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PROCEEDI NGS
STANDARD SETTI NG ORGANI ZATI ONS

MS. GALBREATH. If we could begin, good
nmorning. Welconme to the DOJ and FTC joint hearings on
Conpetition and Intellectual Property Law and Policy in
t he Knowl edge- Based Econony. We are here this norning
for the third roundtable discussion. M nanme is Carolyn
Gal breath. [I'man attorney in the Division's San
Franci sco O fice.

Joining ne to take on the noderating duties
this morning are Tor Wnston, he's an econom st in the
Di vi sion's Econom cs Advisory G oup, and Gail Levine.
Gail is Deputy Assistant General Counsel for Policy
Studi es here at the FTC

We'd li ke to welconme you all this nmorning to
this panel. We are going to be taking two issues today.
This morning we'll ook at standard setting
organi zations: evaluating anticonpetitive risks of
negotiating intellectual property and licensing terns and
conditions before a standard is set. Although our
di scussion could go much | onger than two hours, we wil|
[imt it to that amount of time and we will end as cl ose
to 11:30 this norning as possi bl e.

This afternoon, the hearings will resune at
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2:00 and there will be a roundtable discussion of

rel ati onship anong conpetitors and incentives to conpete
and particularly, we will be |Iooking at cross-Ilicensing
of patent portfolios, grantbacks, reach-through royalties
and non-assertion clauses.

Since our tinme is limted, we are not going to
be taking any breaks this nmorning. |If there are no other
housekeeping details, | think we'll begin.

On April 18th, our hearings devoted a day to
conpetitive issues that arise when standards are
promul gated that incorporate intellectual property. The
j oint hearings have explored in depth the broad-based
pro-conpetitive and innovati on enhanci ng aspects of
col | aborative or de jure standard setting. But as the IP
gui delines aptly note, intellectual property is neither
particularly free fromscrutiny under the antitrust |aws
nor particularly suspect under them

In April, we explored whether standards based
upon intellectual property may permt the intellectual
property owner to exercise conpetitive hold-up either by
failing to disclose IP during the standard setting
process or by inmposing onerous licensing terns on |IP once
it has been selected as a standard.

We heard testinony that the causes and effects
of non-di sclosure and licensing hol d-up present
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5
difficulties, both practical and |legal, for standards
groups, practitioners, intellectual property hol ders and
antitrust enforcers, and one aspect of hol d-up, whether
ex ante discussion and negotiation of |licensing terns
wi t hin standards organi zati ons would run afoul of the
antitrust law seens to merit nore focused scrutiny. It
is to that that we turn our attention today.

And 1'd like to turn now to Tor Wnston and ask
himto introduce our panelists.

MR. WNSTON: To help us navigate this
anal ytical and | egal thicket, we've assenbled a group of
di stingui shed panelists and I1'd like to briefly introduce
t hem

We have Joseph Farrell, who is the Professor of
Econonmics at University of California, Berkeley; Joe
Kattan, who is a partner at G bson, Dunn & Crutcher;
Scott Peterson, who is Corporate Counsel for Hew ett-
Packard Conpany and Chair of the ANSI Patent Committee;
Carl Shapiro, the Transanerica Professor of Business
Strategy at the Haas School of Business, University of
California, Berkeley; Earle Thonmpson, who is the
I ntell ectual Asset Manager and Senior Counsel at Texas
| nstrunments; and Paul Vishny, who is a menber of D Ancona
& Pflaum and General Counsel of the Tel ecommuni cations
| ndustry Associ ation.
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As a preface to our discussion today, we
t hought we'd have our panelists give a brief background
in ternms of their background with the standard setting
i ssues and how they becanme engaged in the topic for
di scussion today, the nultilateral ex ante di scussions of
licensing terms within standard setting bodies.

So, maybe if we can just go around the room |
don't know who would |like to start. Go ahead, Scott.

MR. PETERSON: | becane invol ved by being asked
to give advice on intellectual property issues that cane
up in the context of particular standard setting
activities and that evolved over a period of years to
where | was increasingly involved in the policy aspects
within HP of standard setting. So, | conme at this as an
intellectual property attorney who has had the chall enge
of advising a particular participant in these kind of
activities, and I want to make just a footnote, |'m not
here in ny capacity as Chair of the ANSI Patent G oup.
| " m speaki ng solely on behalf of HP

MR. KATTAN. My practice is very heavily
oriented toward technol ogy, and throughout the time |'ve
been in private practice, |'ve been involved in advising
clients on a broad range of issues having to do with
standard setting and al so with a phenonmenon that exists
in the conputer industry that is sonething short of the
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7
ki nd of formal standard setting that people generally
think of in terns of standard setting organi zati ons.
These are things that are called SIG or special interest
groups, that are a |lot nore formal and, at |east
historically, have typically involved royalty-free
licensing or reciprocal royalty-free |icensing where the
basic proposition is, if you want to get a license on a
royalty-free basis from everybody el se who is signing on
to the standard, you also agree to grant a reciprocal
i cense.

So, |'ve been involved in advising people on a
broad range of issues having to do with both these kind
of informal SIGs as well as the formal standard setting.

MR. FARRELL: [|'mJoe Farrell. 1'man
econom st and |'ve been working on the econom cs of
conpatibility and standards since the early 1980s. At
first, thinking primarily about de facto standards,
bandwagon effects and the like, and then in the md or
| ate '80s, getting interested in formal standards as
well. The feature of the formal standards process that
energed from ny discussions with participants and from
just thinking about the problem as an econoni st was
primarily the role of vested interests in creating
bar gai ni ng del ays i n adoption of formal standards, and |
view that as kind of a cousin to hold-up because the nore
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8
prospect for hold-up there is, the stronger the vested
interest, the nore |ikely bargaining del ays.

My interest in this topic, | guess, was
enri ched, shall we say, when | was asked to advise
M t subishi in the Wang-M tsubishi litigation on SIMVS.
So, I've been interested in this for quite a while. MW
general perspective, as you will probably hear, is one of
consi derabl e concern about these problens. So, perhaps
that will help make this a feisty discussion.

MR. VISHNY: | becane involved in the standard
setting process as General Counsel to TIA, the
Tel ecomruni cati ons I ndustry Association. In nmy practice,
anong ot her things, | represent several trade
associ ations, which are involved in various aspects and
are concerned with issues that are simlar to the ones
we're going to discuss, even when they're not involved in
standard setting activities.

TIA was actually forned not a terribly |ong
time ago, about 12 years ago with the com ng together of
two other trade associations, one of which | represented
since 1979. TIA has approximately 2,000 people who work
regularly on engineering committees in the fornulation of
standards in the tel ecomunications field, and in the
capacity as their General Counsel, |'ve been called upon
to give advice whenever problens -- the kind of problens
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9
we're going to discuss -- have arisen. They' ve been
extrenely infrequent and that increases ny interest. The
i nfrequency of the problemincreases the interest in kind
of a direct proportion to the subject matter of this
di scussi on.

MR. THOWPSON: | sort of backed into handling
the standards at Texas Instruments. |'mresponsible for
all of our standards organi zations worl dw de, our | egal
aspects of participation, and one of the things that --
we had a teleconference on all of this and Scott Peterson
had raised an interesting issue with ne. It was a
perspective issue. Scott and | don't necessarily see
eye-to-eye, which | think will come out sonme today, but
it may be because of the way we look at things a little
bit differently.

You know, froma licensing standpoint, | really
view the history of Tl as three sort of eras, and
basically, it was the pre-'85 kind of era in which nost
of the sem conductor conpanies -- and |"'monly going to
tal k about sem conductor |icensing today. W've done
sone others, but I'll just leave it at that. The genera
feeling was that in the industry it was cross-Ilicensing,
basically royalty-free, and it was portfolios. You
didn't worry about standards, particularly.

Yes, you did standards because you were selling
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10
jelly bean parts and they had to all go on the PC boards
t he same way, but there were not a whole [ot of things
ot her than that. Systens were very conplex and the
systemintegrators were the ones that were dealing with
system | evel issues.

Sone of that changed around '85, and the reason
being is there were a ot of new entrants into the field
that were wanting to play the ganme w thout having spent
the R&D. In other words, in sone cases, it becane a
national priority for some countries to be in the
sem conductor industry and there were massive infusions
of cash, and since we were -- the people that were in it
had al ready nade | arge investnents, you know, there's an
i nherent conpetitive advant age.

So, in the md-'80s, things changed a little
bit to where we just tried to |level the playing field.
There was still the same cross-licensing, it was still
basically the portfolio. You weren't so much concerned
about the standards issues because you never | ooked at
them Those weren't part of your licensing strategy.
You didn't worry about that. But you did |ook at how
much exposure sonebody had and, you know, noney exchanged
hands.

The present generation is a little bit
different. Again, we're going through another
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11
met anor phosis in the industry. W're |ooking at nost of
the P that we used to not have to worry about, it was
the systemintegrators' IP, is now noving onboard our
chips. W're no longer just a sem conductor conpany. W
sell software along with that, the support tools. W
provi de reference designs. Basically, the end product is
basically wap sone plastic around it, put a display on
it and sone batteries and you're ready to go.

Wel |, that exposes a whole different |evel of
exposure for the sem conductor conmpany. Now, all that
system | evel stuff that we used to not have to worry
about because we sold parts that the system i ntegrator
put together, all that's mgrating down to a single chip.
We're having to take on the system | evel responsibility.

The consequence, we've | ooked very closely at
how do we need to change, whether there is sonething to
the ex ante discussions of licensing ternms in order to
figure out how we handl e the indemification issues.

"Il tell you nmy bias right up front. Having | ooked at

this issue for about seven years as far as the changing

world that we're in, ny response is still, | don't think
it's necessary.

MR. SHAPI RO. Good nmorning, |'m Carl Shapiro.
"' man econom st out at UC, Berkeley. |'ve been studying
st andards and network effects, conpatibility, inter-
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connection issues for about 20 years. Like Joe,
actually, | also really starting thinking in terns of
conpetitive noves preenption, decisions about whether to
i nter-connect or nake your products conpatible with
anot her conpany's and seei ng how that played out in the
mar ket pl ace, but then over time recognizing, |earning and
focusing nore on sone of the formal standard setting,
which | like to think of in terns of a pre-conpetitive
phase, where conpani es woul d get together and essentially
deci de specifications or standards and then go out and
conpete in the marketplace, sort of a pre-conpetitive and
then a conpetitive phase.

Over the last five or ten years, | guess ny
interest has grown as it's beconme clear how inportant for
at | east a nunber of industries the standard setting
activities are. | think a lot of the conpanies | talk to
i ndicate, yes, there's nore and nore people devoted to
it, both engineers and business fol ks thinking about
standard setting. Then |'ve beconme involved in a nunber
of cases surrounding -- as an expert w tness or
consultant -- where sonme of the specific problens that
we're going to tal k about today have
cone up and then |I've | earned, again, probably over a
decade -- appreciated, | guess, the critical role of
intellectual property. That is kind of woven together
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13
with other things |I've been studying and working on
regardi ng the patent thicket, the increasing nunber of
patents, the fact that patents often are not applications
or pending patents may not be visible. So, these sort of
conpl ex of problenms that arises not just in standards
associated with patents can cone particularly into this
arena we're tal king about today.

So, that brings us right to the hold-up, the
sort of patent thicket, and how i nportant those things
are when there may be a | arge nunmber of technol ogi es and
patented technol ogi es that could read potentially on a
gi ven specification or standard.

MR. W NSTON: Thank you very much. We clearly
have a | ot of experience and vari ous perspectives and
opi nions represented here in the panel.

| wanted to just rem nd people to please speak
directly into the m crophone, as Carl did an excellent
job of doing. And | guess for our discussion today, we'd
like to break things down into sort of three nmain areas
of discussion. The first part, we'll tal k about whether
hol d-up occurs and nore about how nuch hol d-up occurs and
how we can identify those cases. |In the second section
then, we'll talk about whether these nmultilateral ex ante
di scussions may be useful in mtigating hold-up where it
m ght occur and the relating antitrust issues there. And
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then in the third section, we'll talk nore about other
mechani sms that m ght be able to be used to mtigate
hol d-up where it occurs, other nmechanisnms that may not
rai se such antitrust issues.

So, nmoving on to the first section of the
di scussi on today, ascertaining the existence and scope of
hol d-up in standard setting organizations and for the
pur pose of this discussion, | think we'd |ike to assunme
t hat we have a standard setting organi zation that
requires a commtnent to RAND, to reasonabl e and non-
discrimnatory licensing terms. And what we'd like to
expl ore are what potential remains for hold-up once a
conpany has commtted to RAND, identify the potenti al
causes of hold-up and try to assess how nuch hol d-up may
be occurring.

Before we launch into that, Carl Shapiro has
agreed to give us a brief definition of hold-up just so
that we all know what we're tal king about, that we're on
a comon ground here. For the record, too, he’'ll give us
a definition of what we're tal king about with ex ante and
ex post in this context.

MR. SHAPIRO |I'mglad | get to give the
official definition. | guess I'mgoing to be stuck with

this for a long tinme.

(Laughter.)
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MR. SHAPIRO: Hol d-up, | think, is associated
with commtnments or the expenditures of sunk costs. Let
me do it by way of exanple. | was involved in a case
relating to nodems. Ex ante, we would refer to the
situation before the group of conpani es have fixed or set
a standard or commtted to it. Ex post, after such a
comm t ment .

Ex ante, there may be, in that case apparently
were, a nunber of choices of different technol ogies or
specifications to build into the standard. Ex post,
there then may be certain essential patents that are
needed, technol ogies or patents that are needed to conply
with the standard. So, the notion of hold-up would be
t hat ex post there are very few choices, and a conpany
that controls an essential patent is in a very strong
bar gai ni ng position to extract royalties or other
concessions from people who want to conply with the
st andar d.

Ex ante, the bargaining positions are very
di fferent because, let's suppose, there would be maybe
| ots of choices rather than what |ater would becone the
essential patent. |In addition to the word "hol d-up,"
opportunismis a word that's commonly used in the
rel evant economcs literature, at |east, which is on
transaction cost econom cs, the notion that sonebody
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m ght wait, perhaps, until conm tnents were nade and then
seek to extract a high royalty or mght try to steer
things in a direction so that they woul d have an
essential patent but not have nade a firm conmm tment ex
ante on the ternms on which it would be |icensed.

MR. W NSTON: Thank you. For the first part of
this portion of the discussion, I'd |like to throw out
sone general questions and have peopl e respond.

Hopeful ly the conversation will just steer itself from
t here.

For this first part, if we could talk about, in
practical terms, how does an |IP holder hold up the
potential |icensees for a standard, the |icensees that
may want to adopt a standard? And what sort of
i nvestnents are |licensees making in adopting standards
that may be held up?

MR. THOWSON: | guess |I'Il take the first
whack at this. Interestingly, where | see nost of the
hol d-up comng fromis froma fair bit of fear,
uncertainty and doubt in that somebody -- you know, the
runor will start that sonebody has IP in this area and
t he engi neers, who are the ones that are at these
conferences, tend to get very concerned because they've
heard, oh, this could be a big problem

From a practical standpoint and what | see in
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my industry and what | basically advise the engineers
that we have that go to these things -- we don't send
busi ness people, we don't send |lawers -- is don't worry
so nmuch about what the IP is that is going into the
standard or who has it. To sonme extent, we'll sort that
out at the end. For one thing, you don't know what the
P is going to be. Most of these standards nove fairly
rapidly. It takes much |onger to get through the patent
office. So, yes, somebody m ght say, yes, |'ve got sone
| P in there.

Sonetimes the reason they're doing that is for
the counter-reason, it's not actually for extracting a
royalty, but to drive the technology in a different
direction. That technol ogy may well be sonething that
he's got ready to go into production, and so, it's nuch
better to go drive sonebody in the direction of where
he's already got a product or about to have a product
than into this other area, and the way of doing it is to
confuse it by saying, gee, |I've got IP in this area.

You can play this street on both sides. You
can gane it either way. As a consequence, | generally
tend to tell our people to pretty much ignore that. At
the end of the day, what | have to ook at is go and try
to figure out what's the |ikelihood that |I'mgoing to
have to be hit on a standard. Note that -- you know,
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this goes back to the perspective issue.

When | do out-licensing, | do not even | ook at
standards. In fact, the one thing | don't like is having
a patent that covers the standard, which is sort of a
different view than nost people. And the reason for that
is | don't have much bargaining | everage then. [|'m
limted to, in nost cases, a RAND situation. | do not go
in imrediately for an injunction, which is where you have
the maxi mum | everage. My ideal thing is to have
sonething that's used, it's very good to have and it's
not a standard.

On the other hand, where | do worry about it
fromthe standard, is comng in. |If there are other
pl ayers that are at the table that are | arge conpani es
such as nyself, | can | ook at that and go, fine, | can
work out a cross-license with themon a portfolio basis.
| am not interested in licensing just that standard. On
the other hand, if it is an individual, | |ook at that
and go, well, that may be a tax on the industry, and I
you know, it doesn't hurt ne any worse than anybody el se.
Sonetines that gets ganed |li ke sone of the nbdem cases.

There you will see that gane because what
everybody thought was happening was a | arge conpany --
and this was an ex ante discussion. A |large conpany put
up, here's our rate. Everybody |ooked at it and said,
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it's a | arge conpany, fine, we can cross-license. And at
the end of the day, that wound up going back to an
i ndi vidual with no exposure, and a certain -- Southern
California District Court said, gee, because they had put
that out in front, that's good evidence that wasn't the
| east bit anticonpetitive. Totally m ssed what the issue
was. The issue was the fact that you thought it was a
| arge conmpany, you could do a portfolio cross-1license,
not a license for that individual thing, and it wound up
bei ng an individual, no exposure.

So, it's a very difficult way of |looking at it.
That's kind of ny approach.

MR. KATTAN: It seenms to nme that the issue of
hol d-up has to be | ooked at in a context in which there
are alternatives or alternative technol ogi es or
alternative patents that could read on a standard, such
that the value of a particular patent is affected greatly
by whether or not it's incorporated to a standard, where
if it's not chosen into a standard, it has little val ue
or perhaps no value at all, but if it gets incorporated
into a standard, it has very significant val ue.

So, the question becones, is there a probl em of
a hol d-up where a technol ogy is adopted that, unbeknownst
to the industry that's adopting it, infringes a patent
t hat was not disclosed, or is subject to RAND royalties,
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which is a somewhat anorphous term because you have to
| ook at the custom of the industry to figure out what's
reasonabl e and non-di scrimnatory, where if there would
have been a contest anobng people who -- or conpanies that
have conpeting technol ogies, you m ght have had a | ower
royalty rate result.

| think that if you define the problemthat
way, hol d-up does occur. The big question is how often
does it occur and how often does it occur within the
standard setting body because there are very good
exanpl es where the party exercising the hold-up did not
participate in standard setting and, therefore, really
didn't have any obligation to disclose anything, didn't
have an obligation to nake patents avail abl e on
reasonabl e and non-di scrimnatory ternms.

That latter problemis just a practical
problem It's really not a |egal issue. Nobody can
really do anything about it.

|"ve talked to a |lot of people who work in
standard setting groups and have asked how often has it
been that sonebody has come in and said, choose ny
t echnol ogy, the other guys aren't telling you what
they're going to charge, |I'mdisclosing to you right here
and now what |'mgoing to charge and it's a pittance, go
with me? And that is a context where the antitrust
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concerns about joint discussions, that we've seen in
cases |i ke Addamax or Soundview, sinply don't conme up
because anybody is free to cone in and say, choose ne.

There's a concern about | egal exposure, it's
about the conpetitors who are participating in the
standard setting discussing, whether or not the terns
that are being offered are reasonable, and we can talk
about whet her that ought to be an antitrust concern.

Anyway, the answer to that question is, yes, it
has happened, but it doesn't happen very often. And to
me, that suggests that naybe the problemis not as
pervasive as sonme people mght think. | think that the
probl em does exi st, but conpanies that are engaged in a
contest to have their technol ogy chosen have the
opportunity to go in and say, choose ne and here are the
ternms, |I'mputting nmy cards on the table, choose nme, and
t hat doesn't happen very often. |t does happen.
Virtually everybody |I've talked to has said, yes, |
remenmber in such and such a case that happened. But
that's far fromthe norm

MR. VISHNY: | don't know if you're going in
order. | think what Joe has said would be a good tine
for somebody who represents a trade association, as such,
to say sonething about hol d-up.

| guess you can think of hold-up in several
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ways. You can think of hold-up as being related to tine.
You know, you hold up the adoption of a standard or you
hold up licensing for a period of tinme in order to
extract a fee that you m ght not otherw se be able to
extract. That woul d be hol d- up.

| suppose that in every standard setting
activity there is a measure of hold-up. |In this sense, |
mean, hold-up can be 10 mnutes and it could be 10 nonths
or it can be one week because there are al ways del ays
that arise in any process when two people have to cone
toget her and carry on commercial negotiations. | don't
t hi nk anyone can attri bute anything harnful, bad,
anticonpetitive or wong in the nmere existence of sone
delay that relates to the fact that sonmebody has
sonet hi ng that sonmebody el se wants.

In terms of what actually happens in the
standard setting process, for TIA' s standpoint, where we
have over 600 standards adopted, we have not even -- we
coul d not count the number of controversies we've had
over patents on one hand. |'ve seen problenms cone up
fromtime to tinme and they sinply get resolved, and they
tend to get resolved in a period of delay that is not
extreme, not harnful and not difficult.

| ' ve asked sonme other colleagues in the field
what their experience has been in terns of patent-rel ated
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probl ens that arise out of the adoption of standards. |
know that, for exanple, in the question of what is a
reasonable -- RAND ternms, that ANSI has said that they
have not had any conpl aints of controversies arising out
of RAND. A representative of IEEE told me that they have
had no conplaints. A representative of ATIS told ne that
t hey have had no conplaints. So, | guess when | say that
we have had | ess than a handful of conplaints, we have
nore than others, and what we have is indeed
insignificant. We have not seen this as a practical
pr obl em

MR. SHAPI RO Yeah, | guess | differ alittle

bit fromwhat Paul just said in terns of timng and

how -- the question was, what are the sources of hol d-up.
| think there are two. One is timng. It relates to
timng, but it's not what Paul said. | mean, of course

things are already slow. One of the problens with
standard setting is it's slow because it requires
consensus and so on and so forth, but | think that
relates to -- and, of course, people say, look, this
bar gai ni ng, there's nothing wong with that, that takes
time. But the problemis, if people hide their
intellectual property and then the process proceeds and a
standard is set, and then they reveal it, it's not |ike
t he whol e group can then quickly change course.
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So, there's a sense of conmm tnment once a
consensus has been reached that is hard to deal with. It
takes a long tine to shift to a new standard when the bad
news arrives that sonebody wants to hold up the group.

MR. VISHNY: | was not trying to say that tine
is the only indicator of hold-up. | agree that if
sonebody is sitting in the audience hiding intellectual
property, then raising it for the purpose of attracting a
very |l arge royalty, that would be a problem \Vhat |I'm
trying to say in that context, it's sinmply not the kind
of problem we have seen at TIA in the 600 some standards,
and it's not the kind of problemthat nmy coll eagues that
|" ve spoken to have seen in the course of their standard
forrmul ati on activities. | don't know whether it ever
exists, but | don't know that it's possible to address
every kind of problemthat could conceivably arise in
every kind of circunstance.

| think, for exanple, of the whole concept of
ex ante negotiations, that people com ng together in the
context of a standard setting commttee tal king about
their prices, | think of other trade associations |'m
involved with, for exanple, that don't set standards or
you have conpetitors who conme together to sell a product,
and | suppose if | walked in the roomone day and said,
you know what, folks, it's going to be okay today to talk
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about prices, there mght be a |large scale fainting that
woul d arise fromthe audience. It kind of assunes that
there is one kind of product that should be singled out
called intellectual property and there should be
di scussions permtted, which in other contexts are
generally considered to be, per se, unlawful.

