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Abstract
Technical standards, such as interface protocoldiler formats,
are extremely important in the “network industrieiiat add so
much value to the world economy today. Under some
circumstances, the assertion of patent rights agfagstablished
industry standards can seriously disrupt these ogtwndustries.
We have in mind two particularly disruptive tacti¢) the “snake
in the grass,” whereby a patentee intentionally gea patent
“quiet” while a standard is being designed or adeg@i and then
later, after the standard is entrenched, asserésphtent widely in
an attempt to capitalize on its popularity; (2) theit and switch”
ploy where a patentee encourages adoption by offeroyalty-
free use of standard-related patents, and therer d@fte standard
has gone into widespread use, begins to enforqeatisnts against
adopters of the standard. We propose to counteitaese tactics
with a simple solution: over time, adopters of anstard ought to
build up a ‘“reliance interest” in the standard. Ued our
approach—which we call “standards estoppel’—noneatisn of
a patent right in the presence of widespread adwoptshould
create immunity from patent infringement. The fundatal idea
behind this doctrine is to prevent “strategic” assens of patents
that exploit the logic of network “lock-in.” As wexplain, though
this is a simple doctrine based on deeply held comraw
principles, various gaps in the current doctrindfusture make
this a necessary addition to the contemporary legalenal. In
particular, “standards estoppel” plugs some dangeso
conceptual holes in current rules relating to lashewaiver,
estoppel, implied licensing, and patent misusettarsti. With this
modest addition to the doctrinal fabric, patent las&n more
effectively guard against the risk of illegitimaleverage, thus
more effectively fostering innovation in networ#ustries.

“Wilson Sonsini Goodrich & Rosati Professor of Lamd Technology, U.C. Berkeley School of Law.
YU.C. Berkeley School of Law, class of 2008.
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. Introduction
Adobe’s Portable Document Format (PDF) is the ibgustandard for reading, writing, and

transmitting documents in a graphical format. PBRn ostensibly “open” format, meaning that
anyone can author software that reads and writeE BBcuments. Indeed, Adobe freely
distributes its Acrobat Reader program that reaD& Eocuments. Adobe profits by selling
Acrobat Professional, a more extensive program #mbng other features, allows users to write
and edit PDF files. Though anyone can make PDReelaoftware, Adobe is rightfully the
company that most users look to as the expert iR.PD

PDF is a complex format with many capabilities. Whio patents are thought to cover the
core of PDF, Adobe owns several patents that retaRDF-related compression algorithms and
extended feature sets, such as transparency. RNuahe uses patents not to enforce against
competitors who create PDF-related software, butamtain control of and continue to develop
and profit from the PDF standard. Adobe’s stratdiggtrates that the existence of patents that
touch upon a standard does not imply that the stani$ closed. Indeed, Adobe has used its
intellectual property to craft a standard operhténtire industry and has profited in the process.

Suppose that Adobe suffered financial difficultypankruptcy and opted to modify its patent
strategy. Seeking to cash in quickly on the goolil tvhad built up, Adobe could drastically
increase the price of its PDF-related software pantsue an aggressive patent enforcement
strategy against others in the industry. Large corgs with millions of documents in PDF
format that had relied upon the full range of P@&téires would have little choice but to pay
whatever price Adobe charged. We call this stratege of patents a “bait & switch” tactic. Far
from a theoretical construct, it has seriously etfid the computer software industry in the Past.
Moreover, the mere threat of such a strategy ssljicaffects the process of software standard
formation and adoption.

“Bait & switch” is not the only way that patentsaasserted strategically against standards.
Consider, for example, the facts in the recent EECision,In the Matter of Negotiated Data
Solutions LLC N-Data’s business consists primarily of licensiagents that it acquires through

purchase; the patents at issue in the case come IKational Semiconductor Corporation

! See, e.g.Unisys and GIF, discussétra Section II.C.
2 File No. 051-0094 (Jan. 23, 2008) (Kovacic anddvia$ dissenting).



(National). These patents cover National's NWayhtedogy, which allows compatibility
between devices made by different manufacturersbahdeen different generations of Ethernet
technology. In 1994, National made a commitmenEteE in exchange for IEEE’s adopting a
standard based on National's patented technologyiohbl agreed to license the Ethernet
patents for a one-time royalty of $1,000 per li@at any company that made or sold products
that use the standard. N-Data refused to honorctimamitment after purchasing the patents and
requested substantially higher payments under tthofeauit. We call this strategic behavior a
“snake-in-the-grass” tactic.

The FTC condemned N-Data for anticompetitive passsertion in a 3-2 decision, although
the Commissioners failed to establish a rigoroasddrd for when to find unfair competition in
standard settinfyHowever, certain factors seem relevant to the Cission’s decision. First, N-
Data knew of National’s commitment prior to purdhgsthe patents. Second, N-Data exploited
industry lock-in by waiting until switching costseve high to demand higher royalties than the
industry would have paid otherwise. Third, N-Datatsduct would be harmful to consumers
because firms would be less likely to participatestandard setting, because firms would not be
able to rely on standards, and because consumari Wwe forced to pay higher prices. The
FTC’s difficulty in reaching a unanimous opinion evhthe presence of anticompetitive behavior
seems so clear indicates that antitrust may bepnogpiate for dealing with strategic assertion of
patent rights against standards.

Technical standards, such as interface protocofdeoformats, are extremely important in
the “network industries” that add so much valuette world economy today. Under some
circumstances, the assertion of patent rights agastablished industry standards can seriously
disrupt these network industries. We have in miwd particularly disruptive tactics: (1) the
“snake in the grass,” whereby a patentee intenllipkaeps a patent “quiet” while a standard is
being designed or adopted, and then later, afeerstandard is entrenched, asserts the patent
widely in an attempt to capitalize on its popubarit2) the “bait and switch” ploy where a
patentee encourages adoption by offering royaltg-nse of standard-related patents, and then,
after the standard has gone into widespread ug@$® enforce its patents against adopters of

the standard.

% Sedd. (Majoras dissenting).



We propose to counteract these tactics with a singplution: over time, adopters of a
standard build up a “reliance interest” in the dwmd. Under our approach — which we call
“standards estoppel” — intentional non-assertioa @atent right in the presence of widespread
adoption should create immunity from patent infangent. The fundamental idea behind this
doctrine is to prevent “strategic” assertions daepés that exploit the logic of network “lock-in.”
As we explain, though this is a simple doctrinedobsn traditional common law principles, it is
a necessary addition to the contemporary legahatsé particular, “standards estoppel” plugs
some dangerous conceptual holes in current rulaing to laches, waiver, estoppel, implied
licensing, and patent misuse/antitrust. With ourdesd addition to the doctrinal fabric, patent
law can more effectively guard against the riskllegitimate leverage, thus more effectively
fostering innovation in network industries.

Part Il illustrates the importance of standardthsoftware industry as well as the lock-
in downsides to network effects. It shows that alsrsubset of patent enforcement actions
present a huge danger to standard setting witleirsdftware industry. Part Il demonstrates how
to identify strategic rent-seeking behavior andppses a solution — an expanded estoppel
doctrine. It also shows that no other patent doesriprotect against strategic behavior in the
standards context and addresses criticisms to paneed estoppel doctrine. Part IV elaborates

on our proposal, including a series of case stutiieglines, and applications.
ll. Standards in the Software Industry

A. The Value of Software Standardization

Standardization is important to the software industecause it allows different software
components to work together — or “interoperdtéfany aspects of programming are somewhat
arbitrary, and agreeing on a specification for iempéntation allows for greater compatibility
between programs. Further, compatibility allowsgoemnmers to build upon the previous work

of others without reinventing the wheel. In thisryestandards may be broadly defined as any

* SeeDavid Alban,Rambus v. Infineon: Patent Disclosures in Standgetting Organizationsl9 BERKELEY TECH.
L.J.309, 309 (2004); Mark A. Lemleyntellectual Property Rights and Standard-Settimg&hizations 90 CiL. L.
Rev. 1889 (2002).



technical specification that may be implementedsaftware for interoperability (e.g., file
formats, file systems, programming languages, pa)’

Standards may be controlled by a single firm, aigrof firms, a non-profit organization, or
by the industry at larg&As with software code, standards exist on a cantim from “non-
proprietary” (i.e. entirely unencumbered by intelleal property rights) to “fully owned” (i.e. a
license is required for use). In addition, depegdam which policy a standard owner adopts,
standards may be “open” or “closed.” An open stamhdone that is widely shared, and a closed
standard is one that is not widely shared — atlitng, it may be private to one firm or
organization. It is important not to confuse thege issues. Some fully proprietary standards are
widely shared; some are not. Some non-proprieteagdards can effectively be kept closed;
many are widely shared. The key point is this: prop rights over a standard do not
automatically make it a closed standard. They gszewners a choice regarding whether, and to
what extent, the standard will be shared with ath€he following grid summarizes these points.
Table 1: Strategy Grid’

OPEN CLOSED
Proprietary | Adobe Acrobaf Lizardtech| Apple iTunes music formatf, Lizardtech
DjVu formaf’ MrSID graphics format
Non- Open source software, e.gEncase Forensic Disk Analysis softwarp
Proprietary | Linux Operating System

In some markets, particularly small or niche maketiosed standards are quite useful.
Closed standards can ensure code integrity, all@ategr control for features such as DRM, and

make it easier to direct the development of a stehdOften, however, open standards are more

® See, e.gLemley,supranote 4, at 1896.

® SeeStanley M. Besen & Joseph Farr€hoosing How to Compete: Strategies and TactiGtamdardization8 J.
EcoN. PERSR 117, 119-120 (1994) (explaining how firms mays@zably choose to compete for the “prize” of
owning a proprietary standard or choose to agree standard and compete within, rather than between
technologies)see als@Joseph Farrell & Garth Salon€&opordination Through Committees and Markét8RAND
J.ECON. 235 (1988) (describing a combination of commitbased and unilateral action as the most effigiegdns
of standard setting).

" From Robert P. MergeSoftware and Patent Scope: A Report from the Mitithings 85 Tex. L. Rev. 1528
(2007).

& Adobe.com, Adobe Acrobat Family, http://www.adaoen/products/acrobat/ (last visited Jan. 5, 2008).

° Wikipedia.com, DjVu, http://en.wikipedia.org/wikijVu (last visited Jan. 5, 2008).

19 wikipedia.com, FairPlay, http://en.wikipedia.or@filFairPlay (last visited Jan. 5, 2008).

1 Wikipedia.com, MrSID, http://en.wikipedia.org/wikrSID (last visited Jan. 5, 2008).

12 Guidancesoftware.com, EnCase Forensic, http://vgwidancesoftware.com/products/ef_index.asp (lasted
Jan. 5, 2008).



beneficial to an industry. One of the driving facward open standards is economic — a
standard freely disseminated has a better chanseirng widely adopted than one with restricted
access. Another driving force is industry reliancea widely adopted standard seems more
trustworthy, in terms of reliability, utility, antbng-term support, than one used by only a few
industry actors. For example, nearly every compluder software that implements the HyperText
Transfer Protocof (HTTP) standard used to transmit web pages as agelthe HyperText
Markup Languag¥€ (HTML) standard used to describe them. Making ¢hssndards widely
available spurred their adoption because manyrdiftesoftware authors were able to implement
them and felt they were sufficiently reliable tooatl

A standardized, even playing field facilitates tteehnological innovation in the software
industry, much as standards in the physical woddlifate commerce. Open standards are
particularly useful to spur adoption of a techngl@ghen no single firm is sufficiently powerful
to dictate standards.The emergence of a standard, particularly an @pen can harm market
incumbents but help consumers through reduced tamosr, reduced lock-in, increased
competitionwithin the market rather thaior the market, increased competition fanice rather
than features competition for proprietary extensions, and cotitijpe for components rather
than entire system.

