24 HRUHRFTE  E5 1189 2 B GREE 19 5)

<KE>
FIRRRT T — VDS A

Birch, Stewart, Kolasch & Birch, LLP
Intellectual Property Attorney, Partner

Michael K. Mutter

FERF AT O L DN FFRFHER D Te OITAT DI D, ZAUITENR, FraFHifl &2 F A
TORBORGE, FIIRIEFERMRE ~OHEMRREEF T A o AT K D ER ST
=7

DM 22 D22 T, B E 1T — B R 2 FE T 5 72 DI ERIZ
FRRFFOBIII K Uiz, KABEZEIT, 7uAxAT7 4 2%2F8A LT, EWVOHEI
M TE L9175,

—J7. Bl ETE IR "R oREE - IGEO T DIC T L e AU
RBIROVREF S EE I LD ATREME & 5. BN EMEIC 22 210 T, EROW,
TORFEHNREE ST D, Tob 2IE, FEHERE Tk, WAL o BIE M & fefr
T DD, B ) BER D D,

FEAEAL A {4

TR, FRICEEFRERE TTIE. BEYEEEIER (SSO) & LTmbhnd Z &ENRLVEE
FIZRERIC L » TEERHE SN TE 7, 20X 9 7 SSO IIXE MR L O
EBEHEREAE TN D, 0 b BUVEITEREE LR (1SO) Th D, sso
[ZIEE B 5 R IR T A E A O )&l U TEEEZIET 5, 728 21
MPEG (Motion Picture Experts Group) 1L, BT A 2—F 1 > 7 OIEEZ B3 L’C
W5, TRTOREMBRENSINFRETSH 5, SSO 1L, M L RO E
HEEAL, Z0E40% 13, KEOFNEE (DO)) &EFHImT|ZES (FTC),
MG ORNFERZER S, HAROAERBIZEERRED, SFEIERAIERT]
PRAEHLAR IS L > THIBI S TV D EOR SRR Z BT 5 72 DICNETH D,

FEUIME, BAE, BIET vt XA MERT 572012, SSO O — XY 7R B3 i
NLEATVN D, BRI e SSO TIE, BEHEE 73— LTV D FIHIM EE DR F DY,



Journal of Towa Nagisa Institute of Intellectual Property Vol.11, No.2 25

(RAND £ 721X FRAND & L THIGID) AE, BB OIEENN R EGEDOT
TIA VAT HZ EICABELESSICSNETAT 5, AR 72 SSO T,
YRR E 7 0 ADBNNF D, FRAND M TORFHF T A o ACEET HHLHE
NdD, BMOBLIIX, TA B AZTXTOEPHATE L LHIcT52 L,
B LN SSO DHEBRFFGAEITHE - T, MET 2 BMRE DIEHERE 7 m A ITH
HIZBINTE L2175 En3GEnsd, £ OHA, Bttt EEs:
NN—FT DR ERAELTEY, RAND 74 BV 2AOELEA D,

AV s

T=NTA AL, lx OFFHER DR RS (- VEEE) 12T
AU AG L, 2Dk, T VERENR T AU AR E L) = Ra—
Pz, TRTCOEHEY T T4 L AT AHHEHATH D, EHEIT. HEOT
AP —FIHLOBINETH > TLW, DRSS, MEEYED | 3~
TORFFNT AL ASND, & DRI, BRI S5 & 0T EM S
nNo%a, EENERTFTH D, FEO—FERNZFRICT 572012, fx o
FAv VT, T TA BRI L VBRI L CTIA AT
b, ZHhbnizaA Y VT 41k, T—ILOBREITHE - TE % ORFFFHEE 12 0T S
ns,

TN T A ADOFERFFITFERETH B, FHITBW T, HEEO T M
FRMER T A B AT T ISR > TLEHY, = AANOTXTOEE
REFFFIZONWT—2—=2D T4 ¥ U A EMGT 55| O%RL, 7—VT7 4%
VRAEWMIT I b DIZT D, 10 NDRFFFHEE NHATEHE R 7 S —F 5 i &
HLTEY, TOEEO2L—Y 50 ANTA v AERODIGE, ZBHBSNDHHE
BT A ADOEFHEIZ10X50 2F 0 50012725, —J5, AL 10 ADT A&
P—RNENFIUZI0HDO T A B ALY =V EHFICTA v A% E L,
TOT—=NVEHENSOBOT Ao ATy Ra—W—|lME595 L, MR
T A A OBDKIBIZIHY . T4 AOEFD 500 T2< 6012725,