MR. WNSTON: If | could just interject one
thing and then we'll nove on to Joe. For the purpose of
this discussion we're assum ng that the intellectual
property has been disclosed and there has been a
commitnment to license on RAND ternms. | think we're
tal ki ng very nmuch about sort of the fee hold-up that you
menti oned earlier, Paul.

MR. VISHNY: Well, we have, fromtime to tine,
had peopl e nmake comm tnents to RAND or people say they're
not sure they' re going to make commtments to RAND. |'m
sinply trying to say that we have sensed no practical
problemin the area.

MR. FARRELL: Well, I think -- let me junmp in
there if I can. Trying to get back to the question that
we' re supposed to be discussing which, as | understand
it, is how nmuch hold-up is there. It seenms to nme pretty
clear that to the extent these standards organizations
have a role, it's because coordinating on choosing a
standard is difficult, and the fact that they often take
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a long tinme and have troubl e coordinating on standard
pretty nmuch, | think, inplies that they're going to take
a long tinme and have trouble coordinating on a switch to
sonething else if the so-called RAND doesn't | ook so
reasonabl e to them

So, it seens to ne that econom c |ogic says,
pretty firmy, based on that |evel of description of the
situation, there's the prospect for problenms happening
quite a lot. And yet, | think we need to take very
seriously what Paul Vishny had said, which is, you know,
there's a remarkabl e | ack of conplaints about these
pr obl ens.

So, how can we understand that? Well, one
possibility is there are nmechani sns goi ng on that nake
things work out a |lot better than my capsul e description
says. Another possibility is that excessively high
royalties, in the sense that Carl sketched out, do get
charged but there's not a |lot of conplaining about that.
So, let's think about that for a noment. |Is that
possi bl e?

well, what would be the point of conplaining?
You'd have to think about what happens if somebody does
conplain. | think it's also relevant to observe that to
the extent that the people paying royalties are conpeting

agai nst each other and are all -- or believe that they're
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all paying roughly the sane royalty, there's a | ot of
pass-through, so it's the final consumer rather than
t hese conpetitors who end up paying.

So, it seems to nme that if one is going to take
the position that things seemto work out okay, | think
we owe it to consuners to delve a little deeper than just
saying we don't get a lot of conplaints. That's
certainly inmportant evidence to look at, but |I think it's
worth taking seriously the possibility, and | woul dn't
push it much harder than that, that the reason we don't
get conplaints is that the people who are ultinmately
harmed are not the people who are in the wong.

So, | think, you know, if we're right that the
obvi ous way of describing the econoni cs suggests that
there mght well be a lot of hold-up, and if we're right
that there aren't a |ot of conplaints, then | think we
really need to | ook deeper and say, okay, are there
institutions such as this mutual assured destruction or
portfolio cross-licensing that in practice pretty nuch
take care of the problem and how do they do that and when
do they break down and in what circunstances m ght they
tend to break down nore and so on?

O is it that high royalties get charged, but
nobody has both the information and the forum and the
incentive to conplain about it and it's not cl ear what
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happens if conplaints do get | odged or what is going on?
| don't think we should just start by saying there's
obviously a problem and I don't think we should just
start by saying there's obviously not a problem

MR. PETERSON: So, | think it's inportant to
keep in mnd that hold-up is not a binary thing. It's
sonething that's a matter of degree. There may be many
cases which don't rise to the extraordinary |evel that
they get a high visibility of attention. The degree to
whi ch a particul ar patent obtains added | everage by
becom ng essential to a standard varies quite a bit and
the extent to which sonmeone exploits that varies quite a
bit. | think there are many cases where those who are
i npl ementing and who ultimtely do get |icenses, their
goal at the end of the day, of course, is to participate
in the marketplace. They' re going to try to solve that
pr obl em

And npost of the tinme, they will solve it by
obtai ning sone sort of a |license, and they may be
troubled by the restrictions that are inposed on them as
a result of the license, the extra grants that they nay
have given up or the costs, but at the end of the day,
they're going to nove on. They're not going to come back
to the SDO and conplain. The SDOs have made it very
clear that they don't want to hear about this stuff.
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SDOs are not forums in which one goes for a resolution of
what RAND is, and they've made it quite clear.

Joe Kattan was nentioning the “choose ne”
concept earlier. Wy is it that people don't do that
nore frequently? Well, in fact, there is an established,
| woul d say, alnost culture, that suggests that that is
not acceptable practice because, in fact, when people
participate in an SDO, certainly the nmore formalized
ones, they're discouraged from even thinking about those
things. So, the idea that someone would go to the table
and say, listen, we think this alternative is the one
t hat shoul d be selected over that because, in fact, the
patent owner has offered very favorable terms, | think
is a kind of discussion which has been quite frequently
di scour aged.

So, you know, that would be a nice behavior to
have. | think it's, in fact, a behavior that we don't
have because people are discouraged fromhaving it.

MS. LEVINE: Scott, can | ask you a foll ow up
guestion on that and on the work that standard setting
organi zations do? |Is it possible that standard setting
organi zations could sort of solve the hold-up problem or
at | east help prevent it, with rules like disclosure
rules? | guess if that's true, is there a market cure

possi ble? 1f an SSO | acked di scl osure rules, for
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exanpl e, or other rules that could cure hold-up, would it
sinmply | ose nmenbers, nenmbers that would flock to anot her
standard setting organization that had those kind of
rul es?

MR. PETERSON: | think at the present there's a
sufficient disincentive for SDOs to adopt rules that
address this issue nore aggressively. There's such a
di sincentive for the SDO to do that that | think there
isn't a lot of conpetition in that regard. | think that,
to a degree, we see sone of that possibly in that |ess
formal forums do, in fact, adopt nore aggressive rules
and | think, to a degree, have been taking sone business
away from SDOs, to sonme degree.

But on the other hand, there remains an
i nportant role for the nore formalized foruns because
t hey serve the needs of having nuch broader participation
and nmuch nore extended consideration. And so, for sone
ki nds of standards, that's inportant, and yet, for those
ki nds of bodies, | think there's just a trenmendous
hesitation to adopt nore aggressive rul es because | get
the sense that they find thenmsel ves dragged into a battle
that they don't want -- they feel neither skilled nor
interested in participating in. So, whether or not the
| oss of business is enough to drive the change of rules,

| tend to be skeptical
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MR. THOWPSON: Let nme go back a little bit to
sonet hing Joe was tal king about earlier. You were
tal ki ng about, you know, it takes a long tinme to devel op
t hese standards. Sonetimes it does, sonetines it
doesn't. Usually the reason it does is because they're
devel opi ng the technol ogy as they're devel opi ng the
standard. Hence, you know, having a bake-off of
technol ogy on a regul ar basis or anything |ike that where
you say, okay, here's ny technology and here's its price,
and the next guy going, here's ny technol ogy and here's
its price. Froma practical standpoint, it doesn't work
very well because you're constantly having to make
different choices in there, and gee, if | had known this,
| woul d have gone back and done sonethi ng el se.

That's assum ng that you even know at the end
of the day whether or not you're going to have a patent
on it. In nost cases, because of the tine delay, you
have no idea whether, A, there's going to be a patent
that covers it; or B, just because there's a patent on
that specific inplenentation doesn't nean there's not 50
ot her patents that cover it, and that's where you
generally have your problem That is particularly true
in my industry. |It's inpossible to build a sem conductor
devi ce that doesn't infringe 20 other people's patents.
You can't do it. Even if you come up with a new w dget,
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you're going to use sonebody el se's technol ogy that's out
there that may or may not be part of it. Frankly, 1'd
rather deal with the people |I know in the room you know,
deal with themlater on than try to carefully steer
around their technol ogy, because then I'm going to design
it squarely into sonebody else's IP who wasn't part of
it. That happens a fair bit.

MR. FARRELL: Can | interrupt for a nmonent?
Where is this going? You say the choice anpbng
technologies is time-consum ng and difficult, but I'm not
sure howit's made a lot nore so by including sonme
comm tnments about licensing terns at the same tine.

MR. THOWSON: The problemis, the comm tnents
t hat you nake on the |icensing has absolutely no bearing
to what you're actually going to wind up with at the end
of the day. And you' ve got a | ot of engineers now
worryi ng about --

MR. FARRELL: So, you're saying there's no
mechani smto nmake a real comm tnent.

MR. THOWSON: Right. There's no mechanismin
t here because you don't know what your |IP is going to be.
It may or may not cover what you wind up with then in the
standard. You say, fine, |I'll announce that I'll |icense
this for 2 percent. WelIl, A it depends on what 2
percent means. |s that 2 percent of the chip, 2 percent
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of the systemprice, 2 percent of every tinme the consuner
uses it? Well, that doesn't help a whole | ot because
everybody's presupposing what's going to happen in the
future.

You al so don't know, at the end of the day, if
you've got anything there, and thirdly, there may well be
ot her things you have to trade with that. And so, it
wi nds up not being a practical discussion. And if |
start having to do this -- you know, now |'ve got to have
busi ness people in nmeetings. |'ve got to have licensing
peopl e tal king about, gee, what are they going to do.

You know, our |icensing people are rare beasts because
they're, first of all, an engineer, secondly, an
attorney, and they're able to handle both worlds. And
thirdly, they have to be a business person. That's a
rare breed. | don't have those to go around for 300
di fferent standards consortia or standards bodies that
" min.

It's a very real cost to ne to even consider
doing that, and that is going to be a major hold-up in
and of itself, trying to have these people avail abl e and
to factor that in.

MR. WNSTON: | think that we've gotten on to a
nore practical consideration of, how would things |ike ex
ante discussions actually be inplenented. For the
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purpose of this first part of the discussion, we'd |ike
to stick with the idea that maybe there isn't -- hold-up
whi | e acknow edging that it's difficult to make these
commtnments up front and there may be practical reasons
and other reasons why there may be difficulties there.

Returning to a few points, a lot of this
di scussi on has tal ked about hold-up in terns of fees --
royalty fees, higher royalty fees. Are there other
mechani sms for hol d-up? Are there other ways that a
conpany m ght be held up rather than just a higher fee?

MR. VISHNY: | think it's inportant to say that
| ooking at the licensing process as relating to fees, and
to fees only, is terribly sinplistic. The process is
conpl ex. Fees are an aspect of licensing. Wat your
proposed |licensee has to give back may be worth a great
deal and may have nothing to do with royalties. It could
be cross-licensing. There can be territorial discussions
t hat have to take place. There can be international
inplications, particularly in the world we now all occupy
today. There are field of use kinds of restrictions.

You may be interested in other products, as
Earl e said before, that have nothing to do with the
st andard under discussion. It sinply is not that sinple
to discuss licensing and to relate it only to royalties.
To do so just flies in the face of business reality.
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MR. KATTAN: | think I would agree to the
extent that there is a problemthat people identify in
which -- in circunmstances in which there may be a
participant in the standard setting process who may be
chanpi oni ng an alternative standard or indeed a
proprietary standard and tries to hold up the process
literally in a tenporal sense, to delay the adoption of a
standard by raising all sorts of technical objections and
trying to slow down the process.

Again, | don't necessarily see that as an
antitrust issue, but it is a problemthat people do
encounter in standard setting. That's one of the reasons
t hat people sonetinmes tend to gravitate toward the SIGs
that | tal ked about earlier, because those types of
organi zations tend to be | ess encunbered by the kind of
procedure that would all ow sonebody to hold up the
process.

MR. THOWPSON: | think it's, you know, simlar
to what Joe and Scott were tal king about here. | think a
very real issue there -- and it's one of the reasons the
consortia or SIGs, who you're talking to, came about, is
alot of times it's a way for a conpany to push its
proprietary technology. And in that situation, yes, it's
very practical to tal k about what the econom cs are going

to be ahead of tinme. Because you know where the IP is.
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Thi s person has probably devel oped it and now they're
trying to get in inplenmenters of it to further that
technol ogy. And everybody |ooks at it and says, is this
a good business deal or not and understands what it is.
It makes sense in some of those environments to allow
t hat .

But what really happens in there is it's

basically set fromthe beginning. It's not a nutual
di scussi on over what the price is going to be. The
conpany that's pitching in its technology is the one
that's going to tell you what it's going to be. You
know, here's what |'m going to charge, and gee, everybody
el se, you know, | want to grantback or | want everybody
else to be royalty-free, the way in practice nost of

t hose wor k today.

And they work fairly well. | mean, there's
nothing wong with that. But that's already devel oped
technol ogy. Most of the other standards -- and the

reason | go back to the timng and not knowing what it is
is you are devel opi ng the technol ogy as you are
devel opi ng the standard. That's not the case in many of
the proprietary systens.

MR. KATTAN:. | would just take exception to the
notion that the SIGs involve proprietary technologies. |
t hink they enconpass a wi de variety of technol ogies, some
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in the state of devel opnent, sonme of which have been
devel oped. But it's not a nmechanismfor just one conpany
to push its agenda. | don't think that's right.

MR. THOWMPSON: There are several different
types of those, and yes, there are SIGs that operate just
like a nore formal SDO, have simlar policies and those
are carefully negotiated policies. | know because |
negoti ated about two of those a week. On the other hand,
you know, there are other consortia that are set up
specifically to push proprietary technol ogy, two

di fferent things.

MR. PETERSON: | want to say sonething about
this conplexity of license terns issue. 1In this problem
of licensing a patent that's essential to a standard,

fairness anong those who are going to participate in the
mar ket pl ace, | think, is of particular concern. And, at
| east, fees are a way to nore readily nmake sonething, |
think, fair or at |east understand fairness. The
opportunity for -- although people nay enter into very
conpl ex bilateral agreenments when |icensing patents
generally -- when that's the way a patent is |licensed --
if that was the only way a patent was |licensed for
practice of a standard, there's all kinds of opportunity
for anticonpetitive effects to go relatively hidden in
t hese ot her terns.
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| mean, so, for exanple, the grantbacks or non-
assert provisions have very widely varying effects
dependi ng on the portfolios of the people that are
signing up, whereas fees are sonething that at |east are
nmeasur abl e and can be -- so, although I think, in
general, licensing can be very conplicated, | think that
peopl e should be free to enter into those conplicated
i censes.

On the other hand, we should not assune that
that's the kind of |icense which ought to be the baseline
for the availability of a patent that's essential to a
st andar d.

MR. VISHNY: But | can't imagine inposing the
kind of license you think is proper or | think is proper,
calling it a baseline and kind of limting to either
di scussions or the activity.

MR. SHAPI RO But | don't think anybody's
tal ki ng about putting sonme sort of standardized form on
t hese arrangenents. That's nore a matter of identifying
up front what the ternms are going to be. | think your
poi nt, Paul, that there's a whole variety of terms, just
| think shows why that sort of fair, reasonable and non-
di scrim natory |anguage is very vague.

| mean, what's non-discrinmnatory? 1Is it non-
discrimnatory to require a broad grantback or cross-
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i cense? That makes a huge -- as you just pointed out,
that's hugely different for one conpany versus anot her,
dependi ng on what they would have to give back

What's non-discrimnatory? |If you have a fixed
fee versus a per unit fee? Very large versus snmal
conpani es? What do we nean by that? Reasonabl e, of
course, there's not going to be any good benchmark for
that. Sone patents are great and deserve a lot. Ohers
are mnuscule. You know, what's reasonable for one would
not be reasonabl e for another.

So, | guess I'mpartly echoing Joe's point that
-- at least to an econom st -- and believe me, I'm
listening to you about how often these problens really
surface. | know cases where they are litigated and big
di sputes. It just seens there's a |ot of running room
bet ween different interpretations of fair, reasonable and
non-di scrim natory when we've got conplex terns and
conditions that are integral to the whol e process.

MR. FARRELL: Let me say a couple of things,

actually. On the issue of conplexity, I'"'msure that's
right. It's not clear to me that -- I"'mnot sure if
we're still meant to be discussing is there hold-up and

how much or whether we've gone on to the other topics.

But if we're discussing is there hold-up and if so how

much, it seens to ne the core point is the extent to
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whi ch an I P hol der acquires additional bargaining power
t hrough the SDO having conpleted its -- or gone a certain
di stance in its standard option process. And the exact
formin which that bargaining power is then exercised my
not be tremendously inportant for the central point.

But et nme make a rather fundanmental point
about reasonabl e and non-discrimnatory. | mean, ny
instinct is nmuch the sane as Carl's, which is that it's
going to be very difficult to specify even what that
means. But | also think nmy understanding, at |east, of
reasonabl e and non-discrimnatory is that it's sonme kind
of an attenpt to put a cap on opportuni smor hol d-up.

But | think it's not so obvious that that's the effect
it's always going to have.

Suppose you coul d define what reasonabl e and
non-di scrim natory means, or nore precisely, suppose you
coul d define what non-discrimnatory means and you have a
hard tinme sayi ng what reasonable nmeans. It seens to nme
you would be flirting with what | would identify as the
wor st case for this kind of hold-up problen nanely,

vi gorous conpetition in inplenmentation of any possible

standard, so that the pass-through effect | was

mentioning before is at its strongest. Final demand for

t he standardi zed product, is inelastic; in other words,

very little conpetition against the standard. A slow and
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cunber sone processes, for whatever reason, of adopting
the standards so that escaping to sonething el se m ght be
difficult and not very tenpting. And a well-enforced,
non-di scrimnation rule which contributes to this pass-
t hrough issue without a well-enforced royalty-free or --
"reasonabl e" provision.

And it seens to ne that perspective says you're
| ooking at sonmething a little different from what |
t hought | heard Scott identify, which is there is an
i nportant issue of fairness anong the intermedi ate good
custoners, the adopters of this technol ogy who then
conpete downstreamin the market.

From a consunmer point of view, the issue may
not be so nmuch parity or fairness anong them as what's
t he pass-through, and the pass-through may actually be
pretty strong where there's a |lot of conpetition in
i npl ement ati on of the standard, and a | ot of commnality
in the marginal royalty rate.

So, | wonder whether -- you know, we have been
tal king as if reasonable and non-discrimnatory is our
protecti on against problems, and the difficulty m ght be
with its definition of enforcement. That may be true.

It may be true some of the tinme. | don't know how to
think about this. But | can certainly see a story in
which it's actually part of the problem
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MS. GALBREATH: Joe, | really appreciate all of
your comrents and they are ones that we are going to get
back to. But in the interim | think what we would I|ike
to do is to get to the antitrust issues that really are
the core of what we are | ooking at today, and then get
the RAND i ssues at the end of our discussion. So, |
really do hope that we will get back to what you've said
and get sonme coments and feedback on that.

Before we get there, however, for this part of
the discussion, we are going to try to assune that
i censing hold-up exists, that a standard has been set,
that it includes intellectual property, and that the
potential for licensing hold-up, in whatever formit
m ght come in, and, obviously, the fee issue is one of
t hose forns, but Scott has alluded to other types of
hol d-ups as well in the |licensing process.

There are, obviously, nmechanisns that could be
used to deal with that hol d-up, and anmpbng them are the ex
ante discussions, nultilateral discussion of ternms within
t he organi zation. W' ve heard in our previous hearings
that a lot of bilateral discussions nay be taking place
out si de of standards organi zations. What we're | ooking
at here today is those nultilateral |icensing
di scussi ons.

The question before us, then, is to what extent
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shoul d those ex ante, nultilateral discussions be of
concern froman antitrust point of view. Obviously, as
antitrust enforcers and as practitioners, our ears perk
up a little bit when we hear about horizontal conpetitors
or potential horizontal conpetitors discussing market
terms, price, inputs, allocation of markets, that kind of
t hi ng.

Shoul d per se rules apply? Should the rule of
reason be before us? And what are the various pros and
cons to the approaches that we should be taking to those
issues as we are | ooking at what we think people should
be doing in the organizations?

So, with that, I'd like to throw the di scussion
really open to the panel, and if we could, first, for a
nmoment, talk a bit about the potential for per se
concern, if there is one.

MR. VISHNY: Well, | certainly think there's a
potential for a per se concern froma | egal standpoint.
| mean, | see -- just because it's inpossible to discuss
one aspect w thout some reference to the other. |
remenber a class | once took in theol ogy when the
prof essor said -- he broke down the problenms that he saw
in something in three forms. He said there was a | egal
problem there was a practical problemand there was a
noral problem I'mtotally inconpetent to discuss the
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noral problem about this, but | see both a | egal problem
and a practical problem

From t he standpoi nt of an organi zation
adm ni stering the standard setting process, | shudder to
think that we would ask our working group chairs to try
and define the rule of reason. | don't know that there's
any |lawer who would want to trust that to the people who
chair our comm ttees, not because they are inconpetent
peopl e, not because they are unfair people, but because
they are unskilled and not prepared for the task.

Are there potential |egal problens in a group
of purchasers of technol ogy com ng together to discuss
the ternms on which they will purchase the technol ogy?
You can al so ask, is there any problemin any case where
a group of purchasers cone together in order to discuss
the terms on which they will purchase a product? 1Is
there a difference between this product and every ot her
product in life? And | would suggest there is no
necessary difference between this product. It's
different, of course, but | can't say that it is
necessarily different fromevery other product in life.

| was thinking to nyself that if buyers cone
together to discuss this, the buyers could cone together
and collude to fix the prices down, to | ower the prices,
to the harm of the producer, which night benefit the
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consunmer in ternms of the pass-through of a |ower price.

But the buyers m ght cone together and coll ude
to fix prices higher and even agree on end product prices
to the harm of consuner in that setting because the
spillover effects are at |east, | would suggest, as
i kely as any other effect. Buyers could collude to
excl ude the best technol ogy which nmay not be price-
rel ated, but certainly would be to the harm of consuners
in a non-price way, and cross-licensing discussions, for
exanpl e, where a group of buyers cone together and talk
about licensing of all kinds of, perhaps even
conpetitive, technology could lead to a fixed agreenent
on the setting of prices for |license technology as well.
I n other words, the buyer's cartel, in a case |like that,
could be converted into a seller's cartel.

| think there are those possibilities, at
| east, in this discussion.

MR. KATTAN: | think there's a fundanent al
di fference between a buyer's cartel and a standard
setting organization in that the act of the standard
setting very often creates the demand for the technol ogy,
or if you want to call it product, that is being
purchased, which demand ot herwi se mi ght not exist at all.

The incorporation of a technology into a
standard can, at least in the context where there are
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reasonabl e alternatives that are available to the
standard setting body, create the demand for that product
or for that patent. And in that context, to tal k about
per se liability is to disregard the integrative effort
that takes place in devel oping the standard and in
creating the demand for the technol ogy.

| don't know if it's proper protocol, but Gai
Levine wote a wonderful article on B2B exchanges in
whi ch she discussed this very problem So, | don't think
that it's appropriate to talk about per se liability when
what you're effectively doing here is potentially
creating market power that otherw se would not exist and
t hen seeking to have a discussion that would constrain
t he market power that you've created.

Whet her or not standards organi zations take
advantage of a nore relaxed legal rule, | don't know. |
tend to think that nost will not. But they ought to have
t he opportunity to do so, at least in those circumnmstances
where it's their actions that is -- their action that is
creating the demand.