Standards not only benefit consumers; there arerakstrategies that allow firms to benefit
from the power of standards as well. The firsttegg is to specialize in complementary
products. A standard component — such as an opgrsystem or programming language — can
create a larger market for proprietary products thkg in” to a standard. For example, this is
the logic behind IBM’s championing of the Linux epgng system; IBM has a strong position in
the market for products that complement Lifflihe second strategy is to specialize in the
creation or maintenance of standard technologissMerosoft does for personal computer

operating systems and Qualcomm does for cell phtines
B. Network Effects and Standards Adoption

13 SeeWikipedia.com, HTTP, http:/en.wikipedia.org/wikif TP (last visited Jan. 5, 2008).

14 SeeWikipedia.com, HTML, http://en.wikipedia.org/wildTML (last visited Jan. 5, 2008).

15 CARL SHAPIRO& HALL R.VARIAN, INFORMATION RULES, A STRATEGIC GUIDE TO THENETWORK ECONOMY 199
(1999).

1%1d. at 227-33See alsdJrRS VONBURG, THE TRIUMPH OF ETHERNET(2001)(discussing the victory of the open,
non-proprietary Ethernet standard over IBM’s Tokéng standard for network communication).

7 SeeRobert P. Merge#A New Dynamism in the Public Domaifl U.CHI. L. REv. 183 (2004).

18 See infraSection I1.D.



Software is a “network product,” which means thiatvalue increases as more users adopt
it.’® Standardization spurs network effects becausegram that interoperates with a variety of
programs and files is more valuable than one tlaksvonly in isolation. Standardization also
results from network effects because it often makese sense to adopt a technology already
widely used rather than a relatively untried tedbgp without an “installed base” of adoptéPs.

Like other “network goods,” technological standaads different from “normal goods.” For
most of the things that people buy, it makes vétle Idifference how many other people buy
them. In general, |1 do not care much whether marfgw buy the same laundry detergent | buy.
But with network goods, | do care. When | partitgpa a network, it matters to me how many
other people are on it: generally, the more theebetf | use a PC computer, and create a
presentation using Microsoft PowerPoint, | will &ble to share it more easily if many others
also use a PC and run PowerPoint. Also, if | ara ebnference and my computer battery runs
out, 1 can borrow someone else’s to do my presentafhis is why, unlike in the case of
laundry detergent, when | am deciding which netwgokd to buy | do care about what others
choose.

The networks we are interested in are known as {tag virtual networks " Software is an
example: | can use a product such as PowerPointyoown, but it has even more value if others
use it as well; | can share files, for example,show my presentation on someone else’s

computer. And the more people that join a netwttk, more valuable it is for othe¥sIn this

19 Alban, supranote 4, at 309.

20| emley,supranote 4, at 1896.

21 Networks may be classified as either one-way @-tvay. Two-way networks include many transportatiod
telecommunication networks, where nodes are difficonnected in both directions. In contrast, ovesy
networks, such as broadcasting and paging, haveections in only one direction. Nicholas Economjdédwe
Economics of Network44 INT'L J.OFIND. ORG. 673, 674-75 (1996). Another important distinctistoetween
actual networks, such as telephones and fax maghané virtual networks, such as computer softwaeeMark
A. Lemley & David McGowanlegal Implications of Network Economic Effe@6 GiL. L. Rev. 479, 488 (1998);
CARL SHAPIRO& HALL R.VARIAN, INFORMATION RULES, A STRATEGIC GUIDE TO THENETWORK ECONOMY, (1999).
Actual network goods, such as telephones, derivef #heir value from their connection through tietwork. A
telephone by itself, unconnected to a working pHore is worthless. Virtual networks have indepemtdvalue as
well as value that increases with network growttortomidessupranote 21, at 675ee alspMichael L. Katz &
Carl ShapiroSystems Competitions and Network Effe8tSECON. PERSR 93, 94-95 (1994).

22 This added-value property implies that networkseolaupon open standards often have greater pdtemtia
growth than those based upon closed standard$kotuse the cost of joining the network is low bedause the
potential for others to join the network is highkéwise, networks based upon non-proprietary statsdaften have
greater potential for growth than networks baseshugroprietary standards because a community qfestgrs is
often more reliable than a network with a singlenpof failure. However, the complexity of the umkygng
technology may be a countervailing effect in thaglatively narrow technology, such as Ethernety bmeasier to



sense, individual decisions to join benefit othdrsthe language of economics, they create
“externalities,” spillover effects that impact taeonomic situation of othef3.

The key to the benefits of networks is compatipil¥Vhile standards provide widespread
benefits through compatibility, there is a darkesithe possibility of “lock-in.” Lock-in refers to
the often high cost of switching from one netwaokanother. If the cost is high enough, users
will be “stuck” in an old network even though a nesuperior network has entered the scé&ne.
One type of lock-in occurs with “information andtalaases,” and takes the form of “converting
data to [a] new format?® This type of cost “tends to rise over time” as todlection of data
stored in the format increas®sStandardization presents another type of loclest & collective
switching costé! If everyone else uses a particular standard, tenilly switching becomes cost
prohibitive. In effect, the entire network is locken. It would be too difficult, for example, to
persuade all users of one software product to kviftstantaneously to a superior replacenment.
Knowing this, people stay loyal to a no-longer-o@i system for far longer than they otherwise
would?® At a minimum, the prospect of lock-in suggestd tharket participants should bargain
hard prior to being locked in to a new technologd &hen take steps to minimize that lock-in
over the course of the technology cytle.

In network markets, much of the value comes from éRistence of a large installed user
base® Sellers of network goods know this, of course,ahis why they compete so hard to
establish their network as the dominant one. Indead rationale for the “standards estoppel”

doctrine is the possibility that a seller will emcage network-building by permitting free use of

develop in an open, non-proprietary way than araesgie and highly complex technology, such as amatimg
system, where Windows maintains a clear marketd&ad Linux.SeeUrs von Burgsupranote 16, at 199-212.
% Economidessupranote 21, at 678. The positive feedback networlsydeads to a new sort of economic effect,
one that may be termed “demand side economicsaté.$Shapiro & Variansupranote 21, at 17%ee also
Michael L. Katz & Carl ShapirdJetwork Externalities, Competition, and Compatiijlv5 Av. ECON. REV. 424
(1985) (describing the sources of and an economigeffor network externalities).
4 Shapiro & Variansupranote 15, at 116.
%|d. at 117. For example, one might convert a coliectf images stored in a particular graphics format
different graphics format to achieve greater corsgitn or simply to move to newer technology in faeb
ggchnology that will soon be unsupported.

Id.
%" Shapiro & Variansupranote 15, at 184.
2 \itness the difficulty, for example, in effectitiye switch from IPv4 to IPv6. Carolyn D. Mars#Ry6 Guru
Predicts Last-minute Switch to ProtocblETWORK WORLD, Dec. 17, 2007,
http://www.networkworld.com/news/2007/121707-howideare-dropping-the-ball-side-1.html.
2 See, e.gid.
¥91d. at 136.
¥ See idat 108.



a standard, and then, after a large network islanep switch its approach abruptly and begin
charging high access fees.

Buyers know it too. One strategy, already mentipnedo take this “lock-in effect” into
account when initially bargaining with a seller lsgeking a lower price or a long-term
agreement. But this has its limits, particularly bmyers who worry that they will not be able to
foresee all the creative techniques the seller eraploy later, once the network is firmly in
place. In the face of this uncertainty, anotherrapph can be appealing: participating in the
building of anopen access network — one which is not controlled by a competirival. This is
the basic idea behind open standards.

The backers of an open standard understand thatnibt safe to grant any single entity
absolute control over access to a valuable netwbhleir solution is to replace single-entity
control, usually with some form of collective casitrSpecific cases vary considerably. Patent
pool-based standards require licenses from theeholof all patents essential to the standard; the
pool entity then licenses the standard as a wioéay user willing to pay the required fee. Pure
“‘open source” standards are usually available fee,f and are often created through the
collaboration of far-flung contributors, rather tha tightly organized group of patentees. Yet
even open source software requires a committeetstauof some kind, to evaluate potential

additions and changes to the standard, and toelecidofficial” versions of the software.

C. Patent Holdup — Strategic Uses of Patents

The intersection of patent law and standardizationthe software industry produces
countervailing effects. On the one hand, patents pravide powerful incentives for the very
innovation that can lead to new standards. On ttieerohand, patents asserted against
entrenched, ostensibly open standards can levyamilzd costs against the industry as a whole.
Formal standard setting organizations (SSO’s) emnpharious tactics to mitigate the risk of
patent infringement However, de facto standards remain unprotected fratent infringement,
and even SSO’s cannot protect against certainegitatassertions of patent rights against
standards.

32 For example, SSO's typically require disclosureadévant patents during the standard setting psoce
Participants usually must also promise to licemsepatents legitimately unknown during standardirsgion
reasonable and non-discriminatory terms.

10



As we have shown, the software industry adoptsdstals that fall on a dual spectrum:
proprietary to non-proprietary, open to clo§édThis adoption reflects a rational choice
regarding the marginal benefits of the new techgickl standard in relation to the marginal
costs of switching and patent royalties. The treudtises when, well after the industry has
agreed to the price and is locked in to a new stahdsome firm seeks to increase the price by
asserting patent rights against adopters of thedatd in a manner not contemplated in the
original bargair®* This is a familiar patent strategy, based on dwgcl of economic “holdup.”
Patent holdup can occur when a standard owner ecteqglly increases the cost, which we call
“pait and switch,” or when some third party unexpedty asserts a patent, which we call “snake
in the grass.”

File formats, such as MP3, JPEG, and GIF, are asaamtype of standard in the software
industry and are useful for illustrating the beloawve contemplate. GIF is a lossless graphics
compression format used heavily in the early ddys@internet® Though a proprietary format
owned by Unisys, GIF once enjoyed a certain lev@p@nness due to Unisys granting royalty-
free patent licenses to developers of free and coommercial softwaré® After GIF became
widely used, however, Unisys unexpectedly termiuhdteese licenses and requested that all
software developers pay a royalty for implementg-, a perfect example of the “bait and
switch” techniqué’

The JPEG file format, in contrast, was ostensilpigrofor its entire history? JPEG is similar
to GIF in the sense that it is also used to stawplgcal data, though JPEG is a lossy
compression format that emphasizes small file siar perfect quality and thus has a somewhat
different purposé® In 2002, Forgent Networks asserted a patent (filet986) against users of
the JPEG format, after the format was well entredohorldwide® Fortunately for the industry,
Forgent’s “snake in the grass” technique was uressfal; Forget abandoned its enforcement
actions in November 2006, one month after its pa®pired?*

¥ See supraection II.A.
34 See, e.gIn re Dell Comp. Corp., 121 F.T.C. 616, 626 (19@®Ilding that the entire industry was faced with
potential harm when Dell asserted a previously ealed standard against an ostensibly open standard)
zz SeeWikipedia.com, GIF, http://en.wikipedia.org/wikil& (last visited Jan 5, 2008).
Id.
¥d.
3 SeeWikipedia.com, JPEG, http://en.wikipedia.org/wiRBG (last visited Jan 5, 2008).
¥d.
“1d.
d.
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As we will explain in Section Ill.A, infra, both ¢hsnake-in-the-grass and bait-and-switch
strategies harm the industry and fail to advanee ghmary goal of patent law — providing
incentives for innovation. The strategies are iogfht for the industry because they force the
industry to pay much more than was bargained foradopting a standard. Likewise, the
strategies are inequitable because they transfaittwigom good-intentioned standards adopters
to bad actors who take advantage of lock-in andvort effects to spring traps upon the
industry.

