STANDARD-ESSENTIAL
PATENTS AND DEFENSE
OF COMPULSORY LICENSE
UNDER ANTITRUST LAW

- BARDEHLE

PAGENBERG .

o !;:; .

-

“Passion.

www.bardehle.com

-



http://www.bardehle.com




CONTENTS

O O© O O WY OO O xu1 g O

1. What are standard-essential patents?
2. Legal particularities of standard-essential patents
2.1 FRAND declaration
2.2 Antitrust law
3. Defense of compulsory license under antitrust law
3.1 Orange Book Standard (German Federal Court of Justice)
3.2 Huawei v. ZTE (European Court of Justice)
3.3 FRAND Einwand (German Federal Court of Justice)
4. Requirements for a defense of compulsory license under antitrust law
4.1 Notice of infringement by the patent proprietor
4.2 Declaration of willingness to take license by alleged infringer
4.3 Frand license offer by the patent proprietor
4.4 Reaction and count-offer by the alleged infringer
4.5 Rendering of accounts and provision of security by the alleged infringer
5. Summary



Standard-essential patents can establish a
dominant market position which may lead to
special requirements for the enforcement on
the part of the patent proprietor and may entail
the possibility of a defense of compulsory
license under antitrust law on the part of the
alleged patent infringer. The European Court of
Justice defined specific requirements in 2015.
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STANDARD-ESSENTIAL
PATENTS AND DEFENSE

OF COMPULSORY LICENSE

UNDER ANTITRUST LAW

German patent law generally enables
patent proprietors to exclude any third
party from using the technological
teaching protected by their patent. How-
ever, when it comes to standard-essential
patents, antitrust law may prevail over
this principle in certain circumstances.

The present brochure intends to provide
a brief overview of the legal particulari-
ties of enforcing standard-essential pat-
ents and/or of a possible defense against
such enforcement.

1. What are standard-essential patents?

In many industries, the compatibility of prod-
ucts by different manufacturers is essential. For
example, the fact that a standardized telecom-
munications network exists over which devices
by different manufacturers can communicate
causes a considerable increase in efficiency for
users.

For the purpose of standardization, the compa-
nies of the industry in question need to agree on
using a certain technology. Such an approved
technology is called an “industry standard”.

An approved industry standard is usually based
on technologies which one company or several
companies from the industry in question pre-
viously developed and subsequently suggested
for use in the industry standard. Usually, the
companies have previously already applied for a
patent for the relevant technology. Such patents

are referred to as “standard-essential patents”
because using them is inevitable when using
the industry standard.

A plurality of (alleged) standard-essential pa-
tents normally exist for complex industry stan-
dards. For example, companies have declared
more than 5000 patent families essential for the
LTE standard at the standard setting organiza-
tion ETSI.

2. Legal particularities of standard-
essential patents

In an economic sector with an established
industry standard, products usually have to
support said standard in order to be competitive
at all. However, since such products inevitably
use the standard-essential patents, the propri-
etors of such standard-essential patents could
theoretically prevent providers from entering
the relevant market by asserting their claim for
injunction. Against this background, there are
two legal particularities which set standard-es-
sential patents apart from non-standard-essen-
tial patents.

2.1 Declaration of willingness to grant
alicense

To ensure that everyone will be able to use

an approved industry standard, the standard
setting organizations demand companies that
propose a technology for a standard to declare
their willingness to grant everyone a right of use
of the protected technology. The details of such

1. What are standard-essential
patents?

2. Legal particularities of
standard-essential patents

2.1 Declaration of willingness
to grant a license



2.2 Antitrust law

3. Defense of compulsory
license under antitrust law

3.1 Orange Book Standard
(German Federal Court of
Justice)

3.2 Huawei v. ZTE
(European Court of Justice)

a declaration of the willingness to grant license
differ depending on the standard setting orga-
nization, but usually the willingness to grant a
license on fair, reasonable and non-discrimina-
tory (FRAND) terms is declared.

The legal nature of such declarations of the will-
ingness to grant a license has not finally been
decided on by the Federal Court of Justice; but
so far, the majority of German courts of lower
instance have refused to directly derive claims
by license seekers based on a declaration of the
willingness to grant a license.