MR. VISHNY: |'mnot trying to suggest that
there is always a per se liability involved in any kind
of a discussion and |'mnot trying to say that there are
al ways antitrust risks in every discussion, but | do say
there are, at |east, antitrust concerns in every
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di scussi on because of the potential there for other Kkinds

of discussion, as well, and other consequences.
MR. FARRELL: Well, | think there are a couple
of things here. | nmean, one is a concern that if you

stop telling the human participants in the standards

organi zations, don't discuss business matters, then maybe

we'll get tenptation to collude on prices downstream
maybe we'll get tenptation to do various bad things
because we're in this snoke-filled room

| personally ama bit skeptical of that. |
mean, it seens to ne -- | don't see why it should be so
much harder to tell participants -- instead of telling
them don't tal k about prices and business matters, tell
them don't talk about selling prices, don't talk about
mar ket al l ocation, talk about trying to inmplenent the
best technol ogy avail abl e as cheaply as possible. But,
you know, that's a practical issue on which other people
may have different opinions or nore experience than ne.

It seenms to ne then -- | kind of |ike Scott
Peterson's discussion of the buyer nonopsony issue. The
tradi ti onal nmonopsony issue of reducing the quantity
t hrough depressing the price seens to me probably doesn't
arise. Sonething that does arise, | think in principle,
is under-rewarding -- the potential for under-rewarding
the i nnovator of the best avail able technol ogy by
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essentially executing a formof price squeeze and sayi ng
we'd |i ke to adopt your best technol ogy, but we'll give
you a dollar for it rather than the X dollars that it's
worth relative to the next best alternative.

They coul d squeeze relative to the appropri ate,
that is, ex ante reward as well as relative to the
inflated ex post opportunistic reward. So, the question
t hen becones how likely is that kind of -- is that kind
coordi nat ed buyer opportunisn? | think it's hard to say.

My instinct is probably not that likely partly
because of this pass-through issue, which suggests that
where you have conpeting producers acting as the
negoti ator on behal f of consuners, as it were, they have
an incentive not to bargain necessarily all that hard.
But that's going to vary. It seens to nme in principle,
this could be a concern. |It's going to be a question of
trying to judge how often and how |l arge a concern it is,
relative to the other concerns.

| nean, | don't think we should allow ourselves
to stop with the observation that this could be a
concern. | think we have to try sonehow to weigh it
agai nst the other concerns that we're tal king about.

MS. GALBREATH: Scott?

MR. PETERSON: | think that people take cost

into consideration when they're sel ecting standards al
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the time. | think it's routine to consider that this
alternative will be nore costly to inplenent than that
alternative. | think taking cost into consideration is

commonpl ace. However, this particular cost is one that
is somehow specifically excluded fromthe discussion and
consideration, and | find that curious and | think
unhel pful to the end of selecting the right standard. To
suggest that people don't take cost into consideration, |
think, that's just not my observation of the kinds of
standards that | see.

| nmean, it doesn't come in -- this is a case
where the cost has particul ar kinds of business terns
associated with it and, therefore, has gotten speci al
treatment in the sense of being excluded fromthe
di scussion and otherwise, | just find it curious that
it's excluded when, in fact, other costs are considered.

MS. GALBREATH:. Scott, could |I follow up on
that and ask, is it in your experience, and the
experience of the rest of the panelists, because the
consideration of cost -- and by that | take it you nmean
all of the various terms and conditions of the |icense --
is sonething that people are negotiating bilaterally or
is it because costs are apparent as a part of the
standard setting organization? And is there a
di stinction between that and what we as antitrust
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enforcers think about in ternms of price where you're
tal ki ng about price fixing? 1Is that a distinction with a
difference or not?

MR. PETERSON: |'mtal king about the concern
t hat one selecting the standard ought to have is how
expensive is it going to be for them and others to
i npl ement this, and there are dollars that are associ ated
with that. | don't know what the term woul d be that one
associates with that, okay?

So, | think of it as inputs to this, and I
t hi nk of that as cost. So, the costs associated with
that are considerations. You m ght have a standard that
m ght require 10 times as many conponents and therefore,
is more costly, and that's clearly contenplated in the
consideration. |If you have, as Joe was nentioning
earlier, the “choose nme” opportunity where sonething was
clearly put on the table with a, yes, there's a patent
that's associated with this, the licensing terns will be
the follow ng, people could take that into consideration.

There is too little of that happening both
because the information is generally not avail able
because the discussion stops at RAND wi t hout any further
detail, and to the extent that could play into the
conversation that the participants have anong thensel ves,
there are, oftentinmes, specific adnmonitions that they
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shoul d not take that into consideration.

MR. THOWPSON: | think there is nothing that
prohi bits sonebody from making a unilateral declaration,
here's what I|"'mwlling to ante up ny technol ogy for.

MR. PETERSON: | think there are forunms in
which that's specifically discouraged.

MR. THOWSON: Yes.

MR. PETERSON: The aggressive participant,
per haps, could do so, but I think -- for exanple, the
| EEE, | think, is very concerned about that and has
resisted being even in receipt of detailed terns. |
recall an affair -- this was outside the U S. -- but ECVA
(phonetic), some specific experience with them where they
didn't want to see these or have anything to do with
them notw thstanding the fact that the others who woul d
be actively considering this as it came up for vote, this

woul d be information that would be valuable to them

MR. THOWSON: | question the value of it, and
it goes back to what | said earlier. You know, you nmake
a declaration, here's what nmy costs are, here's what |'m
going to extract. Well, that's not necessarily what your

royalty is going to be. There's all sorts of other terns

in there. It depends on who it is. |If the person has

absolutely nothing to trade, yes, it my be an upper

[imt, but that also is not what -- if everybody thinks,
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oh, okay, here's what this technol ogy costs, that is also
not true because you're |liable to have four other people
conme knock on your door as well

So, from a practical standpoint, you know, that
i nformation does very little good for nme. | |ook at who
is in that general area and | have to go |look at -- you
know, bal ance entire portfolios agai nst whoever is there,
what ny costs m ght be, what's the potential for
litigation, how strong do | think their patents are going
to be, that kind of thing, and it all goes into a fairly
conpl ex nodel i ng.

MR. VISHNY: | don't have the benefit of
sitting in on working group neetings at TIA or anywhere
else. But fromwhat I'mtold, what | hear, is that
di scussions -- private discussions outside of the setting
take place all the time, particularly when sone
di scl osure, however prelimnary, is made and a cl ai m of
| P, people sit and talk. They want to know what's
i nvol ved. They approach them and they even begin their
negoti ations, which are sonetimes concl uded, sonetines
not concl uded because you can have applications pending,
you don't know if a patent is going to issue. There is
so nmuch that is unknown during the course of that
process. To treat it as if it were a conclusive
arrangenent at that point is, again, an inpractical
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t hi ng.

MR. PETERSON: But do we want to foster that
ki nd of behavior? |[|'mnot sure that that actually is
nore desirable. That these private di scussions anpbng
sone of the individual participants is necessarily nore
pro-conpetitive than having some sort of discussion that
a broader range of people can participate in. | see all
ki nds of opportunity for participants to cut their
private deals on the side, and that isn't necessarily
desirabl e either.

So, there are challenges associated with
managi ng peopl e's behavior. | don't think that pressing
the evaluation of this to bilateral discussions outside
elimnates the problem | think it's susceptible of a
di fferent category of problens.

MR. SHAPIRO It seens to nme there's pretty
cl ear consensus that there is a chill on these sort of
di scussions currently resulting fromantitrust fears. |
mean, you said that people would faint in the roomif
they could tal k about prices or comercial ternms. Okay,
that's very chilly.

| think that the agencies can really nake a
difference here by clarifying things so that that chil
is not so broad or deep. This, | think, kind of is going
to trickle. You know, if the agencies can say things
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then these standard setting organizations can nodify sonme
of their rules which are, in turn, nmaking conmpani es very
uneasy about engaging in these discussions, and tends to
channel some of the discussion offline to bil ateral
rather than nultilateral conversations, which raises a
whol e bunch of other tricky issues. | tend to be with
you, Scott, that I'd rather have it be up front where
peopl e say, | ook, here are my terns and conditions, you
know, for the group.

Now, okay, it is collective talking about --
you know, you could worry about the buyer's cartel
problem | guess | would not start there or with sonme
sort of per se view, which | understand antitrust |awers
m ght tend to start with that, | would suggest a rather
di fferent approach which is presunption that the attenpt
to achieve |lower costs is pro-conpetitive. OCkay, now
there's probably ways to rebut that. You know, | haven't
t hought through all these rules. But that's very
different than sort of a per se, you know, if you're
tal ki ng about this stuff, that's a cartel, we end the
inquiry, okay? | nean, we're fundanentally tal king about
attenmpts to get |lower costs and that's a good thing.

As Joe has pointed out, there may not be enough
incentives in the systemfor the participants to do that
because of pass-through issues. So, we want to encourage
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that and sort of a recognition and maybe statenment from
t he agenci es, yeah, |ower costs, that's a good thing,
that's pro-conpetitive and we do think those will tend to
be passed through to final consunmers who are ultimately
kind of -- you know, who are interested in it.

MS. LEVINE: Carl, just a clarification
gquestion. Are you talking about | ower costs to the firns
who are collectively buying the intellectual property?

MR. SHAPI RO. Yeah, |lower costs ultimately to
i npl ement the standard and produce products, as a result,
maki ng sure there's no hold-up, that the royalty costs
woul d be | ower and, therefore, the marginal cost of the
product is |ower and hopefully downstreamthat will |ead
to | ower consuner prices.

So, | would start there and nowhere near sort
of a per se rule when we're tal king about trying to
prevent hol d-up.

MS. GALBREATH: Carl has brought us really to
the point that we wanted to go next, which was the pro-
conpetitive or potential pro-conpetitive aspects of this
and to a point that Joe nade a while ago about the pass-
t hrough. The question that | would pose to the panel is
if there are pro-conpetitive efficiencies fromsuch
negoti ations, would those pro-conpetitive efficiencies be
passed through to consuners? And, how could we ensure
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that they would be?

We've tal ked a | ot about the possibility of
collusion in the last few mnutes. Obviously, the flip
side of that is exclusion. And so, to begin with, we've
heard about how people do or don't participate. | think
that's an issue. And then the issue of pass-through.

So, I'Il throwit open to the panel. Joe Kattan, 1'l]
turn to you.

MR. KATTAN:. Let ne just say one thing about
pass-t hrough where | have to disagree with Joe and Carl.
Their position is royalties are passed through;

t herefore, conpanies don't have an incentive to conplain
because it's no skin off their back. 1In fact, royalties
are passed through by sone conpani es and not by others
because sonme conpanies that participate in standard
setting, particularly in the sem conductor industry, have
very broad cross-licenses. They don't have to pay
royalties on a standard where the patent is held by
sonebody with whom they have a cross-license. O her
conpani es don't and they have to pay royalties. So,

t hose conpani es do have an incentive to conplain because
their cost position, relative to people who are cross-

i censed, is higher

So, | think that there is sonething to be taken
away. | don't know how nuch, but there is sonething to
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be taken away fromthe notion that conplaints are not as
frequent as one m ght suggest.

Now, suppose if you had an antitrust rule that
said that you are allowed, in the context of a standard
setting, to discuss the ternms under which patents woul d
be licensed, or at least that there's a strong
presunption that that's pro-conpetitive, is the position
that Carl advocated and | tend to agree with, would it
make a difference?

" m not convinced how big a difference it would
make because | think sone standard setting organizations
are very, very confortable having the antitrust
restrictions.

If you |l ook at the comments that were filed
with regard to the FTC s Dell consent order, standard
setting organi zations said, oh, ny God, are you, FTC,
trying to i npose on our process a duty of disclosure? |If
you do that, it's going to drive away a |ot of the
conpani es that have IP. So, if you give themthat
|atitude to engage in discussions, to allow disclosures,
i ndeed to require disclosures of IP positions, it is not
clear to me how many will take advantage of it and what
difference it will nake. But clearly to the extent that
peopl e do want to take advantage of it and have
di scussions that result in |lower royalties, | think at
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| east in the context of the industries that I'mfamliar
with, you will have a pass-through to consuners because
the entire sem conductor industry is built around selling
you sonet hing that you already have. By convincing you
to buy sonething that you al ready have because the new
version is just so nmuch cool er.

MR. THOWSON: Well, that's the PC industry.

MR. KATTAN:. And price considerations drive
everything. | nmean, that's why we see these $299 PCs.

MR. THOWSON: Let nme address the pass-through
and the cross-licenses. At the beginning this norning,
when | was going through the history of where |licensing
had come fromin TlI, the situation that woul d be npst
anal ogous was in the pre-'85 tinme frame where everybody
basically cross-licensed for very little noney. You
know, the consumer benefitted greatly, or seened to,
until conpani es started goi ng out of business because
ot her people were comng in wthout having to have spent
the R&D. You know, yes, it's a new generation. Yes,
t hey have things to contribute in the future, but you
lose a lot at the same time. That was why there was a
period after '85 where it was leveling off the field, and
that's where royalties started being charged for that
sane technol ogy.

Yes, that got passed on to the consuner, but
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t he consunmer benefitted because now even the peopl e who
wanted to now play in this field were desperately trying
to make new i nventions of their own so that they could
bring their royalty levels back down and that actually
encour aged i nnovation on both sides. So, you know, the
consuner, ultimtely, benefitted.

Technol ogy hasn't stagnated. That's the reason
the PC industry can keep selling you a new conputer every
coupl e years. Sorry, Scott.

MS. GALBREATH: Joe.

MR. FARRELL: | think the topic has cone up a
couple of times, but we haven't really focused on it.
There are two dichotomes in the way that royalty is --
or ternms, in general, for licensing m ght be negoti at ed.
One is ex ante versus ex post and the other is
mul tilateral or joint negotiation versus bilateral
negotiation. The RAND rules seemto try to nmake it nore
multilateral and less bilateral. The kind of first order
concern about hold-up that at | east some of us started
out with suggests that there's a problemw th doing it ex
post multilaterally versus ex ante.

The bil ateral discussions that Scott was
suggesting m ght be sonetimes frowned upon and soneti nmes
problematic are a way of doing it ex ante but
bilaterally. And it seens to ne there are sone real
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guestions, questions that | don't actually know the
answer to. \What happens if you do bilateral ex ante
negotiation? Well, you don't have the hol d-up probl em
due to the comm tnment or sunk costs. You have this
strange negoti ati on where presumably the parties who are
perceived to be pivotal in the standards process get very
good terns, and parties who are not perceived to be
pi votal get nuch | ess good terns. And then you have to
t hi nk through, well, that generates sonme reward for the
i nnovator and it generates perhaps a rather asymretric or
ex post | opsided market structure downstream |Is that a
good way of doing things? 1It's not clear to nme whet her
that's a good way of doing things.

So, do you want to deal with those problens,
which, as | said here, | don't really see how to analyze
very convincingly, or do you want to deal with the
probl ens generated by joint negotiation, in which case it
seens to me again, you know, still sort of where we
started. Logic suggests that ex ante is kind of better
t han ex post to the extent that you can do it, and Earl e,
"' msure, has a good point that it's hard, perhaps, to
make these comm tnents, but you can try, and to the
extent that it doesn't generate snoke-filled room
probl ens or technol ogy nonopsony problens, which ny
inclination is not to worry too nmuch about that, but I
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coul d be wong about that.

MR. VI SHNY: | have one concern, | guess. |

realize it's very hard to explain and, perhaps,

i npossible to explain. First of all, I think RAND rul es
tend to be -- give rise to bilateral discussions rather
than multilateral. RAND rules may inpose on the

di scussions kind of a common culture, if you will.

MR. FARRELL: That's what | neant.

MR. VI SHNY: But the discussions tend to be
bilateral. Secondly, there is -- | don't know if | can
even define it, but there is reason, | think, to state
that RAND rul es inpose a kind of culture over the entire
standard setting process which works, and that the
excl usi on of comrercial negotiations during the process
itself also works. At |east that's the experience we
certainly have at TIA.

The evidence that it works is the absence of
probl ens because we have highly conpetitive conpani es.
We have conpani es who go at each other with great
strength, with great vigor and with an awful | ot of
anbition, and that's justified and, in fact, it's what we
want, | think, in our society and in our own culture.

The RAND rules act as an inhibitor in the
entire process of negotiations. There is the feeling
t hat somewhere out there there is sonebody who can
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ultimately judge the inposition of ternms that m ght prove
to be after the fact, if you will -- and that's what
happens whenever you go to court, it's after the fact --
that m ght prove you wong. | think it has its effect,
which is shown in actual practice.

Now, one can theorize that the actual practice
doesn't disclose what is, in fact, taking place and that
maybe somet hing else is taking place, but that remains a
maybe and not a certainty and a maybe which | think does
not justify renmedial action at this point.

MR. SHAPIRO Well, are you saying you tend to
prefer the R part of RAND wi thout the ND?

MR. VISHNY: No, no, | prefer both. But non-

di scrim natory, for exanple, doesn't nean sanmeness. |t
doesn't nean wi thout difference. It nmeans sonething el se
and |'m not sure |I'm capable of defining it. W often
talk in |ife about not being able to define sonething but
recognizing it when it exists. That may be a foolish
truism but it sort of works. | don't think we have
problens with that.

|"ve seen people raise licensing issues that
troubl ed ne because | wondered whet her they were
reasonabl e or not reasonabl e, discrimnatory or not
di scrimnatory. | nean, reasonable is one thing.

Di scri m natory nmeans sonehow you di scrim nate between or
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anong different |licensees. Wen do you discrimnate? |Is
every difference a discrimnation? | think not.

MR. KATTAN:. Let ne throw a fire bomb. [If the
mul tilateral discussion of price is an antitrust evil,
why is it okay -- | guess |I'm addressing this to Paul --
to even agree that the price should be reasonable? |
mean, the Supreme Court said in Socony Vacuum that you
can't even agree on reasonable prices.

So, once we start fromthe premse that it's
okay to talk about sonme price, haven't we really crossed
the threshold and nade a decision that in the context of
standard setting, in the context in which the demand for
a patent may be the product of the collective decision-
making, it ought to be perm ssible to discuss the price
under which the patent will be licensed.

MR. SHAPIRO O you could point out since
reasonable is so vague, it doesn't amount to anything.

MR. FARRELL: | think that raises a rea
concern. |f Paul doesn't quite know what reasonabl e and
non-di scrim natory nmeans probably there are few, if any
peopl e, who really do know what it neans. But then
woul dn't you necessarily expect either that the rule is
having no effect or that there ought to be argunents al
the time? So, |'m puzzled about what's going on there.

MR. VISHNY: O one thing | amcertain and
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that's the people who are negotiating for the
establ i shnment for the creation of a standard don't know
what reasonabl e and non-discrimnatory nmean. But |'m
really trying to say, in other words, it's sonmething that
Earl e said, and that is that the people who popul ate
these conmmittees are not the people who are skilled at or
who carry on commercial negotiations and inposing that
task on themis probably inpossible.

At TIA for exanple, we have an intell ectual
property working group that neets fromtinme to tine
| ooking at our policies and our standards which are
consistent with those of ANSI -- we try to keep them
consistent, we think they are -- at all tinmes. But we
cone across a great deal of difficulty when we talk
about: who is it who sits in the roon? What is it that
t hat person knows? What is it that that person is in
the position to disclose at any given tinme? To what can
t hat person commt? And we have a great deal of
difficulty in trying to find it. | think that becones
even nore conpl ex when you go beyond the technol ogi cal
terns of the standard setting process and into the
comrerci al terns.

MR. THOWSON: One other point on is RAND an
enpty termand what is it you' ve really agreed to. One
thing I nentioned earlier is I'd nmuch rather have a
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patent that's not part of a standard, and it's because
when | commt to RAND |icensing, | just gave up ny
i njunctive power for a while, and that's a big difference
and a big lever. | have to know what scope of conm tnent
that | have made up front, and that's a very big deal.
That's one of the reasons | agreed every type of
consortia, SIG agreement or whatever, to know what that
scope is that I'mgiving up potentially.

MR. SHAPIRO | want to take exception, Paul.
| mean, it seens to ne you said sonething about we
shoul dn't inpose the requirenment that people have to
di scuss these ternms and conditions, and, Earle, you said,
oh, it would be so costly because you'd have to send all
t hese | awers, | guess, are worth nore than engi neers or
sonething like that. | don't know exactly.

MR. VI SHNY: You don't want to be so foolish as
to send a bunch of |awyers.

MR. SHAPIRO Well, fine, or licensing --
busi ness peopl e who know about licensing. | don't think
anybody here is tal king about inposing any such
requirenment. We're tal king about renoving a bar or
taking away a chill. If all the conpanies say, |ook, I
can't send the licensing people, they' re busy doing other
t hings, don't send them nobody's maki ng you send them
We're just saying if you want to, and if you think it's
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i nportant, then you won't be prohibited from doing so.

So, | think that's just a red herring. | don't
buy that at all.

MR. VISHNY: | think what you say is, if you
want to, it won't be prohibited, provided you do it in a
way that's not antitrusty, right? 1Is that what you say?
Or do you say that if you want to, it's not prohibited
and you can do it on any basis you want? [|s that what
you say? And if not, what do you say? | have a | ot of
difficulty with that.

MS. GALBREATH:. One thing that we discussed in
the earlier session having to do with standards was the
fact that some of the organizations that we're famliar
with have gotten around to this question of RAND ternms or
licensing terns by really requiring a conmtnent to open
or royalty-free licenses. And |I'm wondering if anybody
has any comments about that as a fix to this problem |
know it's one that we have explored, but is that
sonet hing that we shoul d be thinking about as we're
throwing the rest of these issues into the m x?

MR. FARRELL: Well, | think that raises the
t echnol ogy nmonopsony concern nmuch nmore sharply than ex
ante negotiation, for exanple, would. | also think that
the way these things are often structured, they're as
duties on nmenber participants. And to the extent that
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that m ght create an incentive not to join, it seens |ike
t hat could be a real concern.

Now, again, com ng back to Carl's observation,
nobody, | take it, is suggesting that that be a required
rule for all SDOs. So, if an SDO is very worried about
non-participation, it mght choose not to adopt a policy
like that. So, to some extent, that's self-regulating.
But | don't think we've really thought through the extent
to which that's true.

MR. KATTAN:. Let ne disagree with Joe because |
think he's beginning froma faulty factual prem se. The
way that the organizations that provide for royalty-free

l'icensing work is not by requiring nenbers to commt up

front to royalty-free licensing. It is rather by
agreeing that there will be a |license, which will be
royalty-free. |If you want to take advantage of the

i cense and get a royalty-free license fromall the other
menbers who agree to sign that license, then you have to
agree to give thema reciprocal license. So, it doesn't
create a nonopsony problem it gives you a choice. What
is nmore valuable to me? Getting a royalty-free license
from everybody el se or paying everybody el se the
royalties that they may ask for and at the sane tine
charging royalties for my patents. So, it's
fundamental ly different fromthe kind of hold-up that I
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think Joe is tal king about.
MR. THOWPSON: | would have to strongly
di sagree. There are sonme organi zations that operate that

way. The vast majority of them do not operate that way,

that are royalty-free. It is a commtnment the day you
sign that thing that any patents you have wll be
royalty-free. In sone cases it goes so far as to give a

third party the right to |icense your patents for you,
and that's a particular problem

In my corporation, we have certain policies and
procedures and that kind of group requires very, very
hi gh I evel signatures within the managenent chain. | see
those. 1've got one on nmy desk right now I'mwiting the
routing menmo for. So, it is not just the ones that say,
gee, if you want to participate and enjoy the fruits of
this at the end of the day, then you need to grant the
license. Most of the ones | see start fromthe very
begi nni ng.