D. Legitimate Enforcement Actions

Though the costs to industry from the “bait andtsli and “snake in the grass” strategies
can be quite large, the enforcement actions reltdesuch strategies represent only a small
subset of patent enforcement actions, even amaxgg trelated to standards. It is important to
cabin the type of behavior we contemplate at theetu

For example, a patent holder may legitimately ass@atent on standards technology when
the industry adopted the standard knowing full-wedlt it was covered by a patent. The recent
dispute between Qualcomm and Nokia represents gletaty legitimate enforcement action
regarding a standards patéhtMobile phones throughout the Americas employ Quralm’s
patented Qualcomm’s Code-Division Multiple Acce€DMA) standard to communicate over
networks?® Handset manufacturers, such as Nokia, license CIpdi&nts in order to produce
phones that utilize the CDMA standdfdLicensing negotiations between large companieken
cellular phone industry are complex, and bargairpogitions hinge upon the firms’ relative
intellectual property contributions to industryheclogy*

Recently Nokia and Qualcomm disputed the term$ieflitense agreement, and eventually
Qualcomm filed suit for patent infringeméfitin response, Nokia filed a complaint of its own

2 Kevin J. O'Brien,The Nokia-Qualcomm DisconngtTERNATIONAL HERALD TRIBUNE, Apr. 8, 2007,
http://www.iht.com/articles/2007/04/08/technologyiess.php; Peter Say&ualcomm Files More Suits Against
Nokia, WASHINGTON POST, Apr. 3, 2007, http://www.washingtonpost.com/wp-
dyn/content/article/2007/04/03/AR2007040300892.hidalncy GohringlUpdate: Nokia, Qualcomm Squabble
Over CDMA LicenselNFOWORLD, Apr. 20, 2006,
Z\Sttp://www.infoworld.com/articIe/06/O4/20/77592_Hantsquabble_l.html.

i

*1d.

% Katie Fehrenbachefjmeline: Qualcomm, Nokia DuydbigaOM.com, Apr. 4, 2007,
http://gigaom.com/2007/04/04/timeline-of-the-qualon-nokia-duel/.
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seeking “fair and reasonable” licensing tefth$his type of litigation and licensing dispute over
patented standards does not cause problems fordhstry, but rather is a completely legitimate
assertion of patent rights. The industry adopted@DMA standard with a full appreciation of
Qualcomm’s proprietary standards, and the litigatieflects differences that arose in how firms
valued Qualcomm’s patents in light of new intelledtproperty of their own.

Another scenario in which a patent owner couldtiegitely assert a patent on standards
technology is where the patent holder is tryingreétain control of its standard. The recent
antitrust and patent infringement litigation betweBun Microsystems (Sun) and Microsoft
provides a real-world exampf& Sun allowed users to freely download the toolsirdeto read
and write programs in the Java programming langdagghis popular language allows
programmers to write programs that run on diffeqgiatforms, such as Linux, Windows, and
Apple’s operating systenms.

Sun licensed Java technology to Microsoft for is@n in Microsoft's Windows operating
systent' However, Microsoft adopted a strategy of “embrace extend” that threatened to
undermine Sun’s control of JavaSpecifically, Microsoft implementeddditional features in
Java that were not part of Sun’s standdrd.programmers wrote software that took advantage
of the extra features, their programs would ruryam Microsoft’'s implementation of Java, thus
destroying the cross-platform compatibility thatnSwas aiming for with Jav. Sun sued
alleging patent infringement and antitrust violad> As with Qualcomm, Sun’s suit is a
legitimate enforcement of standards patents, afthadirected to a different end. Instead of
seeking higher royalty payments, Sun wanted torenthat it maintained control of Java rather

than ceding control to Microsoft.

47
Id.
8 James NiccolaiSun Microsoft settle Java lawsUNETWORK WORLD, Jan. 23, 2001,
http://www.networkworld.com/news/2001/0123msjavanht
49
Id.
50 |d
®1 John MarkoffMicrosoft Adding to Java and to Sun RNEW Y ORK TIMES, Mar. 11, 1998,
sztimes.com, http://query.nytimes.com/gst/fullpiugel ?res=9807EFD71330F932A25750C0A96E958260.
Id.
53 Id
54 |d.
% Scarlet PruittSun Microsoft Make a Billion Dollar DeaPCWORLD, Apr. 2, 2004,
http://www.pcworld.com/article/id,115510-page, lide. html.
*% Markoff, supranote 29.

13



To reiterate: Patents on standards componentsnageneral are not a problem. Most
enforcement actions for such patents are compldéglifimate. The problem lies only with
strategic rent seeking.

Figure 1: Strategic rent seeking

Patents on
standards components

Enforcement actions

Strategic rent seeking

lll. Estopping Strategic Use of Patents on Standard s

Patent law should encourage the development odbieliopen standards while retaining
incentives for innovation. Section Ill.A lays outfeamework for identifying strategic rent
seeking behavior that courts should avoid rewardiitg damages and injunctions. Section 111.B
discusses how an expanded estoppel doctrine waalction, including the effects that certain
behaviors should have upon remedies. Section fh@ws that no other patent doctrines protect
against strategic assertion of patents againstdatds, and Section IlI.D addresses likely

criticisms to expanding the estoppel doctrine.
A. ldentifying Strategic Behavior

1. Bait & Switch

The bait and switch strategy refers to a patenteewaging the general public to adopt a
standard by claiming either that no patent readherstandard, or that any patent that covers the

standard will not be enforced in some way. Thereotne standard has been adopted and the
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industry is locked in, the patentee seeks to erfpatents against the standard in contradiction
of the pledge. For example, some patentees offgmaral promise that the relevant patents are
“dedicated to the public,” or will otherwise nevee enforced’ Other patentees grant royalty-
free patent licenses to developers of free andaoommercial softwar® Still other patentees
claim to own no patents that cover a standafnally, a patentee could guarantee a particular
royalty scheme to assuage fears that it would thikgates once the industry adopted a standard.

These representations are effective marketingmtates, but their legal foundation is not
rock solid. Would anything prevent a company —t®isuccessor — from making such statements
in bad faith, seeking to later enforce these patagtinst standards adopters? Protecting against
strategic behavior is even more difficult where ttmmpany originally made a pledge of
openness in complete good faith. Suppose that, twes, the company’s prospects worsen
severely. Or imagine that it assigns or licensesétevant patent(s) to another firm — possibly a
firm whose raison d'etre is “monetizing” patents. Would any legal rule discage this
revocation of a “freedom to use” pledge? The disiusin the Section III.C argues that current
legal rules leave a conceptual hole that failsotgec either situation squareiy.

An example of a bait & switch strategy is thell Computercase’’ Dell participated in a
standard setting organization that required its bemnto disclose any intellectual propétty.

During the standard setting process, Dell twiceifoed that it had no intellectual property rights

" See, e.g|BM Proposes a Patent Commons for Royalty-FreerCgource Software Development, Cover Pages
(Jan. 13, 2005), http://xml.coverpages.org/ni2005L8-a.html (discussing IBM’s release of 500 pateatthe open
source community); Sun License to Give Developate-Use Rights, eWEEK.com (Jan. 19, 2005),
http://www.eweek.com/article2/0,1895,1752675,00 @sgcussing Sun’s grant of patent-use rights éodpen
source community); Microsoft and Novell Announce&a Collaboration on Windows and Linux Interopeliabi
and Support, Microsoft.com, (Nov. 2, 2006) httpulfw. microsoft.com/presspass/press/2006/nov06/11-
02MSNovellPR.mspx (discussing the newfound partipisetween Microsoft and Novell as well as Micrv'so
agreement “not assert its patents against indiVidoacommercial open source developers”).
%8 SeeWikipedia.com, GIF, http://en.wikipedia.org/wikil (last visited Jan 5, 2008).
%9 SeeDell Computer Corp., 121 F.T.C. 616 (1996).
€0 For two other possible solutions, see Robert FrgeeA New Dynamism in the Public Domaifil WNIv. CHI. L.
REv. 183, 197, 201 (2004). One method is a “creatoraroons” type of solution, which uses contracts fobdw
the patent to explicitly set forth the terms of ysetentially including use by the public. Anotmeethod is a
statutory provision permitting sellers to waiveremt and future patent rights by affixing a “Patéfdived” notice
to “items to be sold, or information to be publidiie
®1 SeeDell Computer Corp., 121 F.T.C. 616 (1996); Aniit Technology and Intellectual Property Confeeenc
Mar. 2, 2001, Prepared Remarks of Robert Pitof€kgirman, Federal Trade Commission,
http://www.ftc.gov/speeches/pitofsky/ipf301.shtnTife complaint alleged that the ‘bait-and-switchitat adopted
by Dell threatened to retard the development amgtiah of standards in this particular matter amdiscourage in
gge future efficient standard-setting efforts.”

Id.

15



related to the standafdDell then asserted its patents against adoptetseaftandard and sought
an ongoing royalty? In litigation before the FTC on claims that itmdaict was anticompetitive,
Dell agreed to a consent decree that preventednt £nforcing its patents against adopters of
the standar@> However, strategic behavior like this should remjuire antitrust enforcement; it
can be dealt with more directly and judiciouslyoilngh patent la®

Dell, Unisys, and others like them did not promigeenness for nothing. In exchange for
assurances that the adopted standard would be tpemdustry adopted standards based on
Dell and Unisys technology. Section 111.B.1 willdenstrate how courts can use this quid pro
guo to fashion an estoppel doctrine that takes attmount the importance of standards in the
software industry.

2. Snake-in-the-grass

The snake-in-the-grass strategy refers to pateieesy the existence of patents in order to
assert against a standard to which the industajresady locked in. By waiting to assert, the
patentee can force standards adopters to pay meoogalties than they would have agreed to if
they had known of the patents before adopting thedsrd and could have bargained at arm’s
length.

This strategy is often employed in the SSO contamd the much-discuss&hmbu8’ case
provides examples of such behavior. Rambus paatietpin a standard setting process with other
members of an SSO without revealing that it ownaig s that covered technology included in
the standard. After adoption of the standard, Rardmserted the patents and sought royalty

payments. Ex post damage calculations almost ogrtaould have been higher than any royalty

3.

4 d.

%% d.

% patent law defenses do not typically require pafaharket power, restraint of trade, and other giem
economic inquiries that are difficult for many pateefendants to establish. Moreover, the DOJ ar@ F
Guidelines primarily contemplate ex ante disclosamé licensing rules at SSOs to mitigate the hofghopplem, but
these do not account for cases in which the patantkes promises to the industry outside the Skt cases
in which those agreements are insufficient or ahsercases in which the patentee uses a “snakeehgyrass”
strategy, which is discussed in the next sectta®l).S. Dep't of Justice & Fed. Trade Comm'n, Antitrus
Enforcement and Intellectual Property Rights: Pringplnnovation and Competition (2007), Chapteaailable
at www.usdoj.gov/atr/public/hearings/ip/222655.pdf.