BE O L YOI ZRRETF 7 — 1, 1990 FRIL DA b—E L 7
VI Fv— 2 A=Y« J—7 (MPEGII) O —LTHO, TOHNLT
LETHHA SN TWLEARNAR T a— R E =1L T b, KaliEAIE,
T SEUEIC B S & MPEG-TL B3 7 — V2 fEZR L & HRIE SCEA#IT LT,

1T RCOXMGHRFHIINETH Y |
2. =D A N—[HTORBEDOFHSTHEHROZMAHIEL, £ LT



26 HAUHAFTE 511 A9 2 B GREE 19 5)

3. 74 B U AEKIE, BEE OB LY T 0,

ZORBOEMLTIE, IV A U AN—=NET 5 MERTFO T A ' A TG
T L7200 FEFEE L TRHFT—ARFATE 2120 0b b, lHx ORFFE
FA AR EREFAARETRITIUT R SN2 EEB/RL TR,

IFETRTOMD LT —id, ORI E R A E L O TTIA Y
AT 5, W, OEDOT = NVNIREBEHIFE 7 — L1325 2 L1, FETE RN
FOsSIRh RN S 5 & e &5, =& 1%, Summit vs Visx F}: T FTC ALy
I, BN RIRRH L — Y PRI EBR Lz 2 2OKEMREIC L - TR E
N=T— N ERGE LTWe, ¥EET, B—0 77— LN TREHEITOZ 1722
ALl AR AT, FTCIIMRFT ORISR, Farldfism iz <RBFMmThH v, 4§
T =X T =R TIEFET 255 2 IR LTV b S, 7 —1ro
itk A Uiz,

FEHEGIT O TS TR C ORGSR METH D728, LERFIIHEHTH
%o FEFT—NOENIE, L DA TN T A B U A TREE SN D MIERT
OFEGICEHE L TWD, 72k 2 E, FFr7 — v DA =272 5 TR LA FE
TFOH N RAE L, EE~D T A v o A 52 BF L, oOBEEERTFOF
HENBERT D204 YV T 4 2B AYVT 4 ZERT D000 ENR0,
SSO DEIMEIZILZ RAND 7 A BV ARFEREN DD T, ZHUEW < SAHBI S
NTW5, LALARAS, SSOICHELTEM LAV EELEET 2 A LT
WAHFEEKRT, ZORAND F£EAZH IR, ZHICEY, A=V KT T FD
FREMEN R E D | BHEORIhE G T ARENENH D, Z07md, T CToOMET
LHEBERPIBHERE T 2 RIS L, RAND 74 ¥ U ADEBIIHED Z L%
RFET 72012, SSO T & » TIFAEAED B FICIT TE ARV AFEHNTH D =
EBRFRTH D,

KR T — VDR SN D6, WEIXFERROSCEMER S D, SR ITE
Fid, WERFE T VEHEIITA v AT D, ZO%, RSB
Da—H =26 L, TRTOLEREFICONTOY T I, v 2R EEN 5D,
W RO & Bl AT T — A NEE L TV D MEBTFRED T A
ADI AL G S 4L, Z O EIT AT A B ISt TRRFIREF IOl SN D,
WEIX, T VEEE I AU EORRFOLENEE RIS 2 F 2R T 5, FEM
FOMSIHEL, A FE ISR B OBRN T — T E i, O FERIZ
BT _RCORFFFN T — M EEND LD D T L A2 RFAET D2 DICHETH
%,



Journal of Towa Nagisa Institute of Intellectual Property Vol.11, No.2 27

MEFIATHE

T=NT AR, v ATV T 4 SIHNNRZDBMERTTF T A U A B
THZENLEELW, ZH2THIE. 0 A VILT 4 DLW EEILT LT A v—
WZxt U, ZRER & FrHR E R A O T & TR T& 5.