MS. LEVINE: Joe --

MR. SHAPIROC. | don't understand the
difference. |If everybody says they'll be royalty-free,
then it's reciprocal anyhow. So, it just seenms -- |I'm

not sure where we're going here. Plus by the way, Joe,

if I think 1'"ve got really cool stuff and you guys don't

have much, it's still a big concession, perhaps, to say
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"Il offer nmy royalty for your piece of whatever, my
not appeal to me nuch. So, it's not symetric,
necessarily, if we start with different technol ogy
positions.

MR. KATTAN: But if you think that your
technol ogy position is better than that of everybody el se
and the value of what you're getting in return from
everybody else is not as great as what you' ve got to
offer, you don't sign. |It's not an agreenent that says
you nmust license your IP on royalty-free terns. It just
says, if you want to get a royalty-free |icense from
everybody el se, you've got to cross-license them on
reci procal ternms.

MR. SHAPIRO | guess it would be hel pful if
you could participate without signing. That's a
guestion, whether you can't even participate, then you've
got a stronger situation where even to cone to the table,
you have to give up any clainms. That gets nore into the
-- that's the area where, | think, as Joe said, you nm ght
really worry about nonopsony power.

MR. FARRELL: Well, | think that was the ETSI
story and | think | hear Earle saying that's not
unconmon.

MR. THOMPSON: That is not uncommon in the
i ndustry. There are frequently -- even if you want to
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just hear what's going on, you have to agree that it wll
be a royalty-free |icense.

MR. KATTAN: So --

MR. THOWPSON: Where you really get a problem
isin the -- sonmetinmes what you will see being set up is
that that is, for all practical purposes, the buyer of
t he technol ogy, who may actually have devel oped sonet hi ng
there, but they are the ultimte buyer, it's setting up a
consortia or whatever, and if you want to participate in
this in order to sell to this buyer, you are agreeing
that it's going to be a royalty-free. That |owers the
buyer's costs significantly.

Now, what does it do as far as whether or not
you participate in it? You have to nmake a deci sion at
that point, are you going to want that business and is
giving up your IP worth it? In sone cases, the answer
will be yes. It's a business call. But that situation
does very nuch exi st.

MR. PETERSON: So, | think that this idea of

royalty-free licensing is, in fact, inplemented in a |ot
of different ways, as is illustrated here.
MS. GALBREATH: | think so.

MR. PETERSON: And that's my experience, that
it actually is inplemented in a variety of different
ways. | don't think it is a solution to anything in
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particular. There is the concept of we would |ike maybe

to have free licenses here as sonething that m ght becone

i mpl emented in sone kind of a larger plan or policy. It
can be inplenmented in a variety of different ways. |Its
utility, I think, varies quite radically fromtechnol ogy

or type of standard to another.

So, | think there are sonme for which the
i keli hood that there is an essential patent that you --
or a patent to which the standard really would need to
have a |icense for sonme reason, there's some standards
for which that's a nmuch | ower probability than others,
and for sonme, where this patent |andscape is |oosely
popul ated, shall we say, in the sense of |ikelihood of
patents that you're really going to need to be essential,
you have a higher -- that would be one indication that
maybe there's a higher probability that you should strive
for something that is actually RF because in a sense what
you're doing is you're trying to | ook possibly for the
unpatented solution or if there are patented sol utions,
if it turns out that there are unpatented alternatives,
it may be that the proponent of that may be just as happy
to grant a free |icense.

So, | think there are sone patent situations,
there are sonme kinds of technol ogies where it plays a
very useful role and people focus on it, and yet, there
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are others where that makes no sense at all. You truly
want to conpensate the patent hol ders and foster
i nnovation in that way, but it depends on the technol ogy
as to the role that it plays in the standard.

MS. GALBREATH:. We are closely approachi ng what
will be the end of our time, and so I'd like to focus us
back to a couple of issues as we end the nmorning. One of
those has to do with the question of whether ex ante
di scussion would really chill innovation. W've touched
on that and |I'm wondering, given the range of opinion
here, if the antitrust agencies were to give sonme kind of
gui dance in sone formor another and ex ante |icensing
terns were nore actively di scussed, would that chil
participation in standard setting organizations or chil
i nnovati on by people who m ght otherwi se give their
t echnol ogy over to a standard?

So, if we could go there. And then after that,
we should really proceed to the question of reasonable
and non-discrimnatory and spend a little bit of tinme
t here before we end the norning.

MR. FARRELL: A quick attenpt at an answer to
your question, Carolyn. So, Earle's viewis that ex ante
negoti ations are pretty much neani ngl ess because there's
no way to make a commtnent. | assume that sonetines,
maybe often is true. But in those cases, of course, it
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doesn't really matter what rule you have because if you
have a rule that says they're forbidden, it has the sane
consequences as if you have a rule that says they're
allowed, if they are neaningl ess.

So, we've got to focus on the cases where it
does nean sonething. It seenms to ne then, in terns of
the framework that Scott laid out in his witten
subm ssion and that Carl and | have tal ked about, and
ot hers have tal ked about, ex ante nakes good sense
provided -- and now this is sort of using the stripped
down econom c theory of the situation -- provided that
t he standards body doesn't take an aggressive negotiating
position, but rather says, let's ex ante conpare the
terns that are being offered by the different technol ogy
proponents and we'll choose the best one. That way, the
t echnol ogy proponent with the best technol ogy can get to
choose a RAND corresponding to its technol ogi cal
advantage which is, broadly speaking, the right reward
for that innovation.

Now, whether there's a good way to inplenment
that in practical terms wi thout allow ng too nmuch -- and

maybe it's not an issue but nmaybe it is an issue --

wi t hout allowing too nuch of the, well, we're the
st andards body, we have the power, we'll give you a
dol l ar for your patented technology. It seenms to ne
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that's the core issue.

And then a nmuch deeper question, which has been
rai sed several tines, | raised a few m nutes ago, again,
what's the real interplay between ex ante versus ex post
and the coordi nated versus bilateral discussions? |
think that one is really a hard question scientifically,
as well as policy-w se.

MR. KATTAN:. It seens to nme that if you all ow
ex ante discussions, the market is pretty much going to
deci de whether that's an efficient solution or not, in
that if it is an efficient solution people will use it
and those who feel that they're not getting sufficient
value for their IP will make what Earle said was a
busi ness deci sion whether or not to participate.

Cbvi ously, if conpanies choose not to
partici pate, standard setting organi zations will not make
use of the freedomthat they are given because they wll
see that it's causing key players to avoid participation
in the process and actually creating a situation which
there's less information rather than nore information.
To the extent that it delays their deliberations because
peopl e get hung up tal king about price rather than
t echnol ogy, again, the organizations will have to make a
choice, is this the path in which we want to go?

So, | think if you allow people to do what,
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t hi nk, many around this table agree is desirable, the
mar ket will pretty much deci de whether that's an
efficient solution. And it may not be a one-size fits
all solution, it may be a solution that works for sone
standard setting, it doesn't work for others. M gut
feeling is that in the overwhel mi ng of cases, the SSGCs
will choose not to make use of the freedomthat they're
given if you |ift the antitrust restrictions. But to the
extent that sonme do and it results in negotiated
royalties, | think that's all for the good.

MS. GALBREATH: Certainly, fromthe rule of
reason perspective we | ook for innovation enhancenment or
sone kind of efficiencies that are passed on to
consunmers, and so, those obviously would be things that
we woul d be interested in hearing nore about as we go on
and finish up the norning.

We should turn now to what reasonabl e and non-
di scrimnatory means. We've had a little bit of a
preface to that and 1'd like to go back there for a few
m nutes. In particular, | noted that in the recent
M crosoft decision that we, at |east, had one or two
lines fromthe judge who indicated that reasonabl eness is
an objective standard, a quotation froma Suprene Court
case from 1992.

" mwondering if that is the case or if that's
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t he consensus around this table, that reasonabl eness is
an objective standard, and if it is, what would be the
i ndicia of reasonabl eness if we're |ooking at RAND? And
then going to the flipside of that, what does non-
di scri m natory nmean?
MR. SHAPIROC: Well, far be it fromnme to

overturn the Suprene Court, but cone on. Wuld you agree

to buy a house and we'll figure out the reasonable terns
| ater after we nove in? | mean, it just doesn't work,
okay?

Now, it may work because of reputation or it
may wor k because in sone cases there are a |lot of close
exanpl es that give a clear benchmark, but it's -- | don't
know what objective nmeans. | nean, to the econom st,
it's just asking for trouble, | guess, put it that way.

Now, again, |I'mhearing -- you know, there's
sone, | guess, lack of -- we're not sure how often this
is really a problem W' ve heard that there's not a |ot
of big conmplaints. W know there are sone nunber of
cases where it really gets litigated and it's a big
di spute. | know that from personal experience. O her
peopl e do, too. But, you know, |awers nmay like the term
"reasonable,” but | think econom sts |ess so.

Non-di scrim natory -- | mean, | nentioned this
earlier, maybe I'I|l slightly repeat nyself. You know,
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it's really not clear what that nmeans. That's sonething

we're nore famliar with in ternms of, you know, price

di scrim nation and, you know, |'ve seen situations where
the small conpanies, the small |icensees or producers
will say, well, you know, it's really discrimnatory that

everybody pays the sane fixed fee because | don't spread

t hat out over very many units. O course, the big guys

say, well, it's really discrimnatory |I have to pay nore
in total because it's per unit. So, what do we nean
t here?

Agai n, grantbacks -- and this does not just
cone up in standard setting. It was discrimnatory to

ask everybody to give sone sort of cross-license for
stuff that reads on the standard when sone peopl e have a
| ot of IP, other people don't.

"' m not going to give you sonme definition.
There are econom c definitions of discrimnation. M
point is sinpler, which is, these ternms don't have enough
preci sion unless we either -- specific standard setting
bodi es define them | don't think we should be defining
themuniformy for all standard setting organi zations.
But, we should allow themto do so thenselves so they're
meani ngful in a context that works within the conpanies
and technol ogies with which they deal.

MR. VISHNY: Well, |I'm burdened by the fact
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that I'"'ma lawer. But, you know, when sonething |ike
the U N. convention and the International Sale of Goods
or other codes say that if two parties to a transaction
fail to set a price, it should be a reasonable price, and
the world manages to live with that. Not only judges,
but busi ness people manage to live with that. They know
there is potential for conflict, but they nmanage to live
with it.

s it therefore necessary to define it with
precision? | think not. | think there is good policy
behind the acceptance of the word "reasonable” in certain
settings. And | can understand why an econom st woul d
have difficulty with it. It lacks a certain precision
clearly. But it's used and it's used by reference to

conmmunity standards, to standards in an industry, to the

going rate, if you will, to how sonething is traded at a
particular time on the market. But it can ultimtely be
defi ned.

Do | think an agency should define it? |
really think not because | think what is reasonabl e and
what is not reasonable will vary in many cases in nmany
di fferent ways.

MR. SHAPIRO | agree with that.

MR. VI SHNY: Good.

MR. SHAPI RO We have an agreenment on the
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panel ?

MR. VISHNY: | understand the difficulty.

MR. PETERSON: The exanple that you gave,

t hough, about the use of reasonabl eness, that's an
exception case. That's applying this |loose termin the
case of exceptions. Here, we're tal king about

reasonabl eness as being the way that business is done and
| think that that's quite different.

MR. VISHNY: | think it's not nore exceptional
than the way business is done because we've had as little
trouble with it in the standard setting arena than we
have in other commercial transactions.

MR. FARRELL: But aren't we tal king here not
about whet her reasonabl e sonetines work, but about
whet her it would be okay for a set of parties to a
transaction to define things nore precisely? And if you
| ook at the world of ordinary comerce, sonetines people
will |eave prices undefined, but very often they wll
nail down exactly what the price is. | think we're
tal ki ng here about whether it's okay for people in this
context to do that, not about whether reasonabl e ever
wor Ks.

MR. VISHNY: | don't think I would want to say
that it's never okay for people to sit down and do that.
| don't even believe that that's the issue. | think I
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woul d support, in our context, in the standard setting
with which I'"'mfamliar, | would strongly support the
rule that we have because anything else is so highly
unwor kabl e and i npractical in that setting. | can't
speak for others.

MR. KATTAN:. You know, to my know edge, there
have been only two cases in which a conpany has sued
sonebody and said, you prom sed to |icense nme under
reasonabl e and non-di scrimnatory ternms and your terns
are unreasonable. There could be two possibilities here,
maybe nore than two, but then I'm not sure which they
are.

One is that the term "reasonabl e’ works
reasonably well and that's why people haven't taken a
shot at suing sonebody, or at |east asserting it as a
def ense, you know, an estoppel defense.

The other possibility is that the termis just
so anmor phous and has such wide |atitude that people say
it's not worth my time. And |I'mnot sure which it is,
but the paucity of |lawsuits that have been brought,
particularly given that one of them was quite successful,
suggests to ne that maybe the problemis not as pervasive
as one m ght think.

MR. THOWPSON: | have to agree with that, al so.
| don't think the problemis very pervasive. If a
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royalty, at sonme point, is not considered reasonable by a
conpany, they make a choice at that point, you know, from
a practical standpoint. They decide, okay, | won't be in
this business or I will pay the price today and find sone
way of getting it down in the future or changing the
standard, and that happens a fair bit. You find
st andards cone and go over tine for a variety of reasons,
not necessarily because it's better but because the cost
of implenenting it because of the royalty may have been
hi gher. That's where a | ot of these special interest
groups that Joe has tal ked about cone from

You have conpeting things right now. For your
wirel ess | aptops, you know, there's about four or five
di fferent conpeting standards. Each one of those woul d
wor k. Vhich one will win in the end? | don't know  But
sone of that is based on the royalty rate, sonme of it's
based on the inplenentations.

| don't really think that, you know, while RAND
is a very unconfortable sound in nmany respects, in
practice, it hasn't worked out to be that big a problem

MS. GALBREATH: Before we finish what I'd Iike
to do is turn it over to the panel and if they have any
guestions of one another, it would be a good tine to get
t hose questions out, and | guess | acking that, what we
would like to do is go around and gi ve each of our
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panelists an opportunity just to sum up what they fee
have been the nost inportant and salient points of the
nor ni ng.

MR. KATTAN: Let ne just raise one question
because | see Danny Weitzner in the room His
organi zation has a policy, as |I understand it, that says
we're not going to incorporate anything that's patented
into a standard, and that's, in a sense, a policy that
says we're not going to pay anything for a technol ogy
even if that technology has merit. | think that people
are generally confortable that that policy, which if I
wanted to use pejorative antitrust terns | could come up
with ternms |ike "boycott"” and whatever, it's a reasonable
one.

And |'ve never heard a suggestion that that
kind of policy -- if we're going to try to go for the
| owest cost alternative, which means we're not going to
take anything which is patented, is a reasonable one.

MR. FARRELL: \What was -- | think the ASSE case
said that wasn't reasonable.

MR. KATTAN: Well, no. \What the ASSE cases
basically said is that if you have a policy that doesn't
enabl e somebody to conply with a standard because -- the
ASSE case was an exclusion case rather than a col |l usion
case. It was not a conpatibility standard. Sonebody
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said, | want ny product to be certified as safe, and the
ASSE said, we're sorry, you have a patent on it, we're
not going to certify it. That was exclusion, not
col | usi on.

MR. VISHNY: But it's still an antitrust
concern, the exclusion, or can be.

MR. KATTAN: Yes. But the context of those
organi zations that say we are trying to adopt
conpatibility standards, which is really what we' ve been
tal ki ng about today rather than safety standards that do
not require us to pay any royalties. So, if anybody's
got a patent, we're not interested unless we can have it
for free. |Is that a problen? | don't think anybody --
well, | guess I'lIl pose it as a question. Does anybody
think that's a problen? 1 don't, and if that's not a
problem then why is it that discussing the terms under
whi ch you would |icense becones a probl enf

MR. VEI TZNER: Could I, just for the record,
say we are considering such a policy. W have not yet
finally adopted such a policy. But thank you for raising
t he questi on.

MS. LEVINE: For the record, that speaker was
Danny Weitzner of the WBC.

MS. GALBREATH:. Do any of our panelists have

anything nore to say about that?
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(No response.)

MS. GALBREATH: Then, perhaps, Scott, if you
woul d like to begin sunm ng up and we'll just |let people
go in whatever order they w sh

MR. PETERSON: | just have one, not really a
sum up, but sort of one point to make, and that is we've
struggled a little over what's reasonable, what woul d be

di scrimnatory and so forth, and also, what's the

i keli hood that there will actually be pass-throughs to
custonmers, what's the likelihood that there will be sone
collusive effect that will result in agreenent on |arger

fees that ultinmately get passed through.

In my view, the best way to attack all of these
nettl esonme problens is to have broader participation in
the group that is |ooking at and consi dering and invol ved
in these licensing negotiations or whatever the process
is. The broader participation will likely shed Iight on
what is or isn't discrimnatory because you will have
t hose people potentially at the table raising the
concerns about whether, in this context, that kind of an
arrangenent is going to have a terrible effect on sone
particul ar participant.

The pass-through -- we were talking earlier
about the difference between perhaps the established
pl ayers and those who nmay be new entrants or sitting out
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on the fringe, and those are the ones whose participation
can work to cause the collective result to be a better
one than m ght otherw se have been. So, exposure to this
br oader audi ence, shedding light on it in a collective
sense rather than having it go on in a nore ad hoc
fashion, | think, has benefits for a nunber of the
di fferent troubl esone issues that we' ve been tal king
about .

MR. SHAPIRO | guess | do conme out after our
di scussion this nmorning really continuing to believe
strongly that it's desirable to kind of shed sunlight on
t hese processes and | et people know what they're getting
into when they' re picking a technol ogy so they can nanage
their costs, which we know is inportant, not to inpose
any rules on particular standard setting organizations,
but to give themthe latitude and variety. Various forns
will arise and, hopefully, the agencies can do sonething,
again, to renove that antitrust chill.

Now, how big a problemis it? | nean, that's
been lurking here all along. | guess ny viewis | don't
really know. | mean, | hear people who are very
experienced saying it's not a real comon problem It
clearly comes up sonetines. | don't see any reason not
to clarify things so we can avoi d what ever the nunmber of
cases are where peopl e have been deterred or chilled from
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tal ki ng about these things and problens have arisen.

| guess in that sense, | would draw a parall el
to the discussion 10, 15 years ago about cooperative
research ventures, and there was this |ong discussion,
gee, are the antitrust |aws preventing people from
getting together and doi ng cooperative R&D, and sone
people said it wasn't a problem other people said it was
a problem and per se, and | egislation was passed and |
don't know that it nade a big difference, but it seened
to ne it hel ped because to the extent people were worried
about it unnecessarily, those concerns were alleviated.
And we could do sonething simlar here to |l et peopl e have
t hese discussions if they choose to do so.

MR. THOWPSON: Goi ng back to basically the | ast
guestion which was, you know, is there a chilling effect
by having this. Probably the answer is, at the nonent,
woul d be no. If you were allow ng ex ante di scussions,
is there a chilling effect on it? Maybe not. But by the
sane token, there may be. And the reason why there nay
be is that, you know, froma corporate standpoint, |I'm
not wanting to have ny engineers going in there.

Now, as Carl had said, well, it's your choice,
you either make the decision you can go do that or not,
well, very quickly, it then becones, well, we're not even
going to let you in the committee until you tell us
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everything that's going on and you get sort of an
i nherent peer pressure there where all of a sudden,
whet her you like it or not, you're going to find out that
your people are there and you're going to have to do that
or you're not going to play in the business at all. That
i s what bothers ne.

At sone point, you know, it's either going to
add to ny cost, which, by the way, gets passed on to the
consunmer at sone point, or it's going to be we don't
participate in certain groups. To ne, it's a mjor
| onger term concern and |'mnot sure if the thing that
we're trying to fix, which doesn't seemto be a rea
problem is worth presenting another problem down the
r oad.

MR. VISHNY: |'mgrateful for the opportunity
by way of being able to come here and exchange views. |,
nmysel f, have learned a ot and it's inportant to |learn

where you differ, obviously, and why.

| think fromour standpoint -- you know,
there's the old joke that -- it's not a joke, that if it
ain't broke, don't fix it. | don't accept that because

obvi ously sonet hi ng not broken can be i nproved upon,

whet her or not it needs fixing. | don't see that

all owi ng ex ante discussions in the context of our

st andar ds devel opnent groups will inprove anything or fix
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anyt hi ng.

| think the process works, it works well, it
wor ks as efficiently as human bei ngs can work.
acknow edge that we have delays. | don't think the
del ays, in general, are related to the problem we've been
di scussing at all. Unfortunately, they're there, but not
because of this.

Al'so, | would not be in favor of a statenent
that any discussion is automatically a violation of the
antitrust rule and exposes you to risk. | don't think
that's necessarily true, but I wouldn't be willing, in
advance, to lay down the precise circunmstances under
which it would and would not. | think that's a call
that's exceedingly difficult and one which the judges
m ght not accept sone day, and after all, they will have
the final say.

MR. KATTAN:. | think it's inportant to
enphasi ze a point that Carl nmade earlier, which is we're
not tal king about inposing anything on standard setting
organi zations. \What we're tal king about is giving them
freedomto make a decision as to whether to all ow
di scussions of licensing ternms. Sone undoubtedly will
decide not to. O hers mght decide to do that and if
t hey see people |like Earle wal ki ng out, decide that
that's too high a cost to pay, | think the market is
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going to sort that out.

Now, the point that Paul made about judges, |
think, is an inportant one because it really speaks to
how big a difference you can make. | would certainly
agree with Carl that the rule that you ought to
articulate is one that says rule of reason with some kind
of presunption that ex ante discussions are legitimte
and pro-conpetitive. Whether that nakes a difference, |
don't know.

Scott's conpany was involved in a case that was
a rule of reason case, Addamax v. Open Software
Foundati on, that case |lasted --

MR. PETERSON: Multiple tines.

MR. KATTAN. And that case | asted how nmany
years, Scott? Five or six years, and the cost of --

MR. PETERSON: The residue goes on to this day.

MR. KATTAN. So, the fear of being enbroiled
even in a rule of reason case, | think, is there.
Certainly those conpanies that don't want to have the
di scussi ons take place, for whatever reason, maybe they
are nore -- their IP halves who would |like to collect
nore royalties, are going to play into that fear.

So, you can neke a difference, |I'mjust not
sure how big a difference you can nake.

MS. GALBREATH: Joe?
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MR. FARRELL: Well, | think I've actually made
my main points in the course of our discussion. | nean,
| think analytically we need to distinguish carefully,
perhaps nmore carefully than we al ways have, between ex
ante versus ex post and bilateral versus nultil ateral
di scussions, and the role of RAND in that as inmposing
sone, perhaps, nebul ous degree of uniformty, which I
take to be somewhat akin to rmultilateral or joint
negotiations, is a bit of a nystery. Wat will happen if
you allow or have primarily ex ante but primarily
bi |l ateral discussions? Perhaps we al ready have that.

One woul d expect to find sonme parties have very
advant ageous deal s and ot her parties having |ess
advant ageous deals. |Is that a good outcone, is that a
bad outconme? | think that's going to depend on sone
features of the market that may be difficult to see.