" 1n re Rambus, Inc., Docket No. 9302, Final Ordtp://www.ftc.gov/os/adjpro/d9302/070205finalorghlf; In
re Rambus, Inc., Docket No. 9302, Opinion of then@ossion on Remedy (Feb. 2, 2007)
http://www.ftc.gov/os/adjpro/d9302/0702050piniorf.flimiting the patent royalty rates Rambus mayrgea
licensees).
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resulting from ex ante, arms length negotiationfaket, the SSO'’s likely would have altered the
standards to avoid the Rambus patents unless Raagbesd to not enforce the patents against
adopters of the standard.

There was widespread applause when antitrust atiisocracked down on this blatant
attempts to deceive an SS®However, antitrust is not the appropriate instrofneith which to
analyze the behavior of patentees. Patent lawfe@asrisome amount of competition in exchange
for providing incentives for innovation. Rather mhaisk a clash between the somewnhat
antithetical bases of the two areas of law, arditauthorities typically give broad deference
when patents are involved. The difficulty in deglinith behavior of patentees through antitrust
law is illustrated by the substantially differemsults in different courts during the protracted
Rambus litigation. Antitrust law should be only ackstop to other mechanisms for preventing
strategic behavior; patent law must police mostrifiar behavior on its own.

Of course, SSO’s and commentators quickly grew tadbese games, and most SSO’s now
insert contractual provisions requiring disclosure patents and setting penalties for non-
disclosure® Contractual provisions are useful, but damagescémtractual breach are not the
correct remedy for this type of bargain. The deadierent in the snake-in-the-grass strategy
should give rise to more than contractual damaigesiould implicate the very enforceability of
the underlying patents.

It is also important to understand that “snakehie grass” is a game that could be played
outside of the SSO context. Suppose, for examipde & company with several old and generally
unknown patents simply sits back and watches asirtiestry adopts an ostensibly open
standard. Rather than asserting the patents eartliel process, the company waits until the

industry is locked in and presented with high skng costs. As long as the company requests a

8 SeeW. Stephen Smith & Jenny M. Maier, Overview of F§ ®ambusDecision (Aug. 2006)
http://www.mofo.com/news/updates/files/update02B28l; Jonathan Gowdy & Jeny M. Maier, FTC Compels
Rambus to License Patented Technology and LimitaRpRates, (Feb. 2007)
http://www.mofo.com/news/updates/files/update02B28l (explaining the royalty structure dictatedthg FTC
decision); Alden F. Abbott & Theodore A. Gebhdstiandard-Setting Disclosure Policies: Evaluatingifuast
Concerns in Light of Rambus6-SUMANTITRUST 29 (2002); Janice M. MuellePatent Misuse Through the
Capture of Industry Standard$7 BERKELEY TECH. L.J. 623 (2002); Nicos L. Tsilapward Greater Clarity and
Consistency in Patent Disclosure Policies in a FRatbus Worldl7 Harv. J.L.& TECH. 475 (2004); Peter David
G. SabidoDefending Against Patent Infringement Suits in 8&ad-Setting Organization®ambus Inc. v. Infineon
Technologies AG, 13 Fed. Cir. B.J. 635 (20@)t seeloseph KattarThe IP/Antitrust Intersection: Promoting
Competition and Innovatigri6-SUMANTITRUST 22, 27 (2002) (arguing that re Independent Service
Organizations Litigation (ISQX03 F.3d 1322 (Fed. Cir. 2000) may afford a digait defense to those wishing to
challenge single-firm standard-setting conduct mtitraist grounds.)

% Seel.emley, supra note 4nfra Section I11.B.
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royalty less than the switching costs, the industoyld likely pay the royalty rather than switch
standards. However, the royalty here is still mitifly high — certainly much higher than would
result from ex ante negotiation when the industily kad the option to avoid adopting the
patented standard entirely.

A perfect example is Fogent's assertion of pateagainst the well-established JPEG
standard, discussed supra in Section II.C. Se¢LBr2 will show that if Fogent had taken this
course of action deliberately from the beginninggksng to use network effects and industry
lock-in as a means to impose rents on an unsusgeictiustry, then courts should punish this
bad behavior by stopping enforcement of the patag&énst adopters of the standard. Even if
Fogent had not intended to exercise such a stragefigrcement against an open standard should
cause a court to conduct aBaytype analysis to determine whether an injunctaamages, or

ongoing royalties are equitable, as discussed ati@elll.B.3.

B. Accommodating Standards in the Estoppel Doctrine

Several observers of the standards scene havedafgupolicies that will promote creation
and use of standard$put no proposal addresses the problems we hawéfidd. The estoppel
doctrine in patent law traditionally deals only wipromises made from the patentee to a
particular actor who is in a relationship with {metentee. However, the importance of standards
in the software industry and the new types of sgiat behaviors that emerge in the standards
context suggest that courts should expand the gstajoctrine to include some instances where
either the relationship or promise elements aradaes. This section will discuss three categories
of behavior, and the effects those behaviors shioal@ on patent enforcement and remedies.

Courts should first look to whether a patentee plaslged that it ether will not enforce

patents related to a particular standard or tHastno patents related to a particular standasd. A

0 See, e.gMark A. Lemley,Ten Things to do about Patent Holdup of Standaadsl One Not To¥8 B.C.L.
REv. 149 (2007). Professor Lemley argues that SSO’aldirequire members to agree to license their paigints
for patents that are essential to a new standardasonable and nondiscriminatory (“RAND”) termspto the
standard’s formulation using clear license agreameéfurther, members should agree to a cap orotakrbyalty
charged for a standard between all the member@sepenalty defaults for nondisclosure of vitabpé, and
innovative means of determining royalty rates. Eresggestions require antitrust law to allow SS0@'discuss
price. Outside of the SSO context, the PTO shadnid hbuse of continuation practice, while couttewd limit
findings of willfulness and calculate reasonablgaity rates and damages in a way that accounthiéofact that
many patents may read on a single standard. Imagintintitrust law may be an inappropriate toddlve patent
holdup because of the deference courts often sb@atent law as well as the evidentiary difficudtie proving an
antitrust violation See als@anice M. MuellerPatenting Industry Standard34 J. MaRSHALL L. Rev. 897 (2002)
(arguing that firms that conceal patents in thedaad setting process should be subject to compuleensing).

18



discussed infra in Section 111.B.1, courts shoutnldhthat such pledges constitute an implied
license and that enforcement of patents in corttadi to the pledge should be estopped.

Courts should then look to whether a patentee htedavith bad faith or anticompetitive
intent by acquiring patents in order to assertraggaan open standard in the hopes of extracting
excessive rents once the industry is locked indi&sussed infra in Section 111.B.2, courts should
estopp patentees from enforcing patents that tlegyied in hopes of strategically asserting
against an open standard.

Finally, courts should applgBay to determine whether, in the absence of pledges of
openness or anticompetitive intent, granting damaggunctive relief, or ongoing royalties
would be inequitable. As discussed infra in SectibB.3, courts should consider limiting
remedies where patentees knew or should have kiobwre adoption of an open standard that
infringed its patents.

1. Bait & Switch — Pledges of Nonenforcement or Non  existence of

Standards-relevant Patents

Rational firms do not offer something for nothijedges of openness represent an entirely
new type of bargain enabled by the importance ehogtandards, where an effective license to
an entire class of users is exchanged for wideaspeasloption of a company’s technology. By
disclaiming or limiting enforcement of certain patle a company may be able to assuage
industry fears that the company would charge haghts after the industry is locked in to the
standard. This may facilitate widespread adoptiba standard that might otherwise meet with
only a lukewarm reception. Widespread adoptiont®ftechnology may allow the company to
capitalize on implementing the standard, developioghplementary products, or providing
support for implementations of the standard. Rezigy this quid pro quo is important, as it
provides a justification for holding the patenteeher promise — the bargain only works if the
patentee’s promise is believable.

A bait & switch strategy provides an easy caseebgpanding the estoppel doctrine. Bait &
switch refers to a patentee stating that it wowtlenforce a particular patent, either at all or in
some limited context' That the promise was made to the industry at laagieer than to an

individual actor should not allow the patentee tragpe being bound by the promise. The

L Section II.A(2),supra

19



presence of network effects and high switchingsostan that the industry’s choice to adopt the
standard is, to a certain extent, irrevocdBléhe patentee’s assurances should likewise be
binding. In order for patent law to accommodate thew type of bargain, courts should estopp
any enforcement of the patents against the staralaidhold that the patentee has granted an
irrevocable and implied license to all actors walbithin the ambit of the patentee’s promise.

Normally estoppel requires a relationship demotestrdy an affirmative communication
between two parties. However, the remedy for estbigpan implied license, which runs only to
people in the protected class to whom the patect@emunicated. In the SSO context, for
example, this may include only other SSO membdnsisTcourts must relax the requirement in
the standards context because the entire industrst oe able to rely on the patentee’s
statements. Otherwise a patentee can easily egtojgpel.

Traditional privity of contract extends only betweg&vell-defined parties to an explicit
agreement, but privity in the standards contexukhextend to the entire network of standards
adopters, past and future. At the time of suitt pdspters of a particular standard may have only
joined the network because of the pledge of openrfagture adopters often have little choice
but to adopt the industry standard, and they shgetdhe same bargain as the initial adopters.

Holding patentees to their promises does not harcentives to innovate. After all, a
patentee does not have to pledge to not enfor@nfsahgainst a particular standard, and is not
required to categorically deny having IP rightsttha standard in development might infringe.
Rather, much like contract law, enforcing pledgésopennes facilitates a free market. The
knowledge that a particular party will not assedr allow its patents to be asserted, against a
particular standard is an extremely valuable conitpdd Enforcing pledges of nonexistence,
nonenforcement, or pre-determined royalty schenliesv& patentees to make deals in which
openness is exchanged for something else of vala as industry-adoption of a standard. In
the end, both parties benefit, and patentees deet@lmore fully exploit the true value of their

patents.

2 SeeSections I1.A & I1.B,supra

3 SeeSections II.A & I1.B,supra Technological development requires that standaedss trustworthy as possible.
The industry, through SSQO'’s and the efforts ofvidlial companies, works hard to ensure open stdsdharsofar

as it is possible while retaining incentives toawate, patent law should foster, not hinder, suftrts.
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2. Snake-in-the-grass — Bad Faith

Even in the absence of pledges of openness, acguiriconcealing patents in order to later
strategically assert them against an open indssérydard is indicative of anticompetitive intent
or bad faith that is contrary to the purpose okpataw. Patents exist to provide incentives for
innovation. Negotiating up front with an SSO or thdustry at large for the licensing terms of a
proprietary standard is the appropriate frameworwhich to legitimately exploit the value of a
patent. Waiting until the industry is irrevocablgcked in to a particular standard before
springing a patent trap is not — it is strategmt+®eeking that results in excessive returns to the

patentee, and courts should estopp such enforceangons’*

a. Explicit Bad Faith

Determining anticompetitive intent is not an easyuiry, but it is one with which courts are
well acquainted. Timing, of course, is one typendérmation relevant to determining intent. If,
for example, a patentee filed for a patent sooer aftappeared that the industry might adopt a
standard on the underlying technology, then a cslwtld be more willing to impute bad faith.
Another source of information is internal compamgwments, and courts should take a cue from
Groksterin evaluating the evidend@If documents reveal that a company acquired oceaied
the patents with the intent to strategically asse, then a court should find bad faith even if
the action may or may not have been objectionalledeng alone. Acquisition of patents that
read on standards is not limited to purchase, st mcludes prosecution, reexamination, or
reissue.