2.2 Antitrust law

Art. 102 TFEU prohibits any abusive exploita-
tion of a dominant market position. As we have
already explained, a standard-essential patent
may establish a dominant market position if its
use is a requirement for entering a market and if
making a competitive offer is not possible with-
out using the standard-essential patent. In that
case, refusing to grant a license, or demanding
unreasonable or discriminating royalties may
constitute abuse as prohibited under Art. 102
TFEU.

3. Defense of compulsory license under
antitrust law

If the requirements of Art. 102 TFEU are met, a
patent user can use this as a defense against the
enforcement of the claims based on a stan-
dard-essential patent by the patent proprietor.
Since the rights of the patent proprietor which

are guaranteed by the constitution are limited
by such a defense, case law has repeatedly set
high standards for the defense of compulsory
license under antitrust law.

3.1 Orange Book Standard (German
Federal Court of Justice)

In the decision Orange Book Standard of

May 6, 2009 (case no. KZR 39/06), the German
Federal Court of Justice decided that a patent
proprietor only acts in an abusive manner if the
patent user provided them with an uncondi-
tional offer for concluding a license agreement
to which they feel bound, and which the patent
proprietor, if they want to adhere to the prohi-
bition of discrimination and unfair hindrance,
must not reject, and if the patent user meets the
obligations to which the license agreement to be
concluded subjects the use of the subject-matter
to be licensed for the period during which they
have already used the subject matter of the patent.

3.2 Huawei v. ZTE (European Court of
Justice)

The European Court of Justice rendered its first
decision on the defense of compulsory license
under antitrust law on July 16, 2015 in the pro-
ceedings of Huawei v. ZTE (case no. C 170/13).
The European Court of Justice ruled as followed
on the questions referred to it by the Regional
Court of Duesseldorf:

1. Article 102 TFEU must be interpreted as
meaning that the proprietor of an SEP [stan-



dard-essential patent], which has given an
irrevocable undertaking to a standardisation
body to grant a licence to third parties on
FRAND (fair, reasonable and non-discrimina-
tory) terms, does not abuse its dominant posi-
tion, within the meaning of Article 102 TFEU,
by bringing an action for infringement seeking
an injunction prohibiting the infringement of
its patent or seeking the recall of products for
the manufacture of which that patent has been
used, as long as:

- prior to bringing that action, the proprietor
has, first, alerted the alleged infringer of the
infringement complained about by desig-
nating that patent and specifying the way in
which it has been infringed, and, secondly,
after the alleged infringer has expressed its
willingness to conclude a licensing agreement
on FRAND terms, presented to that infringer
a specific, written offer for a licence on such
terms, specifying, in particular, the royalty
and the way in which it is to be calculated,
and

where the alleged infringer continues to use
the patent in question, the alleged infringer
has not diligently responded to that offer, in
accordance with recognised commercial prac-
tices in the field and in good faith, this being a
matter which must be established on the basis
of objective factors and which implies, in par-
ticular, that there are no delaying tactics.

2. Article 102 TFEU must be interpreted as not
prohibiting, in circumstances such as those

3.3 FRAND-Einwand (German
Federal Court of Justice)

in the main proceedings, an undertaking in a
dominant position and holding an SEP, which
has given an undertaking to the standardi-
sation body to grant licences for that SEP on
FRAND terms, from bringing an action for
infringement against the alleged infringer of
its SEP and seeking the rendering of accounts
in relation to past acts of use of that SEP or an
award of damages in respect of those acts of use.

According to the decision of the European Court
of Justice, the proprietor of a standard essential
patent does not abuse its dominant market posi-
tion by asserting claims for an injunction or re-
call if, firstly, they notified the alleged infringer
of the patent infringement before bringing the
complaint and made a license offer on FRAND
terms to the alleged patent infringer, provided
that the latter had declared their willingness

to take a license, and if, secondly, the alleged
infringer did not react diligently to the license
offer, i.e., particularly, did not make a count-
er-offer, did not render account regarding the
infringement and did not provide security.