R 7 — N ERNLT D7 A4 o —HOAEICI, W, HATHERENE £
o, £ OHRE, gAYV T 4 O—EIEZD X 5 e ERITTE O F4 & U THERR
ENnb, ZhCEY, AT A B RAOETEIETA B AOREFIEAT
Lk aERERMIEEND,

R 72 T A & v v —ITxb T DMERITTIE I, MERIATRE o 2 FMEL | REF I
THEBHPINTND 7 4+ —F JZBNWT, bIROTHD, 72& 23,
KA Y CIIAIEOMBEITRO TR EE2E L, LR -> T, BRE~OXMISIEMEF
fbsh, REHOEIED EZIFHIRTE 2, RlICEBSNGE720, FAViE
U LITHERIATRE OBt & L TR ES 5,

EEED)

EHEET— T A A, FRICEIRIEREIZ L 0 B9 5 X O e fics
WT, ARSI L SNDRRFEIR ORI N T, SIS EETH D,
IhiE, BTEE (¥ —xv b, 05, BEBEEES LR ) ITRFICE T
£5, 72720, WAEFEDTZDICEBOBEENT A v o —IC LB — GBS
BRRr R . ORI DMEA LTV D EAITN- T, B — o]
DEATHA I,

CGRER - M BFZERT)



28 HAUHMAFTE 511 A 2 B GREE 19 5)

< the United States >
International Patent Pool Licensing

Birch, Stewart, Kolasch & Birch, LLP
Intellectual Property Attorney, Partner

Michael K. Mutter

It is in the interest of patent owners to monetize their patented technology.
Traditionally, this has been accomplished through sale of products covered by the patented
technology, or by simple licensing of the patents to an interested party.

As the complexity of technology has increased, the number of patents potentially
needed to practice a product or service has multiplied. Major corporations may utilize cross
licenses to enable the use of each other’s technology.

Meanwhile, technology has become increasingly complex and there may be hundreds
of patents which must be practiced in order to make and sell a product. As technology has become
more complex, the need for industry cooperation has increased. For example, cellular telephony

requires standards to be followed so that product interoperability is ensured.

STANDARD SETTING ORGANIZATIONS

Recently, particularly in the electronics industry, standards have been developed by
industrial interest groups often known as Standards Setting Organizations (SSOs). Such SSOs
include national and international bodies, the best example being the International Organization
for Standardization (ISO). SSOs typically develop standards through the cooperation of
individuals active in the relevant industry. For example, MPEG, the Motion Picture Experts
Group, develops standards for video coding. All interested parties may participate. SSOs adopt
similar requirements for participation, much of which is needed to avoid anticompetitive effect as
regulated by various fair trade safeguard organizations such as the Department of Justice (DOJ)
and Federal Trade Commission (FTC) in the United States, the European Competition
Commission in the European Union, and the Japanese Fair Trade Commission.

Common requirements for SSOs are established to ensure transparency, openness and
due process. A typical SSO allows participation by entities that have agreed that any intellectual
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property they own that covers the standard will be licensed under Fair, Reasonable, and Non-
Discriminatory terms (known as RAND or FRAND). A typical SSO requires the participants in
the standard setting process to agree to license any patents on FRAND terms. Additional
requirements include making the license available to all entities, and freely allowing desired
parties to participate in the standard setting process, subject to the SSOs confidentiality terms.
Frequently, a dozen or more companies will own patents that cover the standard and are subject to
the RAND obligation to license.

POOL LICENSING

A pool license is an arrangement where individual patent owners license their patents
to an intermediary (pool administrator) who then sublicenses all of the patents to end users who
pay a royalty for the license. The administrator may be an existing licensor or a new entity. In the
case of a standard, all patents “essential to the standard” are licensed. A patent is essential to the
standard when it is necessarily practiced when the standard is practiced. In order to allow one stop
shopping for the patent rights, the individual licensees thereby collectively license their essential
patents to the standard. The royalties paid are then distributed in accordance with the pool
agreement to the individual patent owners.