Courts can also look to the antitrust literatunejuding especially thRambudine of cases,
for methods of determining anticompetitive inteAnalyzing Rambus’s behavior from an
antitrust perspective proved difficult for courés, the long line of disparate analyses and results
demonstrates. Antitrust defenses against patemtraarhent typically have a high bArbut

commentators were united in condemning this typeetfavior as detrimental to the industry.

"4 SeeSection 11.B,supra

> SeeMGM Studios, Inc. v. Grokster, Ltd., 545 U.C. 92B(5).

® See, e.gWalker Process Eqpt., Inc. v. Food Machinery Cogg2 U.S. 172 (1965) (holding that Section 2 &f th
Sherman Act allows claims for monopolization oeatpted monopolization based on enforcement ofenpat
obtained by knowingly and deliberately concealiranf the Patent Office prior art that the applideméw would
have resulted in a denial of its application.).
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Our solution is to address the problem directlptigh patent law rather than using the backstop
of antitrust law — strategic assertion of pategsiast standards should be estopped.

If the company had asserted those patents beferendlrly irrevocable adoption of the
standard, or at least had made the patents puldi@yn, then standards adopters could have
made an informed choice. A company that makes aterpgs and their relation to an open-
standard known as soon as possible could not besedcof anticompetitive intent, but a
company that conceals or acquires patents forxpeess purpose of extorting inefficiently high
rents should not be rewarded for this behavior.

b. Implicit Bad Faith

A patent grants an exclusive right to make andams@vention, and the burden of ensuring
that a particular technology does not infringe &éeptigenerally lies with the adopter of such
technology. After all, a patentee cannot keep abtre& what everyone else is doing — the
technology adopters have the information and shbaig incentives to ensure that they do not
infringe. In normal situations, one patentee israfiting to regulate the behavior of many firms,
and the burden of avoiding infringement is righglgced on the many rather than the one due to
information asymmetries.

In the standards context, however, the informatiepmmetries are flipped. An industry or
SSO seeking to adopt an open standard publicizestéimdard as much as possible and seeks to
make the one standard bulletproof against evergnpamany of which are generally unknown.
The infringing activity is not carried out in quasgcrecy within one firm, but rather is broadcast
to the world at large. The infringer is not tryit@get away with as much as possible, but rather
is actively trying to mitigate the possibility ofifringement because the injury resulting from
ongoing royalties or damage calculations is poddigtiso high. In the standards context, the
information as to infringement lies in the handstloé patentees, since they would almost
certainly be aware that the industry is adoptistgadard based on their patented technology.

Courts should thus apply a “knew or should haveniostandard in determining bad faith.

If a company knew or should have known that theustiy was adopting a standard that it
believed was open, while in fact the standardmgled the industry’s patents, then the company

had a duty to make that fact known as soon aslges#i the company had done so, then it could
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have bargained at arm’s length for the adoptioitsofechnology, but it should not be able to

exploit the industry’s ignorance and honest efftotavoid infringement.

3. Snake-in-the-grass — Equitable Considerations

Even in the absence of pledges of openness ooamtietitive intent, courts should carefully
consider whether remedies against a standards eadapg equitable. Standards-related suits
often have several features that militate agamsinctions under the 4-factor test reiterated in
eBay’’ As well, the presence of lock-in and switchingtsasiggests that courts should carefully
calculate any damages or ongoing royalties in\With an ex ante negotiation process, since the
industry often adopts an open standard only becaiswidely believed that the standard can be

used royalty free.

a. Injunctive Relief

To merit an injunction undeeBay the plaintiff must first show “that it has suféer an
irreparable injury.”’® Lower courts have held that, afteBay a patentee does not have a
presumption of irreparable harm, even after theemiats found valid and infringed. The
existence of a standard that infringes the pldsgatent may not actually harm the plaintiff's
business. Although open standards are widely adpphe technical specificity of standards
means that the actual use of the patentee’s temtppahay be narrow in scope. Thus, the
standard may well not compete with the patenteesness model. This is particularly likely in
the event that the patentee only licenses techgplag with the plaintiff ineBay Even if an
injunction is warranted, it should be carefully fogd to give the industry sufficient time to
switch standards.

Second, the plaintiff must demonstrate “that remedavailable at law are inadequate to
compensate for [the] injury’® In the standards context, this will usually notthe case. An
ongoing royalty payment or damage award will typjcae more than adequate to compensate

the patentee.

" SeeeBay Inc. v. MercExchange, L.L.C., 126 S. Ct. 183706).
8 eBay 126 S.Ct. at 1839.

9 Paice v. Toyota (E.D. Tex 2006).

8 eBay 126 S.Ct. at 1839.
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Third, the plaintiff must show that “consideringettbalance of hardships between the
plaintiff and defendant, a remedy in equity is vaated.® An injunction on an open standard
would likely cause considerable hardship to theustiy due to lock-in and high switching
costs? Moreover, an injunction against a particular adopif a standard would serve as an
unfair burden in relation to the rest of the indystn contrast, many patents asserted against
standards relate to only a small portion of theddad, which would make an injunction quite
onerous?® It is also probable that the standard does notpevendirectly with the plaintiff's
business, as a standard is by its very natureddnit scope.

Fourth, the plaintiff should demonstrate that tlubljz interest would not be disserved by a
permanent injunction. Of all of the factors, ttsghe easiest. One of the chief values of software
products is interoperability, and adoption of teglogy is usually a result of network effeéts.
Enjoining the use of a standard that the indusgligs upon to function can do nothing but harm

the public interest.

b. Damages and Ongoing Royalties

For several reasons, courts should also take @x&eautions in calculating damages and
ongoing royalties for open standards that infripgeéents. First, accurate damages are likely
lower than in traditional enforcement suits. Secaihe presence of lock-in suggests that the
industry might be willing to pay a much higher ommgproyalty rate than is actually fair, but
courts should avoid allowing patentees to impos# $igh rents.

Some standards are only viable when they are ryjpésuto royalties, and the industry only
agrees to adopt them on this condiffdMoreover, standards are often conventions as rasch
they are new technological breakthroughs, which maghere were often alternatives before
network effects and lock-in took over. Underain Processingthe defendant should have the
retrospective benefit of the information, which mgahat any damages should be calculated in
relation to other options available at the time.g&curate damage calculation is thus likely to be

quite less than what would result from infringemeutside the standards context.

8 paice v. Toyota (E.D. Tex 2006).
82 SeeSection 11.B,supra

8 SeePaice

84 SeeSection II.A,supra

%1d.
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A similar analysis should apply in calculating amgoing royalty. Courts should note the
importance of free or low cost standards to theasok industry and the efforts of the industry in
promulgating such standards. Also, courts shoutdatiow patent holders to take advantage of

high switching costs to impose inordinately higlyoimg royalties.

C. Limiting Doctrines in Patent Law

No doctrine seems to squarely address the bait &clsvor snake-in-the-grass problems,
discussed in Section IIl.A, supra. Laches is trigdeby a delay in filing, but the formalistic
structure is difficult to align to the specific mseof the software industry. Estoppel works to
excuse continued infringement but is even moraatilif to prove than laches because it requires
affirmative conduct by the patentee. Misuse is dase the principle of preventing patentees
from deploying patents for anticompetitive endst the current body of misuse case law is
typified by antitrust-like abuses of licensing, ketr power, tying arrangements, and the like,
rather than strategic delay in filing suit.

To fill the gap we have identified, we suggest & mctrine: standards estoppels. The idea
is to join the triggering event of laches and eg@delay in filing) with the policy rationale of
misuse (strategic, anticompetitive uses for whiatepts were not intended). Standards estoppel
also has an element of adverse possession, sitex@ges bear some burden of speaking up if it
looks as if the industry is unwittingly adopting a@pen standard that might infringe the
patentee’s patent. The equitable considerationtstilhdeavily away from injunctions or high

damages or royalty payments also give the doc#ith@vor of adverse possession.

1. Equitable Estoppel

Under equitable estoppel, an infringer can escaglility entirely if he relied upon
representations by the patentee that the pateridwmt be enforced, and if that reliance harmed
the infringer in a significant or material way.

As with laches, certain features of equitable gstbifits equitable nature; its emphasis on
reliance intersts) suggest it could be useful endtandards context. However, it too has inherent
limitations that prevent it from protecting stamdimadopters from “snake in the grass” or “bait
and switch” tactics contemplated here. The prinfects are: (1) it requires misrepresentation
by the patentee to the infringer, which means actlirelationship between the two parties; (2) it

requires reasonable reliance by the infringer asehpromises, which means knowing of the
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existence of the patent prior to standards adoptod (3) it requires material reliance of the
same type necessary for a successful laches def&@wed-faith standards adopters need
complete protection from unfair and anticompetitpagent enforcement, and equitable estoppel
does not provide a complete safe harbor. To see whyexamine the elements of equitable

estoppel in the following sectiofis.

(a) Misrepresentation

Estoppel requires some communication or representdly the patentee regarding the
infringing product€”’ In A.C. Aukerman Co. v. R.l. Chaides Construction, @akerman set a
deadline for Chaides to license Aukerman’s patentisk suit®® Chaides declined to take a
license, and nine years later Aukerman filed stite district court denied granted summary
judgment for Chaides on the ground that Aukermant®ns gave rise to equitable estopiel.

The Federal Circuit reversed, finding genuine issplematerial fact as to misrepresentation
and relianc€® The court held that the issue in misrepresentaisomhether the patentee’s
conduct reasonably gave rise to an inference Heapatent would not be enforc&€dThe court
also held that “silence alone will not create aogsel unless there was a clear duty to speak” or
the silence reinforced the inference that the disishwould not be su€d.At a minimum, then,
the misrepresentation element of laches required there be some communication or
relationship between the parties, since the ingrmgust know of the relevant patent “reasonably
infer that the patentee acquiesced to the allegaftipging activity for some time*

Misrepresentation that would satisfy the requiretrien equitable estoppel is, surprisingly,
often lacking in the “bait and switch” tactic. Patiees often file suit against standards adopters
who had no relationship with the patent holder.reEfghe patentee has made representations to
the members of a standard setting body, late-comernsdustry members outside the body

would remain liable.

86 Material reliance will be covered in Section 11123, infra, so here we focus on the first two elements.
871d. (citing B. Braun Med., Inc. v. Abbott Labs., 128& 1419 (Fed. Cir. 1997).

22 960 F.2d 1020, 1043 (Fed Cir. 1992).

01g.

“d.

2|d.
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Misrepresentation is absent entirely in the “sniakine grass” unfair surprise tactic. Here the
patentee’s strategy is to lie in wait until theringer is locked in to the patented technology.
Even if a court stretched the doctrine to labah@&sepresentation statements by the patentee that
it owned no patent directed to a particular techgg] these represent only a portion of “snake in
the grass” cases.

Standards estoppel modifies the relationship requént. Instead of a relationship between
the patentee and a particular infringer, the doettooks for a relationship between the patentee
and the industry as a whole. Promises of opennefmg periods of silence in the face of an
industry standard that infringes a patent createslaionship. Because software is a network
market, analytically isolating a particular stardtaradopter in the vacuum of infringement

litigation makes no sense.

(b) Reasonable Reliance

Successfully evading liability by asserting equigadsstoppel requires that the infringer prove

he reasonably relied upon the patentee’s misleaginduct.