3.3 FRAND-Einwand (German Federal
Court of Justice)

On May 5, 2020, in its decision FRAND-Ein-
wand (case no. KZR 36/17), the German
Federal Court of justice rendered the first
decision on the defense of compulsory license
under antitrust law after the decision by the
European Court of Justice. In said decision, the
German Federal Court of Justice first confirms
its Orange Book Standard decision. Addition-



4. Requirements for a defense
of compulsory license under
antitrust law

4.1 Notice of infringement by
the patent proprietor

4.2 Declaration of willingness
to take license by alleged
infringer

ally, the German Federal Court of Justice states
that asserting claims for injunction, recall and

destruction by way of a complaint can also
constitute an abuse if the infringer has not (yet)
declared its willingness to conclude a license
agreement on certain reasonable terms, but

the patent proprietor, in turn, can be accused

of not sufficiently endeavoring to facilitate the
conclusion of a license agreement on reasonable
terms for an infringer that is generally willing to
take a license. In contrast to the previous case
law of courts of lower instances, however, the
German Federal Court of Justice defines strin-
gent requirements for the infringer’s willingness
to take a license. The German Federal Court of
Justice holds that the infringer has to declare

its willingness to conclude a license agreement
with the patent proprietor on reasonable and
non-discriminatory terms in a clear, unambigu-
ous and unconditional manner, meaning specif-
ically that they subject themselves to any terms
which turn out to be FRAND (“a willing licensee
must be one willing to take a FRAND license on
whatever terms are in fact FRAND”). Addition-
ally, a willing licensee also has to contribute to
the negotiations of the license agreement in a
purposeful manner even afterwards.

4. Requirements for a defense of
compulsory license under antitrust law

As explained in section 3, in its decision
Huawei v. ZTE (C-170/13), the European
Court of Justice defined several requirements
which the patent proprietor and the alleged
infringer in question must meet in order to

justify (on the part of the alleged infringer)
or avert (on the part of the patent proprietor)
the defense of compulsory license under
antitrust law. The details of these require-
ments are quite controversial, depend on the
individual case and are applied differently by
German courts of lower instances. Hence, we
will only be able to provide you with a rough
overview below.

4.1 Notice of infringement by the patent
proprietor

According to the decision of the European
Court of Justice, the proprietor of the SEP in
question is first obligated to notify the alleged
infringer of the SEP infringement, indicating
the SEP in question and specifying the manner
in which it was allegedly infringed (marginal
no. 61). The background of this obligation of
the patent proprietor is that there is often a
large number of standard-essential patents
which is why the infringer does not necessarily
know that it uses the teaching of a valid and
standard-essential patent (marginal no. 62).

4.2 Declaration of willingness to take a
license by alleged infringer

After the notice of infringement by the
patent proprietor, the alleged infringer

has to declare their intention to conclude

a license agreement on FRAND term (mar-
ginal no. 63). The German courts of lower
instances did not set high standards for these
requirements for a long time. However, in



its FRAND-Einwand decision, the German
Federal Court of Justice ruled that high
standards are to be set regarding the willing-
ness of the alleged infringer to take a license
and that, during the license negotiations, the
alleged infringer continuously and uncondi-
tionally has to make clear that they will take
a license on FRAND terms, irrespective of
what will in fact be FRAND.

4.3 FRAND license offer by the patent
proprietor

Subsequently, the patent proprietor has

to make a specific written license offer on
FRAND terms to the alleged infringer, spec-
ifying the royalties and the method of their
calculation in particular (marginal no. 63).
The European Court of Justice justifies the
fact that the patent proprietor has to make the
first offer by stating that the latter is better
positioned to assess which terms are material-
ly FRAND (marginal no. 64).

4.4 Reaction and counter-offer by the
alleged infringer

The alleged infringer has to react diligent-

ly to the FRAND license offer by the patent
proprietor and, specifically, must not pursue
any dilatory tactics (marginal no. 65). If they
do not accept the offer made by the patent
proprietor, they have to provide the patent
proprietor with a specific written counter-of-
fer on FRAND terms within a short period
(marginal no. 66).

4.5 Rendering of accounts and provision
of security by the alleged infringer

If the alleged infringer uses the patent, they also
have to render accounts regarding past acts of
use and provide the patent proprietor with an
adequate security for it (marginal no. 67).

5. Summary

The enforcement of standard-essential
patents considerably differs from the en-
forcement of non-standard-essential patents
because of the influence of antitrust law.

In particular, both parties have to establish
the actual facts for, or against, a defense

of compulsory license under antitrust law
prior to a complaint. On the part of the
patent proprietor, a complaint based on a
stadard-essential patent has to be prepared
carefully because the requests for an
injunction or recall may be rejected otherwise.
The alleged infringer also has to diligently
react to the actions of an SEP owner even
before a complaint is served in order to be
able to assert a defense of compulsory
license under antitrust law in case of a
complaint.
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