A UNIFIED FRAMEWORK FOR RAND AND
OTHER REASONABLE ROYALTIES
Jorge L. Contreras’ and Richard J. Gilbert™

“One question that I have been asked is, What's so special about
standard essential patents . . . 2 71

ABSTRACT

The framework for calculating “reasonable royalty” patent damages has evolved over
the years to a point at which, today, it is viewed by many commentators as potentially
misleading and untethered from its original purpose. We offer a proposal to modify the
framework for determining reasonable patent royalties that is based on recent scholarly
and judicial analyses of standard-essential patents that are subject to commitments to
license on terms that are reasonable and non-discriminatory (RAND). Litigated cases
have applied the traditional Georgia-Pacific factors to assess RAND royalty rates with
modifications to account for the circumstances of the RAND commitment and the
incremental value of allegedly infringed patents to the overall product offering. We
propose that the reasonable royalty analysis should be conducted in essentially the same
manner for all patents, whether or not they are encumbered by RAND commitments.
We find considerable support for our approach in the historical development of U.S.
patent law prior to the advent of the Georgia-Pacific test.
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INTRODUCTION

Technical interoperability standards—known by familiar acronyms
such as Wi-Fi, USB, HTTP, 3G and 4G—enable products manufactured
by different vendors to interoperate in a manner that is transparent to the
consumer. These standards were developed by groups of engineers
employed by different firms and institutions who collaborate, either in
person or virtually, at one or more standard-setting organizations (SSOs).?
Many of these SSOs require owners of patents that are essential to
practice a standard to license those patents on terms that are “reasonable
and non-discriminatory” (RAND) or “fair, reasonable and non-

discriminatory” (FRAND or F/RAND).3

For example, the Bylaws of the Institute of Electrical and Electronics
Engineers Standards Association (IEEE)* describe a typical RAND
licensing requirement for owners of patents that include claims that would
be infringed by products that comply with a standard.” Owners of such
patents must submit a letter of assurance to IEEE containing a statement

2. SSOs include a broad range of organizations, from large, well-established bodies
that address the standardization needs of major industry segments (e.g., the European
Telecommunications Standards Institute (ETSI) (mobile telecommunications), the
Institute of Electrical and Electronics Engineers IEEE), and the Internet Engineering
Task Force (IETF) (Internet protocols)), to smaller groups often referred to as
“consortia” that focus on one or a handful of related standards (e.g., the HDMI Forum,
Bluetooth Special Interest Group). We use the acronym SSOs to refer to both standard-
setting organizations and standards developing organizations (SDOs). See generally Brad
Biddle et al., The Expanding Role and Importance of Standards in the Information and
Communications Technology Industry, 52 JURIMETRICS 177 (2012) (describing the
standards-development “ecosystem”); AM. BAR ASS'N, STANDARDS DEVELOPMENT
PATENT POLICY MANUAL ix—xi (Jorge L. Contreras ed., 2007) [hereinafter ABA
PATENT POLICY MANUAL] (describing organizations involved in standard-setting).

3. We also use the term “RAND” to encompass commitments to license patents on
terms that are both “reasonable and non-discriminatory” and those labeled “fair,
reasonable and non-discriminatory” (FRAND), as commentators and courts have largely
treated these terms as synonymous. See U.S. DEP'T OF JUSTICE & U.S. PATENT &
TRADEMARK OFFICE, POLICY STATEMENT ON REMEDIES FOR STANDARD-
ESSENTIAL PATENTS SUBJECT TO VOLUNTARY F/RAND COMMITMENTS 1 n.2
(2013) [hereinafter DOJ/PTO POLICY STATEMENT], available at http://www.justice
.gov/atr/public/guidelines/290994.pdf  (‘Commentators frequently use the terms
“‘RAND” and “FRAND” interchangeably to denote the same substantive type of
commitment.”).

4. IEEE is a leading SSO that is responsible, among other things, for the
ubiquitous 802.11 suite of wireless networking standards commonly referred to as
“Wi-Fi.” See IEEE STANDARDS ASSOCIATION, http://standards.iece.org (last visited
Mar. 4, 2015).

5. IEEE-84 Standards Board Bylaws § 6.2, IEEE, available at http://standards.ieee
.org/develop/policies/bylaws/sb_bylaws.pdf [hereinafter IEEE Patent Policy].
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that the patent owner will make available to all applicants a license for
patent claims that are essential to the implementation of the standard
either without compensation or under reasonable rates, with other
reasonable terms and conditions that are demonstrably free of any unfair
discrimination.® We use the acronym SEP to refer to a standard-essential
patent subject to a RAND commitment and non-SEP to refer to any
other patent.

SSOs typically do not describe the specific terms of their RAND
obligations and instead have largely deferred to their members, as well as
the courts and competition enforcement agencies, to fill in the missing
details.” For the most part, the published opinions of enforcement
agencies and scholars have focused on what makes SEPs different from
other patents. In particular, they have addressed the following questions:

¢ What are reasonable and non-discriminatory licensing
terms and conditions, and, in particular, what is a

RAND royalty?®

6. Id

7. Some standard-setting organizations require royalty-free licensing, while others
require or allow patent holders to declare the maximum royalties and most restrictive
licensing terms for their patents. For a description of the licensing commitments of a
range of SSOs in the information and communications technologies (ICT) market, see
RUDI BEKKERS & ANDREW UPDEGROVE, A STUDY OF IPR POLICIES AND PRACTICES
OF A REPRESENTATIVE GROUP OF STANDARD SETTING ORGANIZATIONS
WORLDWIDE 27-30 (2012), available at http://sites.nationalacademies.org/
xpedio/groups/pgasite/documents/webpage/pga_072197.pdf  (describing the policy
commitment structures of ten major SDOs); Mark A. Lemley, Intellectual Property Rights
and Standard-Setting Organizations, 90 CALIF. L. REV. 1889, 1925 (2002) (studying
twenty-nine SSOs). The IEEE recently amended its patent policy to provide additional
details regarding its interpretation of the RAND commitment contained in the policy.
See News Releases: IEEE Statement Regarding Updating of ifs Standards-Related Patent
Policy, 1EEE (Feb. 8, 2015), http://www.ieee.org/about/news/2015/8_february
_2015.html; see also Jorge L. Contreras, IEEE Amends its Patent (FRAND) Policy,
PATENTLY-O (Feb. 9, 2015), http://patentlyo.com/patent/2015/02/amends-patent
-policy.html.

8. See, e.g., ABA PATENT POLICY MANUAL, supra note 2, at 47-62; Dennis W.
Carlton & Allan L. Shampine, An Economic Interpretation of FRAND, 9 .
COMPETITION L. & ECON. 531 (2013); Richard ]J. Gilbert, Dea/ or No Deal? Licensing
Negotiations in Standard-Setting Organizations, 77 ANTITRUST LJ. 855, 859 (2011);

Anne Layne-Farrar, A. Jorge Padilla & Richard Schmalensee, Pricing Patents for
Licensing in Standard-
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