectly adequate and more appro-
priate” remedies.'® Moreover, he indicated that
DQJ enforcement would be focused on “hold out”
by implementers rather than “hold up” by patent
holders. AAG Delrahim has reiterated this posi-
tion repeatedly, as part of a broader shift in patent
enforcement policy that he has dubbed “The ‘New
Madison’ Approach.”"”

Consistent with the preceding speeches, on
March 7, 2018, Andrew Finch, Principal Deputy
Assistant  Attorney General for the Antitrust
Division, issued a letter to the American National
Standards Institute (ANSI), an umbrella group
that coordinates standard setting, accredits SSOs,
and helps form standard-setting policies. PDAAG
Finch warned ANSI against any decision that
might potentially limit the rights and options

of patent holders, and noted that the Antitrust
Division will “be skeptical of rules that SSOs
impose that appear designed specifically to shift
bargaining leverage from IP creators to imple-
menters, or vice versa.’'®

The letter also directed ANSI to maintain “bal-
anced representation in its decisional bodies” to pre-
vent “outsized influence of one group or another.”"”

DOJ next revisited its position on the 2015 IEEE
business review letter. On April 10, 2018, AAG
Delrahim indicated that DOJ’s support for the let-
ter was limited. He noted that “this letter should
never be cited for the proposition that what IEEE
did is required, or that a patent holder who seeks an
injunction is somehow in violation of the antitrust
laws %

And finally,on December 7,2018,AAG Delrahim
announced that the Antitrust Division was “with-
drawing its assent” to the 2013 DOJ-PTO joint
policy statement.”! AAG Delrahim took the oppor-
tunity to reiterate his belief that contract and pat-
ent law are sufficient to regulate the authority of a
patent owner to seek and obtain an injunction, even
where the patent is a FRAND-encumbered SEP,
and that there is no cognizable violation of the anti-
trust laws where an SEP holder violates a FRAND
agreement or seeks an injunction to exclude a will-
ing licensee.” He noted again that DOJ has focused
its attention on coordinated “hold out” behavior by
patent-licensee implementers in SSOs, explaining
that manufacturers might be collectively exerting
monopsony power if they coordinate to dictate
licensing terms to the patent holder during the
standardization process.” Delrahim recommended
that SSOs utilize procedural safeguards when
designing their patent policies,” and he warned
that without such safeguards SSOs “run a high risk
that the mission will creep away from procompeti-
tive purposes.”?

AAG Delrahim stated that DOJ would work
with the PTO to issue new guidance.*

The PTO has yet to comment on DOJ’s with-
drawal, and it is unclear when new joint guidance

will be published.

Counseling in the Face of Inter-
Agency Disagreement

The decision to withdraw from the 2013 Joint
Statement is further evidence of DOJ’s shifting
approach to antitrust enforcement in the context of
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standard setting and intellectual property more gen-
erally. Although the FTC has publicly stated that
the two antitrust enforcers share the same view on
these issues, their differences are becoming increas-
ingly clear. FTC Chairman Simons recently reaf-
firmed that the FTC believes that both “hold up”
by patent holders and “hold out” by implementers
can constitute antitrust violations.”’ Moreover, the
FTC continues to pursue its case against Qualcomm,
based in part on allegations of “hold up” conduct.?

DO)J has increased its scrutiny of the
conduct of patent implementers and
SSOs themselves.

Because the FTC continues to believe that violat-
ing FRAND commitments may give rise to a cog-
nizable antitrust violation, DOJ’s shift in focus does
not meaningfully affect a patent holder’s antitrust
exposure. Patent holders must continue to consider
carefully their approach to licensing, particularly
with regard to FRAND-encumbered patents.”

At the same time, DOJ has increased its scru-
tiny of the conduct of patent implementers and
SSOs themselves and emphasized the possibility of
enforcement against any coordinated effort to dis-
advantage patent holders. This increases the risk that
any SSO policy that is adopted over the objections
of patent holders could generate a DOJ investigation
or enforcement action. To limit this risk, it is partic-
ularly important that SSOs establish and follow clear
procedures that ensure due process and are designed
to generate objectively defensible policy decisions.
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ansi.org/Shared Documents/Standards Activities/American
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The district court denied Qualcomm’s motion to dismiss
in June 2017. See FTC v. Qualcomm Inc., No. 17-CV-
00220, 2017 WL 2774406 (N.D. Cal. June 26, 2017).
State AGs and private parties also have the ability to
litigate such claims, and have done so in the past. See
e.g., Broadcom Corp. v. Qualcomm Inc., 501 E3d 297
(3d Cir. 2007); Apple Inc. v. Samsung Elecs. Co., No.
11-CV-01846,2012 WL 1672493, at *7 (N.D. Cal. May
14,2012).
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