A primary advantage of a pool license is convenience. In practice, the numbers of
individual licenses needed to practice the standard quickly becomes unwieldy. The transactional
efficiency of obtaining a single license for all essential patents in the pool makes the pool license
attractive. If ten patent owners own patents covering an industrial standard, and fifty users of the
standards seek licenses, the total number of individual licenses to be negotiated would be 10x50
or 500. On the other hand, the same ten licensors may each grant a license to a pool administrator
with ten licenses, and that pool administrator may grant the fifty licenses to the end users,
substantially reducing the number of license agreements needed, with the total licenses being 60
instead of 500.

Perhaps the first modern patent pool was the motion picture expert group (MPEG II)
pool dating from the late 1990s and covering the basic encoding technique used in digital
television. The U.S. Department of Justice issued a review letter clearing the MPEG-II patent
pool based on primary criteria :

1. all covered patents are essential

2. discourage the exchange of sensitive competitive information between the

members of the pool ; and

3. the licensing agreement not discourage the development of competing

products.
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Implicit in this last requirement was that licenses to individual patents should remain available
despite the availability of the patent pool as one stop for licensing the essential patents owned by
the pool members.

Substantially all successful pools license patents collectively needed in order to
practice a standard. The pooling of alternative technologies in a pool will normally be considered
to have impermissible anti-competitive effect. For example, the FTC action in Summit v. Visx,
involved a pool established by two US firms that developed different alternative laser eye
surgeries. The parties attempted to license their alternative technologies in a single pool. On
consideration, the FTC concluded that the patents were substitutes rather than complements, that
the patent pool restricted competition that would otherwise exist in the absence of the pool, and
ordered the pool dissolved.

Essential patents are complementary as they are all needed to practice the technology.
The success of a patent pool is often related to the percentage of essential patents that are offered
in the pool license. For example, a major owner of essential patents that is not a member of the
patent pool may withhold granting a license to the standard and demand a royalty potentially in
excess to the royalties demanded by the other standards essential patent owners. This is somewhat
regulated as RAND licensing is required of participants in the SSO. However, an entity that was
never part of the SSO but which owns standards essential patents is not subject to this RAND
obligation. This creates an increased possibility of holdout and may threaten the success of the
standard. For this reason, it is beneficial for the SSO to be as inclusive as possible during the
development of the standard to ensure that all relevant commercial entities are involved in the
standard setting process and subject to the obligation to RAND license.

When each patent pool is formed, similar documents are normally used. Each patent
owner licenses its essential patents to the pool administrator. A sublicense is then granted from the
patent pool to individual users for all essential patents. This normally licenses the entirety of the
essential patents controlled by the pool, worldwide, in return for monetary payments which
payments are then distributed to patent owners as previously agreed. Typically, the pool
administrator will then employ one or more evaluators to determine patent essentiality. The point
of the evaluator’s independence is to ensure that only essential or complementary patents will be
included in the pool and that all patents needed to practice the standard will be included in the

pool.

ENFORCEMENT
The pool license should preferably grant a license to the essential patents only upon

payment of royalties. In this way, both breach of contract and infringement of patent actions may
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be brought against licensees that stop their royalty payments.

The agreement among the licensors establishing the patent pool normally includes
provisions for enforcement. A percentage of royalties is often held back to fund such enforcement.
In this way, infringement by refusing to execute the pool license or otherwise obtain a license is
discouraged.

Enforcement against reluctant licensees is best effected in a forum where the cost of
enforcement is low and the defenses for infringement are limited. For example, Germany is often
selected as a forum for enforcement as validity issues in Germany must be brought in a separate
proceeding and, thus, infringement actions are streamlined and injunction or even seizure of

infringing goods can quickly be implemented.

CONCLUSION

International Pool Licensing will remain important to the implementation of patented
technology where interoperability is required in complex industries, particularly as embodied in
industrial standards. This is particularly true in the electronic industry (e.g. internet,
communication, video and audio coding). However, the use of patent pools may be advantageous
whenever a large number of patent owners own patents that must be collectively used by a large
number of potential licensees to produce products.