“Reliance is not the same as prejudice or harthpagh frequently confused. An
infringer can build a plant being entirely unawafethe patent. As a result of
infringement, the infringer may be unable to use ficility. Although harmed,
the infringer could not show reliance on the patelst conduct. To show reliance,
the infringer must have had a relationship or comication with the plaintiff
which lulls the infringer into a sense of securitygoing ahead with building the
plant.”®*

Moreover, the infringer must prove a nexus betwieeimfringement and the patentee’s waiver.
Infringers have successfully employed equitableomgstl to defend suit over industry
standards, but the patentees typically had pastietp in the standards process and made

representations of openness.Wang Labs. v. Mitsubishi Elect. AnMitsubishi successfully
argued for equitable estoppel resulting in an iegplicense based on Wang’s promotion of a

standard through the JDEC S&ULikewise, the FTC limited the extent to which Raratcan

% 1d. at 1042-43.
%|d. (citing Stickle v. Heublein, Inc., 716 F.2d 153659 (Fed. Cir. 1983)).
% |d. (citing Wang Labs., Inc. v. Mitsubishi Elec. Amcl, 103 F.3d 1571, 1580 (Fed. Cir. 1992)).
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enforce its standards-relevant patents based oapties in the standards setting process.
However, this ruling antedated a finding of frauddafailure to disclose pending patent
applications despite an affirmative duty to do’S&quitable estoppel thus offers only limited
protection to good-faith adopters after a patehtee made promises of openness to a standards
body, and only to adopters who participated withim standards body.

Reliance is different in network markets. Standaad®pters typically do not rely on
promises directly from the patentee. Instead, angtandard is usually promulgated at least in
part based on promises of openness. Then, indpatticipants who may not have participated
in the process “join the bandwagon” and adopt thadard, sometimes because they have little
choice in a network market. The patentee is thtenafnce removed from the infringer, and the
original privity arising from the patentee’s promis diffused.

Standards estoppel tweaks the ideas of privity r@fidnce by treating patentee pledges of
openness to the industry at large as binding becatishe value that the patentee garners in
exchange for openness. Reliance is different invoit markets because the entire industry,
rather than particular players, rely on silencerammises of openness to adopt a standard. But for
the reasonable belief in an open standard, thestndwould have likely adopted different
technology. Standards estoppel modifies the estoppetrine by updating the definition of
misrepresentation and reliance to accommodate modechnology practices. If no
misrepresentation is present, standards estoplteeb&ck on the element of unreasonable delay

from laches, again modified to account for the-fassted software industry.

2. Laches
Under laches, an infringer can partially escapiillts if the patentee unreasonably delayed
filing suit, and if that delay harmed the infringera significant or material way.A patentee

can overcome the defense, however, by providinalid excuse for the delay in filing suit.

°71d. (citing Rambus Inc. v. Infineon Techs. AG, 3181081, 1084 (Fed. Cir. 2003), cert. denied, 548. 1874
(2003)).

% DONALD S.CHISUM, CHISUM ON PATENTS, § 19.1 (citing Intirtool, Ltd. v. Texar Corp., 36.3d 1289, 1297 (Fed.
Cir. 2004) ("The laches defense has two underlgiagents: first, the patentee's delay in bringinig must be
‘unreasonable and inexcusable,” and second, thgallinfringer must have suffered ‘material prejedittributable
to the delay.”) (quoting A.C. Aukerman Col., 968 | 1028 (Fed. Cir. 1992); State Contracting &
Engineering Corp. v. Condotte America, Inc., 348dFL057, 1065 (Fed. Cir. 2003) (“To successfuliyoke laches,
a defendant must prove that the plaintiff delaykddg suit an unreasonable and inexcusable lenfytime after the
plaintiff knew or reasonably should have knowntsfdlaim against the defendant and that the delsyited in
material prejudice to the defendant. . . . Once¢Hactual premises are established, the courthsdige equities in
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Although certain features of the laches defense gguitable nature; its emphasis on the
“reliance” of accused infringers) suggest it contduseful in the standards context, the doctrine
has inherent limitations that prevent it from beiadull and effective solution to either the
“snake in the grass” or “bait and switch” tactiesdar consideration here. The primary defects
are: (1) it onlylimits damagedo the post-laches period, rather than complebalying any
remedy against an infringer (which leaves standadimters open to liability)? (2) it operates
only when a patentee knew or should have knowngaracular infringer’s infringing activity,
which means that it is incapable of fully protegtia class or group of standards adopters; and
(3) infringers may have difficulty satisfying thenaterial prejudice” requirement, as it may be
hard for them to present persuasive evidence hiegtadopted a standasgecifically in reliance
on the patentee’s actions or statements, rather fitva other reasons (such as the technical
superiority of the standard). What is needed i@ $afe harbor — a legal rule that fully shields
good-faith standards adopters from unexpected afairdegal liability — and laches is not up to
the job. To see why, we consider each of the duesimajor elements in the sections that

follow.

(@) Damages Limited to Post-laches Period

Even when successful, a laches defense does nuhale damages, but rather only limits
them to the post-laches periti.Once the patentee files suit, damages begin touat®
Laches also offers no protection against injuncialief.*°? “Mere delay or acquiescence cannot
defeat the remedy by injunction or in support & kagal right, unless it has been continued so

long and under such circumstances as to defeaigiisitself.”®

order to assess whether laches should apply tthbae damages that accrued prior to suit.”); Ecdlab v.
Envirochem, Inc., 264 F.3d 1358, 1371 (Fed. CiQ1)(“Laches requires proof that the patentee wueably and
inexcusably delayed filing suit and that the detesulted in material prejudice to the defendant.The length of
time that may be deemed unreasonable has no fixaadaries, but rather depends on the circumstarfdbe case.
... A presumption . . .")).

% “In patent cases, when applied, laches bars amlfifing damages; it will not bar post-filing dages or
injunctive relief.” Lucent Technologies Inc. v. @atay, Inc., 470 F.Supp.2d 1187 (S.D. Cal. 200Tngi
Aukerman 960 F.2d at 1040.

1901 ucent Technologies Inc. v. Gateway, Inc., 470upfS2d 1187 (S.D. Cal. 2007), citidgikerman 960 F.2d at
1040.

101 Aukerman 960 F.2d at 1040-41 (citifgeorge J. Meyer Mfg. v. Miller Mfg24 F.2d 505, 507 (7th Cir. 1928);
Naxon Telesign Corp686 F.2d at 1264).

192 Aukerman 960 F.2d at 1040-41.

1931d. (quotingMenendez v. Hqlt128 U.S. 514, 523-24 (1888)).
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Limiting damages to the post-laches period is ifigeht to protect software standards.
When an industry adopted a standard because ifre@sor cheap to license and thus widely
available, a sudden rent imposed by a strategienpe¢ can wreak havoc. The industry as a
whole was not prepared to pay the rent for thedstahand would not have otherwise adopted it.
Thus, the standard is often being used in a wayntlakes payment nearly impossible, such as in
widely-used open source software, fundamental fblenats, or common transfer protocols
implemented all across the net. Makers of thesestygf software cannot pay damages, even
when limited only to the post-laches period, andiaertainly be injured by injunctive relief.
Because “more is required in the overall equittestsimple laches if an alleged infringer seeks
to wholly bar a patentee’s claim,” laches cannéro$tandards adopters the full protection they

need'*

(b) Knowledge of a Particular Infringer’s Activity

Courts refuse to permit a laches defense in theraesof actual or constructive knowledge
of infringement. InIXYS Corp. v. Advanced Power Technology,, {/fcAPT asserted a laches
defense when it was sued by IXYS for infringing 13 patent on a high-frequency power
transistor design. IXYS responded by claiming th&iad no knowledge of APT’s infringement
before 1998, so laches was inappropriate.

APT and IXYS competed within the field of semi-cotbr devices and “presumably
maintained at least a passing familiarity with eathers’ products and progres$® IXYS
collected data sheets describing APT devices, amdligations “describing the technical

specification of APT’s products” were in circulati®’’ Moreover, the court held that:

It is undisputed that APT has been manufacturingl-cuetal
MOSFET devices that include an aluminum layer gwed the
gate polysilicon layer (and otherwise bear a stn@sgmblance to
the invention described in IXYS's patents) sinagglbefore 1996.

In addition to its general awareness of these misdut appears

104 Aukerman 960 F.2d at 1040.

195321 F. Supp. 2d 1156 (N.D. Cal. 2004).
10619, at 1161.

107 |d
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that IXYS was testing APT's devices--at least fog purpose of

characterizing them--as early as 19@PR.

However, the district court denied summary judgnanthe laches defense because it found
no evidence that IXYS had actually examined the masition of APT’s devices in sufficient
detail to determine infringemetf The court held laches inappropriate in the absesfce
evidence of actual knowledge of infringement ordfabit of conducting the kind of tests that
would have led to such knowledf€.Despite IXYS'’s familiarity with and testing of AR
products, the court held that permitting a lachetenke for the time in question would be
tantamount to unfairly “impos[ing] upon IXYS a régement to ‘polic[e] the industry.**°

If a defendant attempts to prove laches for a defafewer than six years, he bears the
burden of producing evidence that the delay wasasunable. Cases in which the defendant is
successful are typically ones in which the patertedees some affirmative action that is
inconsistent with a later enforcement action. lhalding a denial of laches, the Federal Circuit
stated that

Here, the patentee (1) “did not take an expresgipowsnd then attempt to alter
that position at a later time”, (2) “did not expbsthreaten litigation and then
delay bringing suit for several years”, and (3)féoéd evidence of reasons
(negotiating with his attorney, negotiating witthet parties for licenses) for his
delay.**
A requirement of affirmative action means that Extprovides little assistance for standards
adopters. Typically there is no relationship betwaetandards adopter and the patentee, and the

patentee rarely has examined a particular standaajster’s products.

(c) The Special Problem of Economic Prejudice
(1) When Economic Prejudice Arises
In order to succeed in asserting a laches defarsalleged infringer must demonstrate
material prejudice, which requires proof of eitkgrdentiary or economic prejudice. Evidentiary

prejudice typically relates to the unavailabilitiywaitnesses or documents, which is not typically

108 Id

1991d. (citing Wanlass v. Gen. Elec. Gd.48 F.3d 1334, 1336 (Fed. Cir. 1998)).

1914, (quotingWanlass v. Fedders Corfl45 F.3d 1461, 1465 (Fed. Cir. 1998) (substitutiooriginal)).
11 Chisum,supranote 98 (quoting Meyers v. Asics Corp., 974 F.2364L(Fed. Cir. 1992)).
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the kind of harm suffered by standards adopterstedul, standards adopters suffer economic
prejudice, although not in the way typically recizgr by a court evaluating a laches defense.
Courts typically find economic prejudice only ifetiinfringer invested and expanded production
in reliance upon continued access to the infringetnology. The infringer must demonstrate a
nexus “between the patentee’s delay in filing anid the expenditure$® That is, the infringer
must show that he changed his position becauskeopatentee’s delay, and the sunk costs or
damages “likely would have been prevented by aaslié.”**

But courts frequently bar laches regardless of stwdts by the patentee. Courts do not
consider the cost of infringing as economic pregadand generally reject the argument than an
infringer “was prejudiced because it lost opporttiesito avoid infringement at an early stagé.”

In the standards context, this “lost opportunitfg] avoid infringement at an early stage” is
precisely the issue.

Likewise, regardless of investment by the infringssurts typically deny laches when the
infringer would have continued development andssedgardless of action by the pateritedt
an infringer does not submit evidence that thep@d selling an infringing product after a
patentee filed suit, courts can deny laches basethanference that earlier filing would not have
caused the infringer to act differentfif. Of course, a firm practicing a standard can haaffigrd
to stop using it at the first sign of suit.

Furthermore, courts often assume that the deferftidees his chances” with infringement if
he has notice of the patentee’s claiffs[The] requirement [of proving economic prejudids]
almost impossible to meet when the accused infrikgew about the patent and received notice
that it would face litigation if it persisted™®

“Nothing about the timing of this suit affected gtlnfringer's] conduct, let

alone caused it to make expenditures in detrimeeta&nce on delay. [It] knew

112 State Contracting & Eng’'g Corp. v. Condotte Amg.| 346 F.3d 1057, 1066, (Fed. Cir. 2003) (quoting
Hemstreet v. Comp. Entry Sys Co/2 F.2d 1290, 1294 (Fed. Cir. 1992) and cithuggerman 960 F.2d at 1033;
E?sser Chair Co. v. Infanti Chair Mfg. Cor®0 F.3d 770, 773 (Fed. Cir. 1995)).

Id.
14 aitram Corp. v. Rexnord, Inc., 15 USPQ2d 116 B4L(E.D. Wis. 1990)ev'd on other ground939 F.2d 1533
(Fed. Cir. 1991).
115 Meyers v. Brooks Shoes, 912 F.2d 1459, 1463 (€&d1990).
18 Maxwell v. J. Baker, Inc., 875 F. Supp. 1371, 1890Minn. 1995)aff'd in part, rev'd in part, vacated in part &
remanded86 F.3d 1098, 39 USPQ2d 1001 (Fed. Cir. 1996), denied, 520 U.S. 1115 (1997)
17 SeeChisum,supranote98, at fn 177.
18|n re Mahurkar 831 F. Supp. 1354, 1379-80 (N.D. Ill. 1998¥:d, 71 F.3d 1573 (Fed. Cir. 1995).
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about the patent, knew [the patentee's] positiaeykthe risks, and took them. It
sought profit, and if it had been right in beliayitihat [the] patents were invalid, it
would have been entitled to the rewards of entregreship. But [it] turned out to
be wrong, so [the patentee] is entitled to damagéw infringer] gambled and
lost. Its risk-taking does not prevent [the patehtieom enforcing his statutory
rights.”*®

Using the presence of notice to deny laches isgaifgiant problem for software
standards because it is common for companies ®rgitice of infringement in hopes of
garnering a quick settlement, even when, as is camim the software industry, the
likelihood of infringement or validity is small. kever, a company using an industry-

wide standard cannot afford to stop at the firgh if trouble.

Finally, the speed of innovation in the softwardustry makes proving economic prejudice
in a way that would protect standards adopterscdiff A presumption of material prejudice
arises after six years, but proving prejudice atégsser period can be difficult. Even a delay of
two years after the infringer provided direct netito the patentee that the product may be
infringing could be insufficient?

(2) The Types of Injury Recognized as Prejudice

Economic prejudice as defined in the laches conteeglects two factors crucial to
infringement actions against practitioners of irtdusstandards. First, standards adoption
includes investments not easily documented, suchinas, effort, and indirect investments.
Calculating the costs of standards adoption islamib calculating expectation damages in
contract law.'*! The extent of expectation damages hinges on dansand foreseeability,
abstract ideas that are often difficult to applyatepecific cas&? This difficulty is exacerbated

in the standards context because the functionaoidsirds as a means for interoperability means

19 Chisum,supranote 98 quotingIn re Mahurkar, 831 F. Supp. at 1379-80.
120 seeChisum,supranote 98 (citing Ecolab, Inc. v. Envirochem, 1264 F.3d 1358, 1371-72 (Fed. Cir. 2001) (a
district court did not abuse its discretion in diag summary judgment against a defense of lachéssatoppel,
after an accused infringer entered into a settl¢miea patent owner's suit alleging infringemenadirst product,
the accused infringer developed a new productaticeised infringer asserted that it had sent & latie a sample of
the product to the patent owner a week beforediniting the new product on the market, statingéigebon
infringement, but had received no response fronpttient owner; two years later, without warning platent
owner filed suit for infringement, seeking an “imdiege injunction.”; the district court found ththe accused
infringer had suffered no economic prejudice raésglfrom the patent owner's delay in filing suts éxpenditures
incurred in introducing the new product were “megfalisiness decisions to capitalize on a market dppiby.”)
Ez ARTHUR LINTON CORBIN, CORBIN ONCONTRACTS, § 11-56-1 (rev. ed. 1993).

Id.
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that the connection between a standard and a conspewsts and profits is very real, but often
quite diffuse and attenuated. Competitors oftentragsee to engage in a collaborative standard
setting process rather than competing between atdsdCompanies must then spend time and
resources adopting a standards, thus incurringgaifisant opportunity cost because those
resources could have been directed to developingiementing a different standard. Finally,
companies typically rely on standards by develomngurchasing complementary goods. To
put the issue more concretely, the aggregate imesgt cost to industry for a standard as
ubiquitous as, for example, Adobe PDF, seems intaie.

The second factor that traditional economic prejedails to account for is that standards
adoption typically consists of many small investisernprimarily to third parties to any
infringement dispute. As discussed in Section IhBtwork effects often result in broad-based
standards adopted by the majority of the softwadeistry. Thus, while any single firm may not
suffer from economic prejudice, the software industan suffer enormous damage in the
aggregate. The traditional equitable analysis lseddwn in the face of widespread industry
reliance because economic prejudice typically takss account only damage to the parties at

Suit.

3. Injunctive Relief

Courts may be more willing to deny injunctive rélim the wake ofeBay Inc. v.
MercExchangé?® UndereBay courts must employ the traditional four-factostteo determine
whether an infringement merits equitable relféfHowever,eBayis insufficient to protect open
standards. Although it is fortunate that courtsehamnch discretion in crafting equitable remedies
to patent infringement, the software industry needse certainty than theBaytest provides.
Good-faith standards adopters need a reliable tsafieor that protects them from unfair and
anticompetitive litigation. They need protectiomaangt damages as well as the knowledge that
they are safe from the imposition of ongoing ragsit

123126 S.Ct. 1837 (2006).

124|d.
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4. Adverse Possession

Professors Bagley and Clarkson have suggestectolats could use adverse possession to
resolve conflicts between antitrust and intellecpmperty’* One economic justification for
adverse possession is a Lockean idea that it “tengdsevent valuable resources from being left
idle for long periods of time by specifying proceelsi for a productive user to take title from an
unproductive user® Thus, adverse possession in intellectual propknty would protect
markets from which the property owner did not cleowsexclude participation by other firrtf,

Bagley and Clarkson’s conception of adverse possesss related to IP would apply to
continuous, long-standing, noninfringing use ofellgctual property? If a firm had market
power, the idea could be extended to refusals & useng a rule of reason analysis and a variant
of the “essential facilities” doctringé® Essentially, their proposal is that intellectuabperty
owners should enjoy the full scope of their propeght, but that prolonged noninfringing use
coupled with nonassertion should give rise to htrig continue such ugé®

Professor Carrier suggests a similar apprd&chAccording to Carrier, “the right to exclude
is only partially necessary to achieve the statalgyfor property and IP-* In industries such
as “semiconductors, office equipment, motor vekiclextiles, primary metals, instruments,
food, printing/publishing, steel, and electric campnts,” firms often view patents as ineffective
appropriability mechanisms and prefer market-baseentives such as branding, lead-time, and
first mover advantagE® Particularly in network markets, patents play asleital role in
spurring innovatiort>*

Several defenses already exist in patent law thah ppon the right to exclude. First, state

sovereign immunity and compulsory licensing protegainst injunctions, particularly in cases of

125 Constance E. Bagley & Gavin Clarks@wjverse Possession for Intellectual Property: Aitapan Ancient
concept to Resolve Conflicts Between Antitrustlatallectual Property Laws in the Information Adeés Harv.
J.L.& TECH. 327 (2003).
12614, (citing ROBERTCOOTER& THOMAS ULEN, LAW AND ECONOMICS 156 (1988), GHN LOCKE, SECOND
TREATISE OFGOVERNMENT § 25, in WO TREATISES OFGOVERNMENT 336 (P. Laslett rev. ed. 1963) (1690)).
127

Id. at 374-75.
128

Id.
1291d. at 376.
%014, at 392.
131 Michael A. CarrierCabining Intellectual Property Through A PropertarBdigm 54 DUKE L.J. 1 (2004).
132

Id. at 7.
1331d. at 40.
134 |d
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“medical need, public sanitation, and transportatiequirements*®*® In addition, inequitable
conduct, prosecution laches, patent misuse, exbaygnplied license, repair, estoppel limits on
the doctrine of equivalents, and the first inverdefense all contain equitable restrictions on the
right to exclude® Carrier argues that additional necessity consiiters, such as public health
emergencies, should allow circumvention of patigfits '’

Standards estoppel shares with the proposals é¢$3@s Carrier, Bagley, and Clarkson the
underlying principle that the patentee builds upaat of reliance interest when he uses a
technology that is later determined to infringeagept. However, standards estoppel is different
in that it applies to a limited set of circumstasmiesd is designed to protect against specific types
of anticompetitive, strategic behavior. The purpbshind the standards estoppel doctrine is not

to protect industry participants, but rather thiévgare industry as a whole.

D. Responding to Criticism

Such severe limitations on remedies may seem teedse incentives for innovation, but we
believe that this is not the case. Whenever a éidopts some technology, there is some risk that
the firm infringes a patent, since actual infringgmis indeterminate before suit. Generally the
patentee receives the benefit of that informatmithe patentee, since a finding of infringement
typically merits not only an injunction against dtg infringement, but damages for past
infringement™*® Under Grain Processing, however, the infringer daim that if he had known
that his technology infringed, he would have addptedifferent, non-infringing technology.
Thus, the benefit of the information shifts to timéringer where there were noninfringing
alternatives to the patented technology. Herentlastry as a whole, rather than a single firm, is
choosing a technology to adopt. Typically there raany technologies to choose from, yet all
bear some risk of infringement. Like an infringerder Grain Processing, the industry should be
able to claim the benefit of the information.

Grain Processing has generally met with appr&iahough it is not without its critic§? In

particular, Grain Processing may allow an infringgeretroactively switch his decision to adopt

1351d. at 108.
136 |d.

¥71d. at 123.

138 See Dennison Mfg. Co. v. Pand@orp, 475 U.S. 809 (1986).

13935ee, e.g.John W. SchlicheMeasuring Patent Damages by the Market Value aéritions — Th&rain
Processing, Rite-Hitgnd Aro Rules 82 JPAT. & TRADEMARK OFF. SOC'Y 503, 532 (200).
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the technology and thus enjoy a “free option” te aspotentially infringing technology without
risk. However, an important consideration undend#ads estoppel is that the patentee would
not be denied remedy so long as she spoke up befiget of industry lock-in and the attendant
sunk costs. Additionally, when the industry formakan open standard, it attempts to define a
framework for competition between firms, not adappotentially infringing technology with
which to compete with other firms as in Grain Pssteg. Patent law should adapt to reflect this
pro-competitive purpose. Preventing a “snake ingtass” or “bait and switch” tactic to impede
the normal course of industry growth is importanehsure that patent law continues to provide

efficient incentives for innovation in the softwanelustry.
V.  Amplification and Explanation

A. Requirements, Limitations, and Exceptions

The software industry and the companies that caapiti suffer injury when a patentee
asserts a patent against an established standamtiich the industry is “locked in.” This is
inefficient because the perceived cost of the stethdnay be significantly lower than its real
cost, which may not be revealed until long aftex thdustry has adopted and relied upon the
standardized technology. The presence of two factbould reduce or eliminate the availability
of remedies in a patent infringement suit involvaetgndardized technology.