And this pass-through issue strikes ne as
perhaps a pretty big one or sonetines probably a pretty
bi g one which says that the participants, the direct
t echnol ogy buyers, nmay not actually be functioning very
wel |l as agents for the end user. CObviously, one can
overstate that. | entirely take Joe's point that if
there are sonme people with royalty-free cross-Ilicenses,
then that point gets a | ot weaker.

So, it seens to nme those are the nmain things
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that come out. | can also offer to finish it up on a
lighter note, if you' d |ike that. But people should
probably say their serious things first.

MS. GALBREATH: Well, | will just say thank you
to all the panelists this nmorning for taking the tine in
coming and I will et you have the |ast word.

MR. FARRELL: Okay. Well, we've been
talking -- |I've noticed that nobody has used the term
but I think at sone | evel we've been tal king about
submari ne patents and the like, and there's actually a
di spute which is perhaps illum nated by thinking about
the word "submarine.” Those of you who know nme well know
that | enjoy nmessing around with words. So, 1'd like to
just take a mnute to take a |look at the word "subnarine”
in a slightly unusual way.

Now, if you |l ook at the word "submarine” it's
obvious that the last three letters are just kind of a
suffix, so | think we can dispense with those. Now, what
are we left with? W're left with this rather strange-
| ooki ng word "submar” and sonetinmes in this kind of
endeavor when you can't nake a | ot of sense out of
sonething, it helps to ook at it the other way around.
So, let's look at it the other way around.

(Laughter.)
MR. FARRELL: Coi nci dence? | think so.
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(Laughter.)

MS. GALBREATH: Thank you all very much for
com ng and participating with us this nmorning, and join
us again this afternoon at 2:00, please.

(Wher eupon, at 11:46 a.m, the norning session

was concl uded.)
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AFTERNOON SESSI ON
(2:00 p.m)

MR. SCHEFFMAN: Welcone. This is the fina
session of the FTC-DQJ hearings on Conpetition and
Intell ectual Property Law and Policy in a Know edge- Based
Economy. |'m David Scheffman fromthe Bureau of
Economics. [|'mjoined by Frances Marshall from DQJ, Gai
Levine and Sarah Mathias fromthe FTC Ofice of Ceneral
Counsel .

Let me say, since |I've done no work at all in
t hese hearings other than appear in this thing, the
people who did this at the FTC and DOJ really deserve a
t renmendous amount of credit. This is probably the nost
i nportant set of hearings that have ever occurred on this
topic that are available, as they are transcribed, on the
web page. It's greatly contributed to learning, in
general, and to those of us enforcers and practitioners.

So, this is the end of a process that began
ni ne nont hs ago. There, of course, will be a report
soneti me next year which will be a | ot of work, again, by
t hese people to put together and synthesize what we've
| earned fromthe hearings.

For today's panelists, | want to conplinent,
al so, the panelists today and all the other panelists

t hat have contributed to these hearings, which obviously
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have been the critical sub-stand of input. There are

bi ographi es available for the people. |'msure the
audi ence knows all the people, but I'll give thema short
bi o.

M chelle Burtis is a Director with the
consul ti ng conmpany, LECG and the firm s Practice
Director for Mergers and Acquisitions. Her practices
i nclude consulting and litigation experience in antitrust
and intellectual property issues.

Joe Farrell, of course, is Professor of
Econonmics at UC, Berkeley. He's also Chair of the
Conmpetition Policy Center and Affiliate Professor of
Busi ness. O course, Joe was one of the many al ummi of
the DOJ and FTC here as former Deputy Assistant Attorney
General for DQJ.

Jeffery Fromm has practiced as an | P attorney
for over 20 years with a focus on conputing and i magi ng
t echnol ogi es over the |ast several years. |In August of
this year, he retired fromH-P and is now in private
practice. Jeff has a | ong-running involvenment with
intellectual property issues that arise in open systens
and consortia, clearly a very inportant issue for the
di scussi on today, and frequently advises on strategic
alliances, acquisitions and spin-offs.

M ke MFalls is an associate at Jones, Day,

For The Record, Inc.

Wal dorf, Maryl and
(301)870-8025



© 00 N oo o b~ w N P

N NN N NN R R R R R R R R R R
g A W N B O © O N O O A W N LB O

95
where he focuses on antitrust issues, on nerger and non-
merger matters, and biotech, pharnmaceuticals,

di agnosti cs, defense, consuner products, and ot her
matters. Mke is an alum of the FTC where he was in the
O fice of Policy Planning in 1997 to 2000 and al so was an
Attorney Advisory to FTC Chai rman Bob Pit of sky.

Barbara McGarey serves as Chief Counsel to the
NI H, the National Institutes of Health. Barbara has
extensive | egal expertise on the funding and regul ati on
of the bionmedical research enterprise, having served as
General Counsel to the NIH Foundation, Deputy Director of
the NIH Office of Technol ogy Transfer, and as a |itigator
with the Departnent of Justice representing the U S. Food
and Drug Adm nistration.

Janusz Ordover, of course, is Professor of
Econom cs and fornmer Director of the Masters in Econom cs
Program at NYU. Janusz is yet another alum former Deputy
Assi stant Attorney General for Economics in the Antitrust
Di vi si on.

Rick Rule is a partner at Fried, Frank and head
of the firmis antitrust practice. Rick's practice
focuses on providing antitrust advice, structuring joint
ventures, representing corporations before DOJ and FTC in
the EU. Rick, of course, was Assistant Attorney Genera
at the Departnent of Antitrust at the Departnent of
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Justi ce.

Carl Shapiro is Transanmerica Professor of
Busi ness Strategy at the Haas School of Business at UC,
Ber kel ey, Senior Consultant to CRA, Charles River
Associ ates. Carl, of course, was also a Deputy Assi stant
Attorney General for Econom cs for the Departnent of
Justi ce.

The agenda in these final panels are to clarify
sone issues that have arisen earlier in the hearings.

So, it will be questions asked by the people at the table
here and interchange and di scussion by the panelists. As
a procedural matter, at |east what we'll start -- see how
wel | - behaved you are, but we'd encourage you to turn your
-- we'd say tent, but turn your nanme thing on its end if
you want to speak, and then we'll see whether that's
really necessary or not.

We're going to discuss four general topics
t oday, portfolio cross-licensing, grantbacks and non-
assertion clauses, reach-through |licensing agreenents,
and issues related to non-vertically integrated IP
hol ders.

So, I"'mgoing to start with sone genera
guestions about portfolio cross-licensing and |I'm
interested in this general issue on all the topics, which
is, definitionally, what is it we're tal king about, which
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is not so anmbiguous in portfolio cross-licensing, but is
in some of these others, we'll see if we have agreenent
on what it is we're actually tal king about
definitionally, and then what is the business purpose of
the practices we're tal king about and what do we know
about the usage of such practices.

So, starting out with portfolio cross-
licensing, |I put to the panel: what is the business
pur pose behind portfolio cross-licensing? |In what sort
of industries does this practice arise? |Is this practice
becomi ng nore or |ess comopn? Does it occur between
vertically integrated firms, between rivals? That's the
gquestions | would put to the panel to start off talking
about portfolio cross-licensing. So, who would like to
begi n addressi ng these general issues?

Carl, since you've written about these issues,
do you want to start?

MR. SHAPIRO. Well, sure. First off, | think
it's -- in part, | think there's a pretty clear consensus
or understanding that portfolio cross-licenses are wi dely
used in certain industries, sem conductors, perhaps,
bei ng the best exanple.

Just to define it and make sure we know what
we're tal king about then, you know, particularly between
sone of the large conpanies in that industry, whether
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it's Texas Instrunents or Hew ett-Packard or Intel or
I BM |icenses that go both ways, include a | arge nunber
of patents, maybe some carve-outs, maybe not, nmaybe sone
field of use restrictions or sonething, maybe not, but
pretty broad, and typically apply not just to patents
t hat have been issued but patents that will be issued
t hrough or applied for through a certain date. So, just
in terns of getting on the table what we're tal king
about .

| mean, my view, | guess to maybe start the
di scussion is, you know, certainly if you're talking
about cross-licensing patents that have al ready been
applied for or issued on royalty-free terns, it's a
wonderful thing froma conpetitive point of view. This
ki nd of allows conpanies freedomto design their products
and manufacture their products wi thout royalty burdens in
a margi nal cost sense.

And so, it can lead to inproved product quality
and | ower costs and | ess basically patent cloud and so
forth. |1 think that's sort of unambi guous, very
straightforward, including patents that haven't yet been
i ssued for sone period of tinme, potentially could raise
sone i ssues because you could say, well, if |I do sonme R&D
and | cone up with this patent, |I've got to license it to
you, maybe mnmy conpetitor. You m ght be worried that that
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woul d reduce the incentives to innovate a bit because it
woul d be shared.

| think, again, certainly in sem conductors,
it's pretty clear that that's not been the effect, |
woul d say. And that because of the lags in patenting,
because of the patent thicket problenms, the pro-
conpetitive advantages of know ng that you have this sort
of patent freedom at |east vis-a-vis a cross-licensing
partner, outwei gh any possible concerns about stifling or
deterring innovation. Maybe other people don't agree
with that, but that's ny position anyhow. That's what I
think |I've observed.

So, at |east before you get to royalty bearing
i ssues, there's a lot to be said, in a pro-conpetitive
sense, for these type of portfolio cross-Ilicenses.

MR. SCHEFFMAN: Jeffery, | wonder with your
experience working for a major high tech conpany whet her
you could share with us your perspective, the business
perspective about cross-licensing and the pluses and
m nuses from a busi ness perspecti ve.

MR FROM | certainly agree with Carl. |
t hi nk, anongst nmajor corporations, it's pervasive in
certain industries, not just the integrated circuit
busi ness, but the conputing business generally has a | ot
-- nost conpani es participate in sone sort of broad
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portfolio cross-licensing. | think the business aspect
is -- certainly, within many corporations, H-P being one,
t he nunber one criteria for getting patents is to provide
design freedom Because of the nutually assured
destruction problem in other words, evaluating other
people's portfolios for the first time is an interesting
exerci se when you're |ooking at five or 10,000 patents.
But that's typically what you find. 1In any group of five
or 10,000 patents, |I'mreasonably certain that I can find
an infringing patent of m ne of sonebody el se's product
and vice versa.

Whet her | can find 100 or 200 such things is
also not difficult. So, |I think in that context where
you've got a business to run and the |everage isn't
really in getting the patents but in providing a
mechanismto -- a conpany like H-Pis really in the
busi ness of selling products and conpeting in product
sal es, providing products to custoners, and not
necessarily in conpeting on technol ogy, although
technology -- | nmean, it's a technol ogy business, so
it -- you know, it's certainly an aspect of it.

So, fighting over whether ny patent is better
t han your patent is a lot |less interesting to nost
busi ness managers than fighting over whether ny personal
conputer is better than your handhel d personal conputer.
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And that's the business they're in.

So, | think it's inperative for the health of
the industry that certain broad cross-|licensing continue.
Usually, there's not a problem Like I say, as Carl
said, nost of them are forward going. Many of them are
not. Some are, sone aren't. Some industries participate
in what we call capture periods, capture patents that
will issue or capture patents that will be filed in the
next three to five years. It's rare that they go further
than that, mainly because econon cs change.

My experience, as far as carve-outs, is carve-
outs are very commopn anongst nmany conpani es because there
are a lot of themin nultiple businesses. |In general,

t he way those carve-outs kind of go is it's carve-outs
for businesses that the other conpany is not in yet, but
that they m ght want to get into so that the carve-out is
designed so that it doesn't enable the other conpany to
use your patents against you in a business that you are
already in and they are not in. That's kind of how the
carve-outs typically are arranged.

So, usually the carve-outs don't attack the
core busi nesses where they' re conpetitors. So, if HP
and | BM for exanple, were to be interested, they
certainly wouldn't carve out -- personal conputers

woul dn't be a carve-out because that woul d be sensel ess.
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Why woul d you do such a thing because ultinmately both
conpanies are in the PC business? But usually the carve-
outs are fairly broad field of use carve-outs with the
idea that you still have some patent power that you can
exerci se against the other party if they decide to go
into a business that you're in and they're not in.

Usually, it's pretty balanced. Sonetines
there's bal anci ng paynents. Usually the bal anci ng
paynments tend to be just cash, frequently one-tine
payments of cash, sonetinmes significant amounts of cash.
Once again, ongoing royalties on broad cross-Ilicenses, |
guess |'ve never seen one of those. | guess they
probably do have them but it's usually someone will do

an analysis that my portfolio is bigger than your

portfolio today and you owe ne X mllion dollars. And
time will pass, it will be four years from now and the
capture period will expire and then they get to

renegoti at e.

But the objective during that four-year period
was to prevent any continuing litigation over the patent
portfolios during that period so people would be able to
desi gn products and ship them w thout the threat of
injunctions primarily.

MR. SCHEFFMAN: Thanks, Jeffery. Joe, do you
have a comment ?
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MR. FARRELL: Yeah. Well, let me try to be a
little provocative here. 1'd |like to suggest that nmaybe
we can view a forward-going portfolio cross-|license
partly in the light of a private intellectual property
policy, that is to say two firns or a bunch of firns get
t oget her and decide that notw thstanding all the well -
acknow edged advant ages of intellectual property, it's
actually nmore pain and inefficiency and trouble than it's
worth. They'd rather have the design freedomthan have
the increnental incentive to innovate. They'd rather
have the freedom from submari nes and nasty surprises and
mar gi nal royalties than have the increnmental incentive to
i nnovat e.

First of all, I find this a hel pful way of
| ooking at broad forward-1ooking |icensing practices that
ki nd of developing a private intellectual property policy
has between the parties. | think one can look at it as
so often in either an optimstic or a pessimstic way.
The optim stic way says in circunstances and in
i ndustries where those trade-offs suggest that maybe it's
better to have a weaker intellectual property regine, lo
and behol d, the market works and peopl e can negotiate
their way to exactly that. You don't have to change the
| aw, you don't have to have an industry-specific |aw or
enf orcenent policy in the courts or anything. That's the
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optimstic view

The pessim stic viewis, |ook, our intellectual
property policy is so nessed up, so dysfunctional that
peopl e actually go to the trouble of negotiating around
it because you | ose your design freedom you have al
ki nds of trouble if you allow the default court-enforced
intellectual property policy to govern what actually
happens in the industry. And | think there's a certain
amount of truth to both the optim stic view and the
pessim stic view To nme, that's a way to frane the
i ssues that hel ps provoke concern and maybe t hought.

MS. MATHI AS: | have a question. W've talked
about how beneficial portfolio cross-licensing is,
typically in the sem conductor industry, but there are a
wi de variety of industries where patents are enpl oyed
out si de as sem conductors. \What are sonme of the factors
that we m ght want to consi der where the portfolio cross-
i censing and other industries, where there nay not be
quite as much overl apping, that we should | ook to and
t hi nk about in our analysis?

MR. ORDOVER: Just to pick on what Joe said and
maybe as an answer to the question that you posed, it
strikes ne that it's inmportant to figure out what the
obj ective here is. | think it's obvious that if you want
to stinmulate current product conpetition then cross-
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licensing is an obviously very effective way to mnimn ze
some of the dangers for firms making sunk investnents.

I n many industries, those are significant, and certainly
for sem conductors, they're potentially huge.

| think that on the negative side there's the
gquestion of disincentives for future R&. To ne, the
mai n question then really becones as to the scope or the
nunmber of firnms anpbngst which these cross-licenses have
been exchanged. | nmean, in Japan, which | studied | ong
ago, it seenmed that these cross-licenses for broad
portfolio patents had a way of making it very hard for
new firnms to come in and overcone the patent thicket, a
concept that Carl so beautifully described in his
writings, because they had very little to negoti ate.

The idea in Japan, at least when it still was a
fearsome worl dwi de conpetitor as opposed to a pushover
nowadays, it seenms that the way it all worked was for the
leading firnms in the industry, whether they were
sem conductor firms or autonotive firnms or whatnot, was
to aggl onerate huge portfolios which they were swapping
with each other, but which they were unwilling to trade
with the outside players.

So, fromny perspective, the concern really
woul d have to be whether or not these portfolios fence
of f woul d-be entrants while creating the design freedom
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and innovative capabilities for the existing firms. That
is, what is the effect on those firns actually trying to
cone into the industry? Are they going to be
di sadvantaged? W II| they have sonmething to counter
bal ance the absence of their own portfolios, such as sone
ot her benefits, assets, conplinentary assets that they
can bring to the table?

What is the universe of firns that are engaged
in cross-licensing relative to the potentially, perhaps
unknowabl e, but significant universe of firms that could
be chall enging the prinmacy of the incunbents? And in
sone cases, that is the right kind of a question to ask
fromny perspective. | don't know whet her sem conductors
is one of them but in, for exanple, software design for
various types of televisions, that has becone a concern
to the players in these cross-licensing activities,
whet her conpul sory or forced, who are really the only
group of firms capabl e of innovating, going forward, and
therefore, they were in a club and there is nobody el se
that could join.

So, | would really |look at the question of the
out si de universe as can they cone in, can they conpete,
what do they have to offer, can we predict that, or is it
just too uncertain to the point of being really
unknowabl e, and therefore, should not be factored into
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the analysis of a particular set of arrangenments?

MS. MATHI AS:  Jeff?

MR. FROMWM | think we actually can predict it
and | think we have experience with what actually happens
and | think it's maybe useful to tal k about people who
are newconers who don't have the portfolios. | think for
two reasons, the actual effect today is what happens when
a newconer cones in -- well, first of all, let nme say
that | know of very few conpanies that wouldn't |icense
their patents, at |east anpbngst Anmerican conpani es.
That's not to say that there aren't sonme patents or sone
key technol ogies, especially in the chem cal industry
where there's one patent on one drug. That's a different
ki nd of a universe.

But, |I think, in general, in many other
i ndustries, for exanple, in the conputing business, in
the I C business, the willingness to |icense anybody for
the right price is pervasive, nainly because people can't
afford to wal k away fromthe cash.

So, | guess | think we've seen -- conpetition
has gotten so strong that people have such a desire to
get nmore cash to fund their next generation products with
R&D that | think that we do know what w |l happen if Joe
Doe, who has no patents, wants to conme to Hew ett-Packard
and license a patent. HP will license it to them They
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may not |ike the rate because they want something for
not hing, and that's always an interesting discussion.
But, very rarely would it be cases, such as the ones you
di scussed in Japan, where a group of |arge corporations
woul d just refuse to |license newconers. That's been ny

experience.

Now, as far as the disincentive, | think that
actually turns out to be -- patent broad cross-Ilicensing
tends to be an incentive because what it does -- to

future R&D because it's the small conpanies that have to
be -- | think big conpanies, let's assune they're
spending 7 to 10 percent of their gross for R&D. What

t hey have to protect thenselves against is sonmebody

com ng al ong and not spending anything towards R&D. So,
they want to be sure that the small conpany that is just
starting in the industry is spending its 7 to 10 percent
and getting its few patents. So, although you're a
conpany |ike H P, you may have 20,000 patents. A snall
conpany with only one or two patents is just as dangerous
just because of the way the patent system functions.

So, | think the way this actually works is
because of the potential for the cashflows to work back
and forth that encourages small conpanies to get their
own patents and do their own R&D investnment. That's been
my experience. Usually there's one hit on a smal
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conpany. They take one hit for $10 mllion and then they
very quickly start finding their own patents on their own
R&D. So, they only have to pay it once.

MS. MATHI AS: | have a quick follow up question
for Jeff and then we'll go to Joe. Do you ever see or
had you ever seen exclusive cross-portfolio |licensing

goi ng on? WAs that --

MR. FROMWM |'ve never seen that. |'ve never
seen any broad exclusive patent licensing. | just don't
know of any conpanies that do that. Certainly, not in

the I C businesses, not in the conputing busi nesses.
There's always -- there m ght be one or two patents even
out of 10 or 20,000 that are exclusively |icensed but I
don't know of any broad exclusive |icensing.

MS. MATHI AS: Joe?

MR. FARRELL: Well, com ng back from Janusz's
point, | nmean, | think | agree with Janusz that one m ght
worry about an insider's club of cross-licensing that is
not open to new nenbers. But | think it's worth pausing
a noment to ask ourselves why we would worry about that.
After all, the traditional IP analysis, | think, would
say | have a patent that is, by assunption, broad enough
to keep others out of the industry. | choose to |license
it to some but not all conpetitors. Presumably, that's
not nmore restrictive than choosing to keep it conpletely
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to nyself. And so, why would we worry?

| think the answer to the question actually
goes quite deeply to the foundations of this whole set of
issues, and that is, it seens to ne we worry not because
this is a bad thing conditional on having a totally
legitimate, in all senses, broad patent. | think we
worry because it's a conmprom sing of what we see as a
desirabl e and necessary safety val ve agai nst over-issuing
of patents. In other words, if you really thought that
the insiders had done things that warranted giving them
tenporary nonopoly on that IP -- | use the word
"monopol y" not in the antitrust sense here -- then you
woul dn't worry about that kind of thing.

The only reason you worry about it -- and I
believe we'll come to this later -- that it's the sane
reason that perhaps we should worry about non-vertically
integrated I P holders, is that those practices or those
structures weaken -- I"'mnot sure this is the right
nmet aphor -- weaken the safety valve. And so, | think you
can't properly understand these concerns if you're
t hi nki ng about the intellectual property as being, in al
senses, valid and deserved. | think you have to
incorporate in your thinking at | east the possibility
that this is bad I P before you can understand why or
before you might start to think that there's a problem

For The Record, Inc.

Wal dorf, Maryl and
(301)870-8025



© 00 N oo o b~ w N P

N NN N NN R R R R R R R R R R
g A W N B O © O N O O A W N LB O

111
with some of these things.

MS. MATHI AS: Carl ?

MR. SHAPIRO | also wanted to pick up on the
i ssue of whether broad portfolio cross-Ilicenses anpong
| arge i ncunbent firms would sonehow keep out little firnms
or entrants who are very small. It seens to nme one way
they mght, | suppose, is because the two conpani es or
mul ti pl e conpani es who are engaging in these cross-

i censes have the design freedom and the freedom from
paying royalties and therefore, can make better, cheaper
products. We wouldn't usually call that a barrier to
entry, okay? So, that doesn't seem|ike anything to
worry about much |ess attack. So, that doesn't trouble
me.

| agree with what Joe said. | suppose one
other way to think about it is there are advantages of
being a large firm So, think about sort of econoni es of
scal e or diseconom es of scale in terms of doing R&D and
patenting and so forth. And, actually, | think this is
pi cking up on sonme of what Jeff said.

G ven we have this patent thicket, at least in
sone industries, and all these patents and one product
can possibly infringe many, many patents, there's an
argument, actually, that there are di seconom es of scale.
That is, if | have 10 patents that | can assert agai nst
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you, I'min a stronger position than if | just had one,
but not 10 tinmes as strong, in sone sense.

So, actually, conpanies that nmay be an
out si der, who've got one patent and | ess exposure in
terms of their revenues when they sit down to negoti at e,
may have a strategi c advantage, not di sadvantage. And |
think we're going to talk about that when we tal k about
non-vertically integrated firns as well. | think there
are reasons to be concerned, actually, particularly given
t hat patents are opaque and they take a long tine to
i ssue and so forth. Again, it's not so nuch outsiders or
smal | firms are at a di sadvantage, but rather large firns
coul d get held up.

MR. SCHEFFMAN: Well, what about -- |'m curious
about small firms being held up. There's not nuch in the
news these days -- in the '80s and '90s, we had a | ot of
stories of what | call the Silicon Valley hold-up, that
is alarge firmwith a big portfolio goes arguably to a
smal |l firmand says, | want your technology and |'ve got
a zillion patents here, |I'msure there's something you
infringe. So, you mght find it in your interest to
essentially give nme your technol ogy.