First, the particular infringer and the industryasvhole easily could have chosen another
technology but are now “locked in” due to netwoffeets and high switching costs. This factor
arises in cases where several viable technologiepeted for adoption. Presumably in such a
scenario, the industry settled on the technology Wie maximum gain at the minimum cost,
where the cost included any patent royalties necgds implement the standard. For example,
the computer industry easily could have adoptelaeeitBM’s token ring or the open Ethernet
standard as a networking protocol, but settlecherBthernet protocdf

Second, the industry as a whole, rather than desiubgfendant, has experienced economic

prejudice from the adoption of the standardizethnietogy. The benefits of standardization are

1405ee, e.glerry A. Hausman, Gregory K. Leonard, & J. Gregdidak, Patent Damages and Real Options: How
Judicial Characterization of Non-Infringing Altetinees Reduces Incentives to Innovate, 22 BerkeleghTL.J.
(2008).
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not without cost to industr{#? The industry tries to minimize this aggregate caodten by
creating an open standard where no firm can chaxgeopoly rents*® One can infer economic
prejudice against the industry as a whole whenagreement suddenly changes, such as when a
patentee unexpectedly asserts a patent againstramehed industry standard.

Whether the standard arase factoor through promulgation by an SSO, whether only on
several standards gained widespread adoption, ehetie standard was entirely open or
partially closed, or whether the standard was petgmy or non-proprietary are generally
irrelevant. The key consideration is reasonabl@stny reliance on a degree of open access to a
standard, reliance that was violated by an unerpgeatfringement suit that would yield

significant costs due to “lock in” of the standard.

B. Effects on Remedies

An infringement suit of the type described in Sactill.A should give rise to “standards
estoppel,” which would prevent the patentee fronndpeawarded an injunction. Standards
estoppel works under a principle similar to equéadstoppel to deny the plaintiff an inequitable
injunction. However, in contrast to equitable egpip an affirmative act by the patentee is
unnecessary because the widespread adoption cdndastl is sufficient to prove that the
patentee should have known of the infringement.aBse the costs to industry are so high, it is
not unreasonable to impose upon the patentee immatifve duty to take action before industry
“lock in.” Furthermore, a firm should not be enjeth from practicing an industry standard,
particularly since the standard arose through tt®mres of the industry as a whole. Denying
grants of inequitable injunctions against stand&dastal for the growth and development of the
software industry and is in line with recent Supee@ourt precedent that realigns the remedy of
patent injunctions with its equitable rodf8.

In most cases, however, the patentee seeks reyadtiber than an injunction because the
value of the standard lies in its widespread adopth finding of standards estoppel would limit

or eliminate the availability of damages, thus praing patentees from misappropriating this

142 5ee suprasection I1.C.

143 As discussed in Section I.A, openness does ndyithpt a standard is non-proprietary. For examglim with
rights in a proprietary standard might agree nasteert those rights at all, not to assert righésrest non-
commercial users, or not to assert rights agaunsioas of open source software in order to spuptado of the
standard. For example, Adobe has quite successfdtipted such a strategy with its PDF format.
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value. The limitation on damages is similar in pijhe to laches, but there are several key
differences. First, the clock starts for standaedoppel when the standardized technology is
adopted, not when the patentee becomes awarerofgament. This can be important if, for
instance, a new patent issues that reads on aestalblished standard. Second, the time period
necessary to bar an award of damages must reneaiblé and reflect the needs of the industry.
While theoretically flexible, laches effectivelyrfctions as a statute of limitations for patent law
with a fairly strict six year bar. Under standamstoppel, industry “lock-in” would prohibit
damages as soon as it occurs. The very fact thadfiware industry works so hard to establish
standards with some degree of openness demondtratasonopoly rents on powerful network
goods can be too high a price to pay. Patent lasuldhnot extract from the industex posta

level of rents vastly above what it would have beshng to payex ante

C. Assignment

In order to provide meaningful protection to goamitf standards adopters, standards
estoppel should not terminate at patent assignmdet.state of the law with respect to implied
licenses after assignments is somewhat uncleagursgtions that arise from the law of implied
license should be irrelevant since standards estqmpallels the logic of laches and equitable
estoppel. Those doctrines provide ample ground efxtending the protection afforded by
standards estoppel through assignments.

Patent licenses are contractual arrangements. éafest who assigned a patent that was the
subject of an ongoing license and who was thenlartalfulfill the terms of that license would
thus have violated a contract. The result is notlear with implied licenses, which arise when
the patent owner’s behavior implicitly authorizese 1of the patented technology. Because courts
typically hesitate to recognize implied licensed amen then treat them as having narrow scope,
cases in which an assignee sues the beneficiaag ohplied license from the assignor (likely a
potential customer) are rare. However, equitableopgel bars not only relief for past
infringement but also future claims for infringemiethe purpose of the doctrine would be
frustrated if assignment could void the estoppebrédver, “[a]n implied license’s scope and

duration depend on the circumstances that creatécémse.**® The nature of standards estoppel

145 Chisum,supranote 98, ch. 16.03, § 2.b.v. (citif@rborundum Co. v. Molten Metal Equipment Innowasio
Inc., 72 F.3d 872 (Fed. Cir. 1995)).
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suggests that the scope of the license should éxtethe standard in question and the duration
should be indefinite.

The case with laches is more clear. A patentee asnot evade laches by assigning the
patent. In laches, “[i]t is well-settled that intdemining the length of delay, a transferee . usin
accept the consequences of the dilatory conduichimiediate and remote transferors. . . . While
this rule may operate harshly on good faith puretgsthe primary purpose of the laches
doctrine is to protect accused infringers fromestahims.**®

Patent owners must record patent assignments W&HJSPTO. Under 35 U.S.C. § 261,
unrecorded assignments are void after 3 monthsisigaona fide purchasers. However, there are
no recording rules for licensees, and the burdemithe assignees to make inquiries as to pre-
existing behavior that would give rise to equitalelstoppel or laches defenses. Standards
estoppel should follow a similar analysis. The gse and assignor can contract for a private
remedy, such as a warranty that the assignor hasngaged in activity that would give rise to
standards estoppel. This allocation of the burdemgnts patentees from evading the restrictions

of standards estoppel by assignment.

D. Bankruptcy

Bankruptcy is a more difficult case than assignneetause bankruptcy law often permits
estates to either assume or reject IP liceh¥e¥hen a licensor enters bankruptcy, “[tlhe
licensee loses continued use of the licensed autelal property and is left with a pre-petition
claim for contract damaged® If bankruptcy courts categorize use of patentethrtelogy
permitted by standards estoppel as a license, steerdards adopters would unexpectedly and
unfairly lose their safe harbor through no faulaotion of their own.

Even more worrisome is the fact that a bankrupttate has far different interests than the
original company had. Bankruptcy estates have wuciigdy duty to the company’s creditors and
have incentives to maximize short term profitsheg €xpense of long term relationships. When

the only significant assets remaining in a compampossession are IP, litigation becomes an

146 Chisum,supranote 98, at ch. 19.05, § 2.ii (citifigastman Kodak Co. v. Goodyear Tire & Rubber Cb4 F.3d
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attractive course of actidit’ Thus, although a company like Adobe has everyoreas avoid
litigation when its business model for PDF is byplimarily on reputation and trust, this
behavior might change if the company fell on hanges and entered bankruptcy proceedings.
Indeed, the fiduciary duty to creditors might gihie bankruptcy estate little choice but to extract
rents and sue for infringement wherever possible.

Bankruptcy would thus become an attractive targdtlaave a large loophole in the doctrine
if bankruptcy terminated standards estoppel. Thezlrier standards estoppel to persist through
and beyond bankruptcy proceedings is similar tontted for implied licenses to persist through
assignment. Both implied licenses and standardsppst hinge on a reliance argument — the
patentee’s action (or inaction) gives rise to ao@able expectation in the user of the patented
technology that he may continue his use unmolested.

The key issue in a bankruptcy proceeding concerihgs categorizing the contractual
relationships involving the IP. The debtor's reabgerty and chattel automatically enter the
bankruptcy estat€® In contrast, completed sales are excluded fromb#mkruptcy estate. IP
licenses fall in between and are categorized asclgory contracts” that “may constitute net
assets or net liabilities of the estate,” dependingthe contractual obligations that remain
unfulfilled.™* Protection by way of standards estoppel, as withnaplied license, does not
reflect an ongoing relationship between the paniethe type that should be categorized as an
executory contract. It is more like a completed ghht a bankruptcy court should treat as final.
In a manner similar to adverse possession or pemrysestoppel, standards adopters build up a
reliance interest in use of the patented technolGgynpromising that interest in bankruptcy is at
odds with the fundamental purpose of standardppstpwhich is to provide a safe harbor for
good faith standards adopters.

Bankruptcy courts could classify standards estopgel a form of irreversible asset
depreciation, like a sale. If the patented techgplas effectively adversely possessed, such as
in the snake in the grass situation, then the pa¢ewaived ownership over the IP in a certain
context and cannot regain it, no more than a batkeal estate owner could regain possession
of adversely possessed land. If instead standatdppel arose through promises of openness, as

149 SeeElizabeth Montalbano, PCWorld.com, Novell Won'trBue Unix Copyrights,
http://www.pcworld.com/article/id,135959-c,unixfate.html (Aug. 15, 2007).
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in the bait and switch strategy, then the pateptgenanently reduced the value of the patent in
exchange for industry adoption. Here the deal ised@nd the option of reneging on the deal
should be unavailable to the bankruptcy estate.

Bankruptcy courts could instead categorize starsdasioppel as an implied license. Here
too, though, the obligation should survive a bapkey filing for public policy reasons. Although
such obligations are rare in bankruptcy law, theytainly exist. For example, child support
obligations and most taxes are categorized asifyridebts that are non-dischargeable because
they have complex ethical, social, and public icgtions that transcend the merely
commercial®® Standards estoppel is similar. The doctrine afddads estoppel is necessary not
to punish the patentee for bad behavior, althowghldzhavior will often be present, but rather to
protect market participants who adopted a standé@fda good faith belief that it was open and
now can only switch with considerable expense. Tihances of a particular patentee are

irrelevant.

V. Conclusion

While the hole in the doctrinal fabric of patenfringement defenses is small in terms of the
types of enforcement actions that should be esthpiee damage to the software industry is
considerablé>® On Feb. 22, 2007, a district court awarded $1i8® in patent damages, the
largest patent award in history, over infringemeinthe proprietary MP3 music format. Though
Microsoft has licensed MP3 from Fraunhoffer, Ald¢dtecent claims that this license does not
cover Alcatel-Lucent’'s patents. Many other compangich as Apple and RealNetworks, also
rely on the Fraunhoffer license and are thus new at risk of infringement suits. MP3 is a well-
established, proprietary standard, but the preerent to which patents owned by different
entities applied to MP3 has always been in quesfitie industry needed a reliable format for
storing music, and each of these companies mady effert to obtain the appropriate licenses.
Only after the deal was well-settled did Alcatelekeat attempt to exact a surcharge.

A doctrine of standards estoppel would prevent camgs from strategically asserting

patents to gain inefficiently high rewards for thpatents. However, it would not prevent their

52| a similar vein, Student loans are dischargeablg for “undue hardship,” although they are cifisg as non-
priority debts.
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assertion at all. Rather, companies with paterasrtiight cover an emerging standard would be
required to make known those patents at an eabeseither asserting them in an infringement
suit or using them to participate in the standapdscess. Thus, the incentive to research
innovations that result in standards-relevant gatenset at the optimal level while avoiding

wealth transfer from companies that would othensend the billions in litigation and damages

on further innovation.
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