Was that a problen? |Is it a problen? 1Is it
growi ng or shrinking or.

MR. FROM There are some problens |ike that
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every now and then, not so much in the patent business.
We're tal king general -- not just patents, but IP rights
generally. | nean, the Mcrosoft |icense agreenent
provi des nechani sns to get back patent |icenses that
probably they couldn't get but for the fact that they
have a strong copyright and trade secret position —

So, the problem does exist that people do
essentially say, well, I have ny -- | haven't seen very
much in the way of the problemthat you tal ked about,
whi ch i s about a 20-year-old problem | don't know why
it seens to have di sappeared, but it does.

MS. MATHI AS: Janusz?

MR. ORDOVER: First of all, | don't want to be

under st ood as saying that | think these issues are nmgjor

problens -- | amall in favor of substantial cross-
licensing activities. | think they are decidedly
beneficial. | think that the question really, in terns

of formulating public policy, is how these activities
af fect or inpinge upon, if at all, the next wave of R&D.
| mean, what has been done is done. |It's good to be able
to share it. W know that it's good to share existing IP
in many ways.

The reason | brought up these "small firns,"
whi ch do not have to be small necessarily in terns of
their market capitalization, but in terms of perhaps
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their portfolio of knowl edge within a particul ar area
where there are potential conpetitors, where the question
really arises of whether or not these cross-1licensing
strategies have the effect of stinulating or retarding
t he next waves of R&D conpetition.

And | think to the extent that they have a
stimulating effect, then they add nore to the benefits
than just sinply making it nore conpetitive in the
current environnment. Adapting a nore static perspective
fails to capture these benefits. And one would want to
know a little bit nore about how cross-|licensing can
retard the next waves of R&D conpetition. Then, of
course, they raise these kinds of concerns of the folks
here, that DQJ and FTC are wel | -equi pped to think about.

So, ny point really was that we need to worry
nostly about the dynam c effects, as Joe pointed. How
strongly do we feel about these portfolios of patents?
Do we always cone to believe that they are just totally
valid, totally penetrable and therefore, creating the
ki nd of exclusion or market power that |IP bestows or is
there certain concern that perhaps there is weakness in

t he margins of those patents or other types of |P?

So, I"'mreally focusing on the dynam c aspects
in terns of thinking about these licenses. | think they
are generally pro-conpetitive, but they cannot -- it's
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not like they all are per se pro-conpetitive. One can
use that term

M5. MATHI AS: Rick, we're going to go to you
next, but | had a quick question | wanted to throw out as
well as we haven't really focused on the consuners and
whet her or not these portfolio cross-Ilicensings pass on a
benefit to the consuners or not. So, | wanted to throw
t hat out and see what.

MR. RULE: Before | deal with that, | guess --

MS. MATHI AS: And you don't have to deal with
that if -- | know you had anot her comment.

MR. RULE: Sure. The one comment | wanted to
make is -- and | want to raise sone old econony issues,
but I wanted to first address Dave's question about hol d-
up.

It strikes me that one of the reasons not to be
terribly concerned is if the cross-license is sinply a
substitute for other consideration. | nean, if you have
an asset that has a certain value and the counter-party
to the transaction can either pay you cash or they can
gi ve you access to their technol ogy, since our system
wor ks on the proposition that if you have an asset, you
are entitled to basically reap its value in ternms of the
price you'd set. | don't think you would be terribly
concerned -- at least this group -- should be terribly
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concerned about one conpany obtaining consideration in
the formof a license. | don't think that, in and of
itself, is a problem

| do think, though -- I mean, you know, cross-
licensing in the high tech industry is somewhat
different. Back in the '80s, in particular, and | guess
in the early '90s when you didn't have the sort of patent
t hi cket issue, the notion that Janusz raised was a
concern and people were often nost focused on cross-
licensing in the context of patent pools.

In the context of patent pools, and generally
sort of the legal approach to those issues, the question,
at | east when some of us thought about it in the '80s,
was not so nuch the sharing of the technol ogy that
occurred, but it was the restrictions that went al ong
with it. And to some extent, that goes to Janusz's point
of who el se you let share, and there are certain
doctrines under the antitrust |aws that addressed that.

The other is to what extent -- how far does
t hat sharing go and where does it cross the legitimte
line? And there are obviously a | ot of patent pools, at
| east in the case | aw, where the technol ogy was not that
significant but it was a nmechanism for coordinating
ot her activity. For exanple, by requiring paynent of
royalties that then would get redistributed and havi ng an
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effect on price. And | think there are uni que problens
in the high tech industry because of the various points
that Carl and others have made. But | do think that, you
know, potentially the big issue is -- and this really
goes to consuners in many ways -- are the restrictions
that come along with the cross-Ilicensing and the pooling
and | see M ke nodding his head. Maybe that's sonething
t hat appeals to us |lawers nore than the econom sts.

But it is something that oftentines, at |east,
as | awyers, when they | ook at these problens, are
particul arly concerned about as opposed to the question
of whether to enter into that agreenent, per se.

MR. SCHEFFMAN:. Okay, we have a | ot of things
to cover, so | want to nove to the next topic, which is
grant backs and non-assertion clauses. Now, this is an
area -- as sonme of the others were -- | think it's
actually particularly inportant for us to be sure that we
under st and what we nean by these, by grantbacks and non-
assertion clauses and how they differ or are simlar.

| wonder, M ke, could you start us off with
t hat ?

MR. McFALLS: Sure. | think the basic
definition of a grantback is it's a |icensing provision
in which a |icensee agrees to |license back, in sone form
or other, sone |IP which nmay or may not be related to the
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initial IP licensed, for some period of tinme, in sone or
all parts of the world. And | think that there's a | ot
of variety here, and the variations that you see in the
provi sions play a significant role froman econom c
perspective and |l ess so froma | egal perspective in
eval uating what the likely effect of a grantback could be
or would be.

So, you could have royalty-free grantbacks or
you coul d have royalty-bearing ones. As | said, you
could have unlimted grantbacks with respect to
geogr aphi c scope or you could have territorial and
national restrictions. You could have unlimted fields
of use in which to apply, if you're the licensor,
what ever i nnovations come back to you, or you could be
restricted to the scope of the IP that you're |icensing.

Al so, grantbacks may grant the initial |icensor
a right to actually sub-license the invention back and
you'll often see that perhaps in patent pools where the
initial licensor naybe has a dom nant or pioneering set
of patents and wants to coordinate |icensing anong a
bunch of licensees for a variety of econom c incentives
that may or may not be pro-conpetitive, but probably
often are pro-conpetitive.

And excl usive or non-exclusive, the grantback
can say, you, as licensor, have the exclusive right to
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practice, make, use and sell the invention. Not even the
initial licensee will practice it or it can be conpletely
non- excl usi ve whereby the |licensee can go out and |icense
this invention, subsequently devel oped, to sonebody el se.

And one thing | forgot to nention at the
outset, usually these apply to perspective inventions.

If all we're tal king about are existing patents that a

|i censee may have, then it's probably nore accurate to
characteri ze, although certainly not necessary from an
anal ytical point of view, these as cross-licenses between
a dom nant patent hol der and sonmebody who has sone

i nprovenents on it that they've already patented.

So, | hope that's a useful |andscape. The
variations don't afford us nuch of a common vocabul ary.
But they are sone of the distinctions worth talking
about .

MS. BURTIS: And, Mke, do you equate an
excl usi ve grantback with an assi gnabl e grantback? Are
t hose two things the sanme?

MR. McFALLS: They can be. | nmean, it can be
excl usive between the licensor and the licensee if it's
assi gnabl e or assigned. |It's akin to an acquisition.

So, you have one instead of two being able to practice
t he i nvention.
MR. SCHEFFMAN: Jeff, could you tell us briefly
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what your understanding fromthe use of these in
busi ness, the extent of usage, types of industries and
types of agreenents?

MR. FROW  Yeah, | think that grantbacks --
and 1'Il lunp them together with non-asserts because in a
patent or a technology |icensing perspective, in many
cases, they're very simlar. Anongst vertically
i ntegrated conpanies, it's very conmon to have
grant backs. And I've never found a difficulty with them
except when the grantback is larger in scope than the
forward-going |icense or |onger in duration than the
forward going |license, that's when the problem starts to
become difficult to handle either froma | egal
perspective, that is, froma negotiating perspective as
attorneys or from a business perspective.

So, | think that they're pretty comon. |
think nost |icense agreenents have sone mechani sm -- nost
forward-going |icense agreenents -- nmany of them anyway,
certainly the majority that |1've ever done or know about,
have sone form of grantback, at |least to inprovenments.
So, | think it's reasonably pervasive in the industry.

MS. LEVINE: Jeff or nmaybe M ke, can | ask you
to help us to understand what a non-assertion clause is
and then to explain for us how they are simlar to
grant backs and how they're different?
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MR. McFALLS: My understanding of non-assertion
clauses, and |I've seen themprincipally in the
bi ot echnol ogy field, is it's a way -- a conveni ent way
for people to be able to effectively give confort to
sonebody they would otherwi se |icense. But they can't do
so, otherwi se they m ght come into conflict with other
i censing relationships they m ght have.

So, instead of licensing sonmebody, you'll give
them a non-assert if you, for instance, face exclusive
restrictions in another |icensing agreenent and sonebody
has not drafted the exclusivity broadly enough to prevent
you fromgiving a non-assert. Also, you can avoid M-N
provi sions this way that may appear in other |icenses.
They're actually very pro-conpetitive fromthat point of
view, especially when, after negotiating your initial
i censing rel ati onshi ps, you soon discover that other
peopl e have potentially catastrophic patent bl ocks on you
in very high cost industries to enter.

So, people, quite often, will enter these as a
way of giving confort and consideration for getting
sonething in return. Essentially you' re saying, instead
of giving sonebody an affirmative grant, you give them
per haps a broader grant and say, within this field, just
as within a license, I'"'mnot going to see you on patents
that | have today. And unlike grantbacks, it can be
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limted sort of as a technical termto patents that you
have today or pendi ng applications.

You may want to limt a non-assert -- and sone
peopl e do where the scope and direction of innovation and
val ue of future innovations are unclear. To protect
t hensel ves, they may just |limt it to what they have
today and protect their future efforts and i nvestnents
and conme back and negotiate it later. But a |ot of
peopl e are uneasy with that because the other side, of
course, if they're going to get in this field, my want
sone broader assurances than that, that they can remain
init and won't have to come back to the table and
renegoti ate.

MS. LEVINE: Can you give us an exanple or two
of some of the specific occurrences of non-assertion
cl auses? You nentioned that they're used when there's
anot her contract with an MFN cl ause or an exclusivity
provision. Surely it shows up in other contexts than
t hose.

MR. FROMW |'ve only read about it, | haven't
counseled init. |[|'ve been on the other side of an
industry in which it was alleged that there was at | east
a tacit agreenent because of nutually assured destruction
not to sue each other for patent infringement, which is a
fairly broad non-assert. But ny understanding is
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inconplete in that context because we subsequently
| earned that there are also a variety of collective
ri ghts organi zations in those industries in which people
exchange consideration in the form of noney paynents and
actual cross-licensing agreenents.

MR. FROM The distinction -- by the way, |'ve
seen the attenpt to call grantbacks non-assertions to get
around MFN and | can show you a few court cases where the
courts said "bullshit."

(Laughter.)

MR FROW So, I'mnot -- that's a |egal
theory. But npbst of the non-asserts that |'ve seen, as
opposed to grantbacks, are when there's a difference in
kind of the IP right being licensed. The grantbacks,
typically if I"mlicensing a patent out, I'll get a
grant back of a patent license. |If I'mlicensing a
copyright, I mght get a grantback of a copyright right.
Whereas, if I'mlicensing out the copyright right, a
grant back of a patent right seenms kind of weird. | nean,
it just doesn't match up. So, in that context, it's
easier to draft the agreenments and conceptualize them
that the return IPis in the formof a non-assert.

So, if the license out is a copyright and the
non- assert cones back as a non-assert of patents, that's
the context that | think it alnmost has to exist in
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because of the difference in the nature of patents and
copyrights or patents and trade secrets.

MS. LEVINE: That suggests for us -- and | want
to ask you in a nmonment what your experience is with non-
assertion clauses because | know you' ve had extensive
experience with them but does that question suggest that
there really isn't an analytical difference between a
grant back and a non-assertion cl ause?

MR. FROMWM [|'ve certainly felt that way, and
every tinme |'ve been -- certainly when you sit down and
actually analyze the words, there's a difference, but I

think the effects are the sane. Qut si de of the context

of exclusive licensing, | mean, certainly in the non-
exclusive field, | can't see any difference in the
ef fect.

MS. LEVINE: So, that's to say a non-exclusive
grant back has the same econom c effect as a non-excl usive
assertion clause? |Is that what you' re saying?

MR. FROW Yes, yes, as far as | can tell. |
mean, the econom sts can show us a difference, but I
can't see any difference when | negotiate the agreenents.

MS. LEVINE: Carl, just for the record, | saw
your head shaking there. So, is that a head shake of
agreement with this statenent or disagreenent?

MR. SHAPI RO | guess there nmay be | egal
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differences of note, but there don't seemto be
significant economc differences. O course, | was
really shaking ny head because Joe Farrell was shaking
his head. And Joe is always right.

(Laughter.)

MS. LEVINE: | mssed that. Well, Joe, what
was your Vi ew?

MR. FARRELL: Well, this whole discussion is
striking me sonmewhat in the light of different verbiage
for two things that differ from each other but are the
sane across these categories. One is we give each other,
let's say, particularly royalty-free perm ssion to use
one another's IP, that already exists. And the other is
we do the same thing for IP that doesn't yet exist, and
t hose rai se sonewhat separate questions, | think.

The first kind is, hey, this is a cross-license
relative to the traditional intellectual property
benchmark i f everybody keeps their inventions to
t hensel ves, and anything less restrictive than that is
good. This is great, right?

It gets at what Sarah was sayi ng about, we
haven't tal ked enough about consuners. Consuners are
inplicit in that statenent that this is great.

Then any questions along the lines that Janusz
rai sed about, well, what if it's only to sonme insiders,
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well, the traditional analysis would say, hey, anything
is better than nothing and the benchmark is nothing, so
anything is better. And then |I had my concern about,
wel |, perhaps you really need to evaluate this in the
context of, are you blocking a safety value that ideally
shoul dn't have to be there at all, but, in fact, does
have to be there.

And then the forward-| ooking ones raise the
i ssues that, again, Janusz pinpointed which is, what does
this do to incentives for future innovation? Now, it
seens to nme if you have firms who jointly | ack
significant market power reachi ng agreenments on a
forward-| ooking basis, then | would put that in the box
that | suggested, that | sketched out earlier, that
t hey' ve decided that the default IP policy is
dysfunctional and they're going to work around it, and
you can take either an optimstic or a pessimstic view
of that.

| f, on the other hand, they do jointly have
mar ket power, then potentially you need to worry that
t hey' ve decided that the incentives for innovation
created by the default system nay be good for consuners,
but very bad for them and so that's where you'd get into
some hard core antitrust concerns, difficult ones, but

hard core ones.
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MS. LEVINE: Rick, thank you for your patience.

MR. RULE: I'mnothing if not patient. | guess
| would draw a -- and again, | suppose |I'm | ooking at it
nore froma | awer's point of view and nmaybe an antitrust
| awyer's point of view The way |'ve always kind of
under st ood grantbacks -- and | think this is sonething
Joe was getting at -- is as sonething that develops in
the future and cones back to the original grantor. A
cross-license would be existing rights or rights that
could al so cone into existence |ater on, basically being
exchanged between parties.

| think non-asserts cover both. They can be
both forward-1ooking and they can with respect to
exi sting portfolios.

And so, to nme, a non-assert is broader. |
woul d agree that so far as | can tell, legally or
economcally, it's alittle hard to see what the
difference in effect of a non-assert or a non-exclusive
grantback in a situation, if a non-assert applies to
future created or future arising intellectual property.

There are reasons, though, that you m ght
choose to go the non-assert route rather than a |icensing
route, whether it's a grantback or a cross-license, and
that is, for exanmple, if one conpany is entering into a
license with another of what is potentially a val uable
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product, maybe a new product, and that conpany is going
to enter into those agreenents with a nunber of different
conpanies, it may seek a non-assert with respect to the
conpany that is licensing the product.

Wth respect to that conpany's existing patents
and, perhaps, future patents that relate to the product,
that is, the initial product that's being |icensed,
because the initial licensor is concerned that this new
product could go out there, a licensee could take it,
knowi ng at the tine that it took it that maybe it had
patents that essentially could block that product, it
coul d be asserted against that product. But if there's
not sonething |like a non-assert, there's a risk that the
| i censee takes the product, the product devel ops
significantly, there are a lot of sales, there are a | ot
of third parties who get involved, and then that |icensee
asserts a claimagainst the licensed product.

So, in a way, there is -- a non-assert can be a
guarantee to the licensor of the first product that any
intellectual property issue that exists at that tine wll
be surfaced by the |icensee, because presumably if the
licensee is going to give a non-assert, they have an
incentive -- they're giving up a right that they think is
valuable to identify that to the |licensor and say, hey, |
need to be conpensated in this agreement as a result of
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that. So, it facilitates sone bargaining. It also, I
t hi nk, |l owers sonme of the transaction costs that
ot herw se exi st.

It also, if you have a non-assert, although
this, I think you can deal with in a grantback as well,
and is dealt with in a grantback, is it encourages the
i censor of the original product to essentially provide
information and details that otherw se nm ght be used by
the licensee to devel op a bl ocki ng patent position or
sonething in the future, again, like a grantback
situation. A non-assert protects the original |icensor
agai nst that happening by giving the information. That,
| would say, is pro-conpetitive because it, in fact,
encour ages that exchange of information.

And then, finally, it seenms to nme that if
you're in the first licensor's position, you may be
concerned about the third parties to whom you sell your
product or license otherwise. And to sone extent, if you
generally engage in an effort to get non-asserts, you are
protecting those other third parties because if you wite
t he non-assert correctly, the non-assert can run not just
to the licensor, but also those who license fromthe
i censor, and you protect them agai nst the hol d-up
probl em of a patent issue that existed at the time of the
original licensing, but that is sort of held back to sort
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of spring on an unsuspecting licensor, but also other
groups of licensees and hold them up.

MS. LEVINE: You're tal king about a
contributory infringenment problenf

MR. RULE: Right, or it could be direct
i nfringement because let’s say that the other |icensees
take nmy product and then use it in sonme way or resell it
in some way, and arguably, if my product incorporated
intellectual property that infringed the |icensee’s, then
he could assert it against those sellers. There s also
sone nore conplex issues, as | understand it, but | don’'t
claimto fully understand them that sonetinmes are not --
you know, if | license you, ny technol ogy nay not
directly infringe yours. But when used together with
sonet hing el se, like another device, may actually create
an infringement that then some third party may run af oul
of and, again, a non-assert can kind of protect in those
si tuations.

MS. MATHIAS: 1'd like to throw a question out
Janusz | noticed you had your tent turned up, so don’t
feel like you need to answer it, but | also wanted to
keep the ball noving. Joe nmentioned, | believe, that
what we partly need to be | ooking at is the market power
of the people entering the grantbacks and non-asserts and
how they cone into play. And ny question is, at what
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point are we | ooking at their market power? Are we
| ooking at it when they enter the agreenent or are we
| ooking at it later in the future when the agreenent goes
into effect and they start maybe getting market power
that they didn't have originally when they were begi nning
the licensing?

Joe, your tent’s up, so I'll actually --

MR. FARRELL: Good question. | think ny first
answer would be at the tine that they enter into the
agreenent. | guess an exception would be if it’s
foreseeable that they' re going to have nore market power.
But if it’s just something that happens and it wasn’t
particularly foreseen, or it was foreseen only as a
possibility but not as something predictable, then I’d
say you probably shouldn’t |ook at that, you should | ook
at basically what they could see when they entered into
t he agreenent.

Let me focus on this question of nmarket power

for a nmonent because it’s -- | think it’s quite a
power ful technique. W’ ve been talking, | think,
about -- largely about horizontal conpetitors, cross-

i censing so that they can produce and conpete. And
there, as | said, | think one screen would be, do the
firms entering into this agreenent jointly have nmarket
power ?
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As so often is the case, there’ s alnpost a
duality or a flipping when you nove to vertically rel ated
entities. | think this my have been part of what Rick
was getting at. | don’t know whether Rick had in m nd
the Intergraph case, but some of the things he was saying
maybe go to that.

If you have a firmwith very strong market
power, who is applying a grantback or a non-assert or
sone other private IP policy to innovations conplinmentary
with its very strong narket position, then just as in the
case where horizontal conpetitors |ack joint nmarket
power, this firm plausibly, according to some version of
t he one nonopoly rent theorem or as | prefer to call it,
the internalization of conplinmentary efficiencies, this
firm with the |ock on the market, may well have the
right incentives for efficient behavior in the
conplinment. And so, that would be a second case where
t hi nki ng about incentives and the market structure would
gi ve you sonme reassurance about the likely purpose and
likely effect of these agreenents.

Now, you know, ice has its cracks and
exceptions and |’'I|l be happy to send you a paper on that
if you want, but | think it’s a useful starting point.

MS. MATHI AS: Janusz?

MR. ORDOVER: | just want to, for a nonent, go
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back to these grantbacks and non-assertion provisions.
Maybe it’s all Iegal nunmbo-junmbo for nme, but | always
t hought when | first | earned about these grantbacks in
school, that their purpose of it was to address the
difficulties in witing conplete contracts or the
reasonably effective contracts related to the transfer of
intellectual property.

So, | can give you a piece of IP and it could
be valuable, it could be |ess valuable, who the hell
knows what you' re going to do it with it, you re gaining
certain things -- information which is hard to pin down
in terns of its conplenentarity with whatever assets you
may have now or in the future. And therefore, in order
to sort of facilitate |licensing downstream | think a
grant back may be a useful way for the original |icensor
to get sone value |l ater on where the initial contract my
be hard to wite.

Now, whether that still remanins one of the
rationale for that kind of arrangenent, | just don’t
know. Fromthe way the discussion went on, it seens that
there is many, many other aspects to it.

Now, | think that the non-assertion claimseens
to be driven by what, again, we all have identified as a
potential concern, about running into an IP wall that you
may not have predicted would exist instead of giving each
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other a certain degree of assurance that what has been
rightfully transferred to you or what | have received
fromyou will not then trigger, further down the road,
some kind of potentially costly litigation, debilitating
[itigation.

| think that fromthe standard -- well, Car
said that maybe there's not that nmuch of a difference.
try to put themin slightly distinct boxes, and that is,
t he grant back being a solution to potentially conplex
contractual |icensing, whereas relying on these non-
assertions may be sort of a risk-reducing kind of
arrangenent .

Now, | have a question to Joe, and that is,
when you tal k about market power as an anal ytical tool,
where is that power to be assessed? | agree with you
that it’s sort of a tenporal issue, it’s current,
sonething that matters. But is it your control over I|IP
or is it your control over the products that already
enbody the IP? And | think one can reach different
concl usions as to whether this private solution to the IP
i ssue, the public IP issue is, in fact, pro-conpetitive
or anticonpetitive. So, | think that it nay behoove us
totalk alittle bit as we proceed about where this
mar ket power ought to be measured. At the product |evel,

the likely future control.
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| mean, the IP |icensing guidelines and the
mer ger guidelines, all these talk about different
markets. It will be interesting to figure out where
exactly we should focus our attention when we talk about
the market power filter

MR. FARRELL: Yeah, | agree. That’'s a good
guestion, and |I haven't thought about it enough. But I
woul d say to the extent that we’'re worried about the
i npact on future innovation, which | think is the core
worry, as you identified, presumably the market is the
i nnovati on market, and |I know some people don’t like that
phrase, but you can translate that, of course, into
product market terns if you want.

MR. ORDOVER: | think future innovation market
is a very good concept. | don’t understand why people
have taken such unbrage to it.

MS. LEVINE: Let ne see if | can shift gears a
little bit to talk about non-assertion clauses by
t hensel ves instead of contrasting themto other
creatures. Tal k about whet her they can enhance
conpetition or inpede it and their effects on innovation
as well. Jeff, maybe | can start with you -- not just
because your tent is up already and you’' ve been wanti ng
to speak for a while, but also because | know you' ve got
concerns about the scope of a non-assertion clause and
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what it can mean for conpetition and innovation, for that
matt er.

MR. FROW Right, and | totally agree with Joe
that it can play in the market power concept. The only
problem | have is market power is so very difficult to
measure until the Supreme Court has spoken.

But | think you're right that non-assertion
cl auses or grantbacks, for that matter, can -- that are
broader in scope or broader in duration than the forward-
going license are a problem because it would tend,
especially if the -- let’s take the extrene where there’s
a non-assertion provision, which, in order to get a
forward-going |icense to one patent | have to forgive,
for all time, any -- you know, | have to give you back --
agree not to assert any of ny patents against you or any
of your custoners or any of my conpetitors for all tine.

| mean, we can wite a non-assertion provision.
There are sone |icense agreenents floating around in the
i ndustry that | ook exactly or very simlar to what | just
guoted. Now, that can’'t help but be a disincentive to
the licensee, the grantor of the non-assert, to further
i nnovat e because essentially what it’s done is it’'s
elimnated the patent thicket, that’s for sure.

And | guess that bothers me because it -- |
guess what | would propose is that there should be sonme
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sort of heightened scrutiny toward such non-assertion
cl auses which are nore extensive in either scope or
duration than the forward-going |license. That there
m ght be an indication -- the fact that such a non-assert
even exists, it’s maybe an indication that there is
mar ket power by the original grantor. 1t’s not proof of
it, but people wouldn't generally agree to it unless
there were sonething going on. So, | think there ought
to be heightened scrutiny whenever there is a strong -- a
significant difference in the grantback or the non-
assertion provisions in the forward-going |icenses.

MS. LEVINE: COkay. Rick?

MR. RULE: The point | would make is | think
any of these provisions, whether they re grantbacks or
non- assertions, really alnmost everything we' re talking
about or will be tal king about, can be abused and they
can be correctly used, and I would sinmply say that the
antitrust |laws generally have appropriate tools for
anal yzing those sorts of issues. | nean, | think it
woul d be problematic if you saw a conpany insisting on a
non-assert in exchange for a |license that was a non-
assert that was not only unlinmted tenporally, but
unlimted in ternms of geographic or product scope.

And | think it would -- that’s not to say those
deal s don’t get cut, but I think if an antitrust |awer
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| ooked at it, an antitrust |awyer probably woul d be
sonmewhat troubled by a provision like that. And it does
seemto ne that -- you know, to harken back to an ol d,
but inportant, antitrust doctrine of ancillary
restraints, | think if you apply the notion of reasonable
scope and duration and reasonabl e necessity or connection
to whatever is being licensed, that is a way, | think, to
constrain the scope of non-asserts to their appropriate
limts. But | agree, you can abuse anything and you can
certainly abuse a non-assert if it’'s way too broad and
it’s unconnected to the underlying |licensed technol ogy.

MS. LEVINE: M chael ?

MR. McFALLS: | was with the front end of what
Ri ck was saying, which is | think antitrust has plenty of
tools in the tool kit to deal with sonmething like this.
But | don’t think ancillary restraint is really the
answer because it’s hard to see exactly what the
restriction on conpetition is if you sinply have a nutual
non-assert or even a one-way non-assert. | nmean, | would
think the ancillary restraints is nore appropriate for a
restriction on price or territories that could arise
bet ween peopl e who m ght conpete in the absence of a
cross-license or sonething like that.

But in terns of |ooking at, say, a conpletely

over-broad, non-assert in a commercial sense, | nean, the
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way you' d analyze it is say, what are the effects likely
to be on perspective innovation fromthe person giving up
t he non-assert, and why is it significant in a
conpetitive sense that sonebody else will be able to
function wi thout the fear of infringing in another
product market?

| mean, intuitively, at a very broad level, it
doesn’'t seemto have an exclusionary or collusive effect
on its face, and I think the focus, again, has to return
to what’s the actual effect going to be on the grantor of
a non-assert's incentive to innovate, and are they an
i nportant innovator in the product market in which that
entry could occur, and are you going to | ose product
differentiation or value to consunmers at the end of this
Il ong road. As a practical matter, that’s what an
antitrust case would |l ook like in one of those
provisions, just as it mght with a grantback cl ause.

Ot herwi se, we have the field of patent m suse to dea
with things like this and infringement suits.

MS. LEVINE: Joe, do you agree?

MR. FARRELL: Only sonewhat. | thought | was
going to comment on Jeff’s comment, but actually let me
comrent on Mke’'s comment instead because it’s a little
closer to what | wanted to say. And by the way, | hope
when you wite the report or transcript, it will be
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hypertext because there are lots of |inks going all over
t he place here.

(Laughter.)

MR. FARRELL: So, Mke, as | understood his
comment, was suggesting you would | ook at the |ikely
effects in the product market, you would | ook at the
likely effects in the innovation market, and that m ght
be a fine thing to do, but it strikes me it’s probably
going to be hard. And a conplinmentary techni que which I
think hews nmore closely to the econom cs and also to this
private intellectual property policy box that |’ m pushing
around woul d be to ask the question, not what are the
effects in the product market, what are the effects in
t he i nnovati on market, how do we weigh them which is
going to be difficult, but to say, all these things are
trade-offs. The off-the-shelf, default IP policy is a
trade-off, and any private I P policy that you see people
i npl ement anongst thenmselves is a trade-off.

And then you d ask the question, how credible
is it -- and you nmi ght demand a fair degree of
credibility or -- 1 don’t know -- how credible is it that
t hese parties have really seriously wong incentives in
maki ng that trade-off. And you can, perhaps, get
sonewhere on that inquiry by thinking about the market
structure issues and questions of nmarket power and
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conplenmentarities and so on without sonme of the detail ed
information that you m ght need in order to do the
separate product market and innovation market inquiries.

| m not suggesting you shouldn’'t do the latter,
| think you should use all the tools available and al
the informati on available, but | think it’'s useful to
have the structural approach as well as the nore detail ed
appr oach.

MS. LEVINE: Rick?

MR. RULE: The only point I would nmake is,
again, not to offend the principles of antitrust |aw, but
| agree with Joe. | nean, the problem-- if you're
advising a client who is entering into a provision |ike
this, they' re not very happy if you tell them wei ght
effects in different markets. At |least mne aren’'t, |
don’t know.

So, one of the benefits of a doctrine |like the
ancillary restraints doctrine is it’s at | east a one-
of fer, a heuristic kind of approach that doesn’'t directly
try to measure those things, but establishes certain
rul es that are adnmi nistrable and are sonewhat easy to
understand and apply at the tinme you re doing an
agreenent and essentially decide sone things, because |
do think that it would ultimately be relevant in a
bal anci ng of the relevant effects and doing a structural
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anal ysis to anal yze what the scope is, what the duration
is. Al of those things really do, if you think about
it, play into it.

And one of the benefits of the way the doctrine
has devel oped over time is it incorporates those notions
and it provides a nechanismfor folks at the time, in the
field, to basically nake some of those decisions. |
don’t disagree that ultimately |ooking at market
structure and trying to analyze effects is ultimtely the
goal, but I do think that all antitrust rules and al
antitrust policies have to be neasured agai nst how
effective they are practically in acconplishing those
results because of information problens that we confront,
not only at the tine we |license things, but also,
frankly, when you get to court.

MR. FROMWM | just want to say one other thing.
| think there’s a timng problemw th antitrust rules,
which is by the time -- | agree with Rick that if you saw
a grantback of the type that | hypothesized in the
extreme that antitrust counsel would advise you agai nst
putting that in there. But | would also point out that
the licensor’s antitrust counsel -- he could find
antitrust counsel that would say, sure, that’'s fine. By
the time the case, in the unlikely event that it ever got
to court, by the tinme that happens, it’s 10 years down
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the streamor it’s five years down the stream and a | ot
of water’s gone under the bridge.

So, | think as far as this session is
concerned, | think it’s useful to contenplate what kind
of rules we m ght pronulgate or the governnment m ght
promul gate or suggest as to how you would run your
activity, and that’s the reason why I tend to not focus
so much on definitions of market power, because, as you
said, if you try to talk to your client about narket
power, they just roll their eyes and what the heck does
t hat nean.

But | think if you focus on the -- and nmaybe
it’s a patent m suse question of, is the grantback or is
t he non-assert provision significantly nore extensive
than the forward-going. That should be your threshold
guestion. That’'s nmy preference that the governnent would
say that anything that goes beyond that -- and | don’t
mean trivially beyond that but significantly beyond that,
t hat ought to raise big red flags, because ultinmately
it’s saying that there really is narket power.

Now, where that line is drawn, who knows? Like
| say, the Suprenme Court will tell us some day on any
given set of facts, but |I think froma conpetitive
perspective, which we’'re trying to encourage conpetition
in the innovation markets, and | |ike Joe’ s innovation
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mar ket concept. | think that that’s the market we should
be focusing on and we want to provide guidelines for
peopl e who are trying to do the right thing, and people
are trying to do the right thing all the tinme. 1It’s
soneti mes peopl e get overzealous. Often you get
overzeal ous if you ve got a nonopoly position. Wy not?

MR. ORDOVER: That’s the only time it’s fun

MR. FROWWM Well, that’s the only time you can
really make a |l ot of nmoney. You know, you ve got to have
an illegal drug or sonething that’s a nonopoly, you know.

MS. LEVINE: Any response to Jeff’s plea for
wor kabl e rul es?

MR. ORDOVER: No, | think I agree because
woul d say that while these slogans, you know, ancillary
restraint doctrine and all that, they all are very
val uabl e, but | presune if two |awers across this table
were to apply the sane doctrine to a particular set of
facts, unless they colluded ex ante, would probably reach
or could reach different answers as to whether or not
this is really ancillary to a particular |icensing
setting or an attenpt to reach a contractually
satisfactorily resolution to whatever issue is present.

So, | think it would be very inportant if, at
sone point, one can actually come to sone agreenent as to
what the shortcuts m ght be, not necessarily the sort --
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the merger guidelines offer you a set of shortcuts. But
what are the things that one should | ook at? And
per haps, is the grantback beyond the duration of the
license? | nean, that seenms to be an obvious thing to
| ook at. Why would you want to go past that or why
should you? | know why you d want to, but why should
you?

Question, is it a grantback relating to

products that are only marginally related to the initial

i censed out technology? You can ask that. You can ask
whet her or not it involves -- is the grantback exclusive
or not, the usual stuff |ike that.

So, it would be nice to have a list of these
ki nds of things that both econom sts and | awers can
agree upon as being red flags or as being green |ights.
And | think that we are, really at this stage, still
| ooking for answers. | read the other day the Areeda and
Hovenkanmp di scussi on of that issue which seens fairly
straightforwardly uninteresting. But, you know, just
sinple in nmy way, given just our conversations. But they
do offer something sinple and maybe that’s a plus. |
think that we are | ooking for sonmething richer than what
t hey are suggesting. On the other hand, there’'s always a
virtue in sinplicity.

MS. LEVINE: Rick, do you have a response to
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t hose red fl ags?

MR. RULE: Yeah, a couple of points |I would
say. First, there has yet to be a perfect legal rule
that is understood and beyond di spute when you get two
| awyers together.

MR. ORDOVER: O two econom sts.

MR. RULE: O herw se, you d put us out of
busi ness and we wouldn’'t want that. So, the fact that
there are disputes and two | awyers can basically take the
sane rule and conme to different conclusions and argue
t hose conclusions, | don’t think is necessarily a
condemmation of a particular rule. | mean, you know, the
merger guidelines are a perfect exanple of that, and I
think any sort of expectation or hope on the part of the
FTC or the Departnent of Justice that you' re going to
devel op those rules this time around, | think you
probably ought to set your objectives a little |ower.

The second point | would nmake is that -- |
mean, personally, | find approaches like -- and | use
ancillary restraints because of reasonabl e necessity, but
there are other ways that one can explicate that. |
think at | east the attenpt that we made back in the ‘80s
was in the now defunct International Cuidelines of ‘89.
But if you | ook at that you'll see a general sort of
approach to evaluating restrictions in intellectual
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property licenses. But it’'s nore, in the antitrust
vernacul ar, a rule of reason as opposed to per se.

And the concern | woul d have about what ny good
friend Janusz just said is that it rem nds me of the Nine
No-Nos fromthe early *70s. | think those of us old
enough to renmenber those Nine No-Nos in those days
recogni ze that they were far nore problematic, generated
far nore uncertainty, generated far nost cost, | think,
to the systemthan did a kind of a rule of reason
approach that we’ve evolved to in the interim

| would also argue that -- and 1’11l just make
this point quickly -- | think it’s probably wong to say,
well, that’s not an antitrust problem let’s just |ook at
it under the m suse doctrine. | would refer anyone
interested in the topic to a speech that | still think is
probably the best ever given by the | ate Roger Andewelt
when he was a deputy in the Antitrust Division, who
basically pointed out that the m suse doctrine is
essentially an antitrust doctrine, and it kind of got
perverted along the way into a very bizarre doctrine.

And Roger really was sort of one of the first to advocate

bringing m suse back to its antitrust roots, and he

actually was pretty successful in that because the

Federal Circuit, in many ways, kind of followed himal ong

and | think had a | ot of respect for himwhen he was a
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judge on the |ower court there.
So, I've, at least in ny mnd, since know ng

Roger, never really distinguished between m suse and

antitrust. | think they really are largely the sanme and
you can't really say, well, we don't have to worry about
it because m suse will deal with it because, | think,

generally they are two peas in the sanme pod.

MR. SCHEFFMAN: We have to nove on to the next
session, but | would like to ask a cosm c question which
is at least -- | nean, we did have sone clarity with the
Ni ne No- Nos, but as to what policy was, | think we al
agree that was the wong policy. Now, is the policy
right now, that is, how often is it in your experience
t hat busi nesses are not able to do things that you think
are probably okay but they' re not willing to take the
risk? O alternatively, how nuch is it free-for-all and
they’re doing lots of stuff that probably is not okay
because who knows what the standard is and there’s
actually not a lot of enforcenent activity?

MR. ORDOVER: How could we judge that? | nmean,
| think that this goes back to the discussion we had
many, nmany years ago about the need for sonme joint
vent ure gui del i nes because sonmehow the U S. firns were
pani cked when | ocked into this conplete inability to
enter into efficient arrangenments with their conpetitors
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or whatever the termis for people who are both
conpetitors and col | aborators -- because there was no
clarity.

There’ s never been any proof that sonehow the
U.S. firms found the environnent so confining as not to
be able to exploit whatever was out there.

| think that, you know, the cosm c question is
al nost i npossible to answer, but | would say that, first
of all, I think nobody woul d advocate going back to -- |1
didn’t advocate going back to the Ni ne No-Nos, at |east
woul dn’t, but I would like to | ook at maybe 15 yes-yeses
and | think that there is a quite different intellectual
approach. So, maybe that’s a better way to think of it
fromnmy perspective anyway, or at |east what can be a
yes, what are the things that make a no into a yes or a
yes into a no. One way, whichever way it is.

The issue really cones about fromthe fact that
the intell ectual property doctrine is evolving
potentially separately, at least in the courts, from
antitrust doctrine, and | think that the shifting w nds
bet ween the primacy of a short-term conpetition-based
view of what it is that public policy ought to pronote
versus the now perhaps ascendant view that we shoul d
favor investnment in intellectual property and give
extensive intellectual property rights. The |ack of
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synchronicity is creating the kind of problens that we
all are trying to grapple wth.

So, | don’'t believe that one can resol ve these
issues in any other way other than to try to figure out
whet her there is the scope or is the roomfor sonehow
rebal ancing these two potentially separate flows of
current intellectual analysis of the issues. | nean, it
seened cl ear that when nobody cared very nmuch about
intellectual property many, nmany years ago things were
relatively sinple. Antitrust was the obvious focus and
t hi ngs were bad because they seenmed |i ke restraints that
one should not invoke. Once you begin to understand how
inportant it is to create incentives for R&D, for
exploitation of intellectual property, you begin to
wonder, well, how far can it all go.

And | think we are, again, at this crossroads
because of the patent thicket that Carl talked about, it
built up and extends, very broad coverage of patents, and
all of a sudden, it turns out to be that huge portions of
potentially inportant space are being foreclosed
legitimately by this kind of public policy towards
intellectual property.

MR. SCHEFFMAN: | do want you to think about ny
cosm ¢ question because it’s inportant, at the end |I’'m
going to ask it again and see if everyone’'s got an
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answer. You may have an answer now, but we have to go on
to a different topic. But in the final wap-up, I
certainly intend to ask it again.

But our next topic in noving along, because
we’'re running behind schedule, is reach-through |icensing
agreenents. This is something that | know that a nunber
of people are concerned in, the NIH, in particular. So,
| wonder if Barbara, if you could start us off talking
about what you -- again, definitionally what you
understand, in your view a reach-through |icensing
agreenent to be and what you see as the issues.

MS. McGAREY: Sure. Actually, it’s a good
segue because | wanted to, partly to comment on -- before
we | eave grantbacks because in our view, grantbacks can

have a reach-through connotation. So, it’s a bit of a

segue.

But in the bionedical field, we do see
grant back requests quite a bit and it is a way of -- when
you nmade the point, is it a way of valuing the
technol ogy? We very nmuch see that. It is a way of
val ui ng the technol ogy where the owner of, in npbst cases,

a research tool doesn’'t exactly know how to value it or

potentially wants to get it into the hands of many, many

different researchers. So, instead of valuing it at a

financial level we'll say, well, 1I'Il take a grantback of
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an option to an exclusive license, and then they see
their tool all over the country in |abs, and when there’'s
i nnovation, that’s how they get their val ue.

So, to us, in our world, we would consider that
a reach-through. So, to then start the new session, we
woul d consi der a reach-through to be any provision that
really requires a continuing relationship with the
provider of a material or the licensor. And I should
say, we don't always see it in a licensing context. W
deal with material transfer agreenments and sonetines very
informal letter agreenments. [It’s not always a license
situation. But very often the tool is patented.

So, we woul d consider a reach-through to be
either a request for a portion of royalties if, in fact,
we make an innovation with a tool and license it and get
future royalties, even restrictions on what we can do
with new intellectual property that may arise out of use
of the tool. So, for exanple, unreasonable requests to
revi ew what we m ght publish or what results we m ght
publish, requests to restrain perhaps negative results.
We view all of those as reach-throughs. | can tell from
t he discussion this norning that’s a different
definition, perhaps, than in the antitrust world.

But our concern with these types of requests is
in the bionmedical research enterprise, when a provider of
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a tool who may have that tool patented requests a
continuing relationship, it really serves to restrain
future innovation. It can result in a pile-up of
royalties so that it could actually prevent a product
fromcom ng to market, because usually in the bionmedica
research context, you're tal king about research that’s
goi ng on at the very beginning stages and a product is
maybe 7, 10, 12 years down the road. And if you are
conbining nmultiple tools to get to future intell ectual
property, you’ ve got stack-ups of royalties if the reach-
through is actually a royalty.

But nostly in the context that we see it, our
scientists are reluctant or we're reluctant to all ow our
scientists to agree to these provisions in order to use a
tool, because in our view, it’s really a patent owner is
trying to get, by contract, what they could not get
t hrough their patent rights, because typically the patent
on the tool is not -- the tool is not going to show up in
the final product. The tool is not going to be a
conponent of the final product. And so, it’s a way for a
patent owner to really extend rights that the patent
system has not really given them

And in our view, perhaps parochially, we feel
t hat we provide the innovation. W’re using a tool, but
really the intellectual property cones fromthe
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scientific innovation. So, for us, it really acts as a
restraint on innovation.
So, let’'s see, did | define what we think of as
a reach-through?
MS. SCHEFFMAN: Thank you. M chelle, what do

you see the econom cs here?

MS. BURTIS: Well, I was wondering actually
first, does NIH have a problemw th paying? | nean, the
restrictions, | can understand why you would have a

problemw th that and how it m ght danpen further
i nnovati on. But do you, as an alternative, just pay sone
unp sum for the research tool ?

MS. McGAREY: Well, we’'d rather -- yes. |
mean, | think that -- and | realize |’ m probably not
speaking for universities because |I think in sone context
universities would rather agree to a grantback or a
reach-t hrough of some type, dependi ng on what the tool
is, rather than pay out of their research budget.

But from our point of view, a broad enabling
t ool should be available on the market as something you
can buy versus sonmething that requires you to get a
research partner.

MS. BURTIS: Well, typically, people have |iked
reach-through agreenents because then it’s a way to

efficiently price because -
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MS. McGAREY: Ri ght.

MS. BURTIS: -- if, you know, whatever is
comrerci ali zed never has a market, then the person who
has bought the tool ends up paying a very little anpunt
for the tool. On the other hand, it’s just sort of a way
for everybody to share the risks. | think that’'s
probably why they’ve become nuch nore popul ar.

MS. McGAREY:  Um hum

MR. FROMWM Can | just put on ny patent hat for
just a second about reach-throughs?

MS. McGAREY:  Um hum

MR. FROW | think we have to understand that
reach-throughs are clearly getting royalties on
unpatented itenms, but if the person who wote -- | nean
that’s what we nean by reach-throughs.

MS. McGAREY: Right, okay.

MR. FROMWM Right. | nean, the ultimte tool
is noninfringed by the resultant products that people are
seeking royalties on.

MS. McGAREY: Right.

MR. FROMWM That’'s not to say that the
patentee, the original patent applicant, could not have
witten his patent differently to have gotten clains if
t hey were novel to the resultant products.

MS. M GAREY: Yes.

For The Record, Inc.
Wal dorf, Maryl and
(301)870-8025



© 00 N oo o b~ w N P

N NN N NN R R R R R R R R R R
g A W N B O © O N O O A W N LB O

156

MR. FROMM Now, the problemthat you have is
they’ re not novel.

MS. McGAREY: Ri ght.

MR. FROW And that’s the reason why he didn’'t
do it.

MS. McGAREY: Right.

MR. FROM So, now, is he getting royalties on
things that he didn't get a patent to, that patent clains
don’t read on or define a problem but he couldn’t have
gotten those patent clains and | think there s sonething
sort of weird to saying that by contract, not only -- as
you point out, not only are we getting something that he
coul dn’t have got, but the patent office has probably
already ruled he’s not entitled to.

MS. BURTIS: But would you agree he's entitled
to a fee?

MR. FROWM O course. But it’'s the same
probl em - -

MS. BURTIS: | mean, it’s just a way to
structure the fee.

MR. FROWM Hey, | want a fee, too. But if |
have a patent on a voltaneter, should | be able to get a
fee for every car that’s tested with that voltaneter?
That’ s an absurd thing.

MS. BURTIS: Well, if your voltaneter is a
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great product, then yes, you should get a big fee. But
if it turns out your voltameter doesn’t work very well
then that fee will end up -- if it’s a reach-through
royalty, will be very | ow.

MR. FROW So, you're just arguing that | can
structure any royalty agreenent, for any tool, any way |

want and it should be | egal?

MS. BURTIS: Yeah. | nmean, it doesn't
necessarily have to be intellectual property, | guess.
MR. FROMWM | just think that --

MS. BURTIS: It’s just a way to pay.

MR. FROMWM |’ m not saying that there should be
a per se illegality toit --

MS. BURTIS: That’s good.

MR. FROW -- any nore than there should be a
per se illegality to getting royalties past the
expiration of a patent or a per se rul e against
grant backs that are nore extensive. |’mnot arguing for
Ni ne No- Nos or any per se rules here. |’mjust saying
t hat we ought to | ook at those kinds of things very
carefully because once again, it’s a heightened scrutiny
kind of a question, that if I’mgoing to get royalties on
unpatented itenms, there is -- what |'’mgetting, |’ musing
the | everage of ny patented tool to change the econoni cs

of the downstream narkets, the things that | didn’t
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i nvent .

MS. BURTIS: There are agreenents where people
get royalties in terms of some paynent on things that are
not intellectual property, though.

MS. LEVI NE: Barbara?

MS. McGAREY: Well, from our point of view,
whether it’s legal or not, it cones down to something
that we’'re not willing to |l et our scientists agree to
t hat and what happens in a practical sense is that tools
are not avail able and science -- | nean, if you had a
scientist here they would say, oh, it’s conpletely stop-
science. But by that they nmean it’'s del ayed a year or
two in terns of getting the tools they need. They have
to either make them thenselves in their |abs, you know,
enter into a collaborative relationship to get one which
they didn’t necessarily want.

So, it fosters a big delay, and in bionmedicine,
that’s just a huge deal because bionedicine is traveling
very quickly. And so, it neans that certain tools are,
per haps, conpletely unavail able or just worked around and
the cost is tinme.

MR. SCHEFFMAN: Is NIH a little bit different?
|’ m as many others here, a faculty nmenber on a
university with a very big nmedical center, Vanderbilt,
and | think their position is changing because they see
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this as a profit center of intellectual property they
will create and they |ike to get reach-through royalties
because that’'s the way of maxim zing the val ue of
intell ectual property.

MS. McGAREY: Well, in ternms of theminporting
research tools into their science, they don't |ike them
necessarily, although sonmetines it’s a way to get free
tools, and if they don’t see anything new com ng out of
the research, then they're willing to go ahead and give
the option rights. In other words, you say, well, you
know, probably nothing comrercial is going to come of
this research, which is fampus | ast words for scientists,
but then they’'re willing to give the reach-through.

I n your situation, you re probably talking
about technology that they ' re trying to |icense out.

MR. SCHEFFMAN: Things they create for the
pur pose of not just research, but trying to nmake noney

for the nedical center.

MS. McGAREY: Well, yeah. | should have said
in the beginning, | think in the context of reach-
t hrough, | think we’'re tal king about broad enabling tools

that are not destined to be products thensel ves one day

because when you’'re licensing out a product, there’'s a

whol e different scheme, or |icensing out even a tool that

you're licensing to a conpany that’s going to produce it
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as a product and sell it, then, again, you know, you have
sort of a nore standard |icensing arrangenent versus
reach-t hrough.

| don’t think too many universities use reach-

t hrough for their tools. Well, for one thing, hopefully
they don't if they're NIHfunded because our policies are
agai nst that. Mybe they do. But it’s nostly sonething
t hat conpani es do, small conpanies in particular,

because, again, it’s an issue of value or conpanies that
are sort of inthe mddle in ternms of they want the
grantback rights so that they can |license those out.

| mean, a good exanple is if a scientist is
using a conputer array technology to try to find disease
genes and you find a disease gene. |If that array
t echnol ogy has a reach-through or a grantback, the
conpany may be a technol ogy conpany. They’re not going
to comercially devel op a di sease gene, but they’ re going
to turn around and sub-license it to a pharmaceuti cal
conpany for lots of noney. So, it’s a way of getting
val ue for your tool.

MS. LEVINE: Let nme see if | can introduce a
wrinkle into this and get your thoughts on it and on the
comments you wanted to make originally, and then turn it
to Frances who | know has an inportant antitrust-oriented
guestion to this whole conversation.
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| wanted to just introduce this winkle.

| magi ne that the licensor of the patented material, |ike
the cell |line or whatever, has an in-house researcher who
al so wants to use that patented material. The firm that

university is licensing, through a reach-through royalty
agreenent, the cell line to an outside researcher, but
al so has an inside in-house researcher who also wants to
use the material. Does a situation |like that, which I
gather from Barbara, is that right, that actually does
occur?

MS. McGAREY: Yes, very frequently because
usually these are non-exclusive arrangenents. Usually.

MS. LEVINE: So, if that is the case, then,
does that introduce a horizontal aspect to the problem
we’ ve been di scussing?

MR. SHAPIRO Well, 1'll try to get to that.
But first of all, you've raised the question of whether
t hese reach-through agreenents slow down science
i nnovation. That seens to be very inportant,
particularly in a rapidly nmoving field. | guess one view
would be if the PTOis issuing a |ot of patents that are
too broad, they shouldn't be and that's gunm ng up a | ot
of stuff. 1'll set that aside. It may be true.

But given the intellectual property rights that
have been issued, it's not surprising people would |ike
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to get a return on the patents they've got and | would
not particularly expect reach-through royalty |icensing
arrangenents to slow things down unl ess you have a rule
that prevents them Then, if you won't |et your
scientists pay me for my IP, well, why should I give it
to themfor free? 1'Il exploit it nyself.

So, the rules may be slow ng things down, but

not the reach-through |icenses. Actual ly, they're
pr ohi bi tion.

More generally, | guess I'd like to get into
the next -- and this is partly in response to sone of the

t hings you said, Jeff. What | think is correct and nmaybe
an i nmportant econonmi c point, there's concern, |'ve heard,
maybe outrage, even, that sonebody m ght seek royalties
for products beyond the scope of the patent, just |ike
they m ght seek royalties beyond the lifetime of the
patent, which seens to ne the |law sort of takes a dim
view of these sort of things. Wth economcs, it's not
nearly so unfavorable. |In fact, there's basically sonme
t heorenms that spreading out royalties over a |larger brace
and a lower rate could be better.

So, | have a question when | hear those sort of
stories. VWhy did anybody agree to pay royalties on
sonet hing that wasn't infringing? And | would think
normally the answer is, well, they got a |lower rate on
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the stuff that was infringing. Mybe you have anot her
answer, okay?

MR. FROW That's not the normal case.

MR. SHAPIRO. But | don't claimto understand
it. So, | just want to know why.

MR. FROW  Sonetinmes |icensors and |icensees
do agree to royalties that run past the lifetine of a
patent for exactly econom c reasons, that they need to
reduce the royalty rate to conpete with sonme ot her
product to keep the cost of the end user product down and
t hose kinds of things. That does happen. But just as
often it happens because the |licensor has market power,
has real market power and they' ve got the ultinmate tool
that allows you to produce a product that -- in other
words, it's not that the royalty rate is lower, it's the
royalty rate is the sane. It's just they get to extend
it for 50 years instead of 20.

MR. SHAPI RO Well --

MR. FROMW | know from an econoni c perspective
the question is what is the right royalty rate. But |I'm
sayi ng that happens as wel |.

MS. BURTIS: It would probably be higher for
the regular term though, than it is for over the 50-year
peri od.

MR FROMWM No -- well, like |I say, both of
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t hose events happen. Both of those events happen.

MR. SHAPIRO. | guess | would be skeptical of
the notion that | could charge you a royalty rate, the
sane royalty rate, and then just get a broader scope wth
the same intellectual property. | nean, that doesn't
sound like I would normally think of bargaining working
out, whatever the degree of market power is.

And finally, since you raised this |ast
gquestion, it seens to me if you' re vertically integrated
and you're letting your own researchers or downstream
fol ks use a tool with no charge, let's say, but you still
want to charge other people, | nmean, and that is a
classic sort of vertical situation where you m ght be
less inclined to license it outside to the extent you've
got downstreaminterest, |I'mnot sure what we can do
about that short of inposing sone sort of duty to deal,
which | would not get to very easily. | don't think
you'd want to have a non-discrinmnation rule necessarily
and if you give it free internally, you have to give it
for free externally. But that m ght be worth | ooking at.

A starting way to view it is, that's nice.
Efficiency is associated with vertical integration, but
it mght annoy the third parties who are feeling they're
at a di sadvant age.

MR. FARRELL: Well, | was going to say sort of
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what Carl said, but let nme say it nore pugnaci ously.
Com ng back to the interchange a few m nutes ago between
M chell e and Jeff, so the question is why this horror at
royalties being charged on things that are not in the
patent, either because they are not products that
infringe the patent or because they're something too far
down the road.

Carl and Rich Gl bert published a paper about a
decade ago where they show that the | east distorting way
to raise a certain amount of reward for innovation is to
have an infinitely long-lived but relatively weak patent.

One can go beyond that and say that the | east
distorting way to raise a certain anount of noney for an
i nnovator is to have Ransey taxes on all goods, whether

or not related in the least to the i nnovati on and whet her

produced using the innovation or not. Those Ransey taxes
will presunably be perpetual and very, very | ow.
So, what's wwong with this picture? Well, one

thing that's wong with this picture is, who sets these
royalty rates? |If you're allowed to set it on everything
and you're allowed to include non-users of the
t echnol ogy, then you have an awful | ot of power, so we
have this ad hoc structure or maybe a natural structure
wher e people can just say no and go away and not pay you
anyt hi ng.
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So, then the question is, the bargaining is,
the default outcone is, you don't get to use the
intellectual property and then you're trying to negotiate
sonething that's bilaterally efficient, in other words,
| east distorting fromthe point of view of the two
parties jointly with that default outcone to govern
basically the bargaining positions.

Now, | think it's pretty clear in these
bil ateral problenms, as opposed to the full Ransey, that
there are externalities fromthese agreenments. And
therefore, it's not the case, as it would be with a fully
Ransey set-up that efficiency is served by allow ng full
flexibility. But | also don't think it's at all clear,
froman econom ¢ point of view, that you'd want to limt
themthe way that Jeff's intuition or that the | aw on
patent extension limts them

So, it seens to nme a sensible starting point
for policy is to not worry too nuch about the structure
of on what goods these things are levied, to worry about
there being a genuine option to wal k away where that's an
i ssue, and to worry about any effects on future
i nnovati on, and that brings us back to our discussion on
grant backs and the |ike.

So, that would be ny perspective on this rate

structure issue for royalties.
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MS. LEVINE: Frances?

MS. MARSHALL: My question really goes to this
i ssue of what's the anticonpetitive el enent here that
antitrust authorities should be concerned about. W have
heard a lot in these hearings about the effects on
i nnovati on of these sort of reach-through royalty
agreenents, particularly when they are stacked, when
there's nore than one research tool that's being used.
But if we assume that the research tool is validly
patented and that the owner of that patent has the
acconpanying right to exclude, and can choose whomto
license and to whomnot to license, is there anything
here that we shoul d be concerned about from an antitrust
perspective with respect to reach-through royalty
arrangenment s?

MR. ORDOVER: It's hard to say what it would
be. | know of a case in which there is actually a
research tool -- | don't want to disclose what it is, but
there is a way of involving sone genetic testing in which
-- it turns out it is very difficult to collect a royalty
on the use because it's very wi despread, it's hard to
nmoni tor who is doing how much of it. It's in the |abs,
it's in the universities, sone people can do it in their
home, actually on the stove, all kinds of stuff. | mean
it's true. They call it home brew.
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So, you know, you have a problem for an
intell ectual property which is actually essential to a
| ot of stuff, and yet, nonitoring its usage and
therefore, collecting the value is alnost inpossible.

So, what do you do? Well, one thing you can do
is perhaps try to collect the royalty on equi pnent that
can performthe test. So, maybe measuring voltage is a
brilliant idea, but how can you figure out who is
measuri ng how much voltage and how often. But maybe you
can try to say, hey, every tine you buy a voltneter,
you're going to pay me 10 bucks. That seens |ike a
fairly reasonabl e thing.

So, fromny perspective, | would say that the
issue is really, you know, how inportant is it for us to
bel i eve that the people who do contribute very inportant
intellectual property to society should be entitled to
sone return, even though the only way to collect that
return seens to be by putting a | evy on the product that
doesn't seemto fall within the scope of the particul ar
patent, and these kinds of doctrines which say, well, you
know, if the product can be used only for that purpose,
maybe it's not so bad, but if it can be used for three
ot her purposes, then it's horrible and you shouldn't be
all owed to do that, makes absolutely no econonic sense to
me. | nmean, as Joe tal ked about the Ransey or sone kind
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of an efficient tax.

So, really, again, we're going back to the
guestion of whether or not these kinds of taxes that go
beyond the actual |icense collection nechanisns, that go
beyond the patent at issue, are really distortionary, and
to ny view, they are not distortionary if they don't, in
any form or fashion, for exanple, prohibit entry into the
exploitation of the underlying intellectual property wth
the tools or with the products on which the levy is being
i nposed. So, if anybody can get into the voltnmeter
busi ness and just has to pay sonme kind of a royalty,
what's the big deal ?

I f you say, okay, you pay ne the royalty and I

will not -- but I"'monly going to allow you to be the
licensed -- the one that's going to be in conpliance with
my intellectual property, | think that begins to create a

probl em  Whether you are using that intellectual
property actually dim nishes conpetition downstream as
opposed to sonewhere el se.

MR. SCHEFFMAN: Thanks, Janusz. | want to give
Barbara and Rick a chance to comment. We are really
| ate, so we have to nove to the next topic, but we want
to hear your comments on this.

MS. McGAREY: |'Il talk fast. Well, NIH is as
out spoken as we can be. W certainly don't like reach-
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t hrough, we don't agree to it, we don't |ike our grantees
to agree to it, but I don't think I can say that it's
anticonpetitive or it's something that the Federal Trade
Comm ssi on or the Departnment of Justice needs to | ook at
because in nmy experience with this, | mean, this sort of
concern started in the early '"90s and | think it's
sonet hing that the marketplace takes care of, perhaps,
very painfully. | mean, we don't like it. Sure, we'd
| ove sonebody to solve this problemfor us, but the
mar ket really does solve it, because what happens is if a
reci pient does not like the ternms, they don't engage in
the terns.

And, you know, fromthe standpoint of
bi omedi cal research, maybe it's a problem but in terns
of anticonpetitiveness, | can't really say that it is
because we've had many exanpl es where we've sinply said
no or we continued to negotiate and we've negotiated the
reach-through out or not, or our scientists have sinply
desi gned a better nopuse and that -- | think really the
mar ket takes care of it because there are not too nmany --
| don't know, | can't think of an exanple where this
problem as painful as it was, that ultimtely what |
woul d call market forces didn't work this out.
MR. RULE: It strikes me that this is
essentially a throwback issue. | nean, Brulotte v. Thys,
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which is the rule that prevents royalties beyond the life
of the patent, is sort of a part of a general notion that
was resonant in patent antitrust law in the '50s, '60s,
and to sone extent, '70s, that if there was sonething
i nappropri ate about getting sone benefit or value beyond
the scope of the patent, whatever the heck that neant,
and so, there were a bunch of anti-tying doctrines,
Brulotte v. Thys was an exanple of that. But | would
have thought that generally there has been an increasing
recognition.

| would even argue in the case |aw that the
benefit of mechanisnms -- and it sounds |ike reach-through
royalties are one of themfor metering, which is another
way that we antitrust |awers think about it, of
essentially capturing the value created by intellectual
property is a good thing. It tends to disseninate
t echnol ogy broader oftentinmes than a single price because
certain people can't afford it because it's difficult to
eval uate how nuch it's going to be worth over tine, and
generally, the treatnment of the antitrust | aws has been
favorable to that. It doesn't seemto nme that it's a
criticismto say, well, gee, that nmay refl ect nonopoly
power. That's true, but then again, that's what patent
protection, intellectual property protection is al

about .
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Since it's an idea, it's information, it's zero
mar gi nal cost and it's got a positive marginal cost and
therefore, a positive marginal value, you would expect
sonebody to be able to reap a reward and, again, |'ve
never heard any argunent as to how sonebody can obtain a
royalty that exceeds the value to the licensee of
what ever it gets. | nean, that's the absol ute constraint
on what they're going to pay. And the antitrust issue, |
t hi nk today, is one of excluding people fromthe market.
| think for the reasons the econom sts have said,
generally, these kind of devices typically, it seens to
me, actually expand the scope and the dissem nation of
the technol ogy rather than restrict it, and so, if
anything, these are really largely a non-event from an
antitrust standpoint. There nay be other reasons for
them but | don't think antitrust really has a valid
basis for attacking.

MR. SCHEFFMAN:  Short comment, Joe?

MR. FARRELL: Yeah. | nean, |'m not sure that
| would agree with the focus on: is the I P holder getting
too nmuch noney? It seenms to me a nore inportant issue
is, does the structure of these continuing paynent
streans, for exanple, discourage appropriate challenge
and litigation of the patents by specifying that paynents
continue even if the patent were to be found invalid or
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t he product non-infringing?

I ncentives to chall enge, we know, are
problematic in any case because of the pass-through
problemthat | was tal king about earlier. Simlarly,
with incentives to settle, we know how probl ematic that
is. And it seens to me many nore problens lurk in that
sort of area than in the possibility that some |IP hol der
is getting too nmuch noney.

MR. SCHEFFMAN: Thanks, Joe. Ckay, the final
topic is kind of an interesting topic because things have
changed so much with respect to this, which has certainly
parties that engage just in research and not in the
sordid activity of produci ng goods used to be consi dered
very good, as opposed to suspicious fol ks who produce
goods in technology and then license it to other folKks.
But now they're increasingly concerned about the
i censing practices of entities that only do research and
create intellectual property and license that.

VWhat are the issues there? Are there bona fide
i ssues here? Joe?

MR. FARRELL: Yes. | like the way you set it
up and | think maybe it's no coincidence that the view
has changed, and what el se has been changi ng at the sane
time is the extent to which intellectual property
protection is readily given on innovations that, at |east
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according to sonme smart and infornmed observers, maybe
shoul d never be given so nmuch protection.

So, | propose that we should think about the
non-vertically integrated I P holders issue in the
followng way. |If the IP were fully legitimate in al
possi bl e senses, then the fact that you're not vertically
i ntegrated doesn't |let you extract nore than the val ue of
your technol ogy, so there's really no problem

However, com ng back to sonmething that | think
| was saying earlier in a slightly different context. |If
what's going on is you have a system where there's too
many | P rights being granted and the market has devel oped
a safety valve in the formof cross-licensing and sim|ar
things that rely on vertical integration and production,

t hen having a non-vertically integrated |IP hol der
represents a blockage at the safety valve. And if your
world viewis one in which the safety valve is not

needed, in other words, you intellectually truly presumne
that the intellectual property is valid and infringed,
then | don't think you can do a good job of understanding
t he concerns about non-vertically integrated |IP hol ders.

It seenms to me the right way to understand it,
fromall I've read and heard, is that cross-1licensing and
being able to threaten the other guy the way he's
threatening you are a safety valve that hel ps the system
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deal with patents that should never have been issued, and
t hen having non-vertically integrated IP hol ders bl ocks
or guns up that safety val ve.

MR. ORDOVER: | just want to ask a question of
Joe. How does one know whether the |IP should or should
not have been issued? | nean, what's the standard -- |
can understand a certain unease with extrenmely broad
patents to things that we believe should be sonewhat in
t he public domain, but --

MR. FARRELL: | don't propose to eval uate any
particul ar piece of IP, if that's what you're asking.
|"msaying, if we believe, as | think there's every
reason to believe, that a |ot of pieces of paper with the
word "patent” on them come out that shouldn't cone out.
| don't have to identify which they are in order to say
we probably need a safety valve to prevent that doing a
| ot of conpetitive harm

MR. SHAPIRO | guess | want to nostly second
what Joe said. | mean, just fromnmy experience with a
nunmber of industries and conpanies, there's real fear by
particularly some of the |arge conpani es of the patent
hol der who ki nd of appears after significant sunk
i nvest nents have been namde, is totally an I P shop or
sonebody who purchased the patent from sonebody el se not
in the industry, and there's virtually no way -- you
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can't fight back very easily, okay?

Now, again, as Joe said, if the patent is
totally legitimte, you know, tough |uck, you know, pay
up, | guess. But if you think, maybe there's probl ens
because it was submarine or it was delayed or there's
hol d-up or it was too broad, then you say this is kind of
the horror story where sonebody who can seek injunctive
relief against a |arge revenue streamthat may give
returns way out of proportion to any real innovation.

You know, |'ve even seen a situation where a
portfolio was split up and sone patents split off to a
third party who had no other commercial interests, so
they could assert it nost aggressively agai nst other
i ndustry players. So, | think it's a real, real issue.
Unl ess you are totally cal mabout what the PTO is doing,

this is something to worry about.

MR. FROMWM | just wanted to say one thing.
There's a -- Joe and Carl apparently believe that it's a
PTO problem That's not been ny experience. | nean,

there are patents that we all know that get issued and

that's what the process is all about, but I think there's

anot her aspect to it, which is when you're evaluating a

patent that's been granted, there's this presunption of

validity and I can read words and you can read words in

the clainms and we can then decide that we don't believe
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that we're tal king about the sanme thing.

It's not the PTO that caused that, it's just
the way the system functions. |In other words, the patent
claims, which are archaic at best, aren't as precise
about what they cover as anybody would wi sh. That's just
the way the systemis, it's always been that way and it
probably will be that way even if the PTO were to crank
down the rules on what it allowed.

So, what that ends up nmeaning, as a potenti al
| i censee facing one of these problens, is that you can't
agree what the words nean. So, you m ght very well agree
that the patent is valid if it was granted, if it only
covered what it was that it was exam ned on. But often,
that's not what the patentee is arguing. He's arguing
it's covering sonmething that it was never exan ned on.

Is that the Patent Office's problen? WelIl --

MR. ORDOVER: | think that there's been a big
change in the ratio of these patent clains that are being
upheld in the courts. It's not only a PTO problem but |
think that 30 years or 40 years ago, if you were to go to
court and try to challenge sonebody's infringenent of
your legitimte patent --

MR. FROW  Prior to 1981.

MR. ORDOVER: '81, yes. Let's say the

i kel'i hood of wi nning would have been 25, 30, 35 percent,
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now it's close to 85 to 90 percent. | think that's a big
deal. The PTO does presunmably what they do, although not
necessarily always that well. But it's the pendul umthat
| tal ked about a little earlier on which we are nowin a
regime in which intellectual property is sacrosanct to a
| arge extent and that, of course, gives these kinds of
strategic powers to firnms whose | P nay be very, very weak
or not substantially valuable. But then it goes back to
sonet hi ng that soneone el se sai d.

If this IP is so valueless, how come it can
create all that m schief? So, you've got to have the
reconcile on these things but maybe that’s for another
day.

MR. SHAPI RO Just to clarify. | think -- by
t he way, ny coll eague, Mark Lenl ey, | ooked at sone of the
data on this and | believe what he found was that after
t he CAFC was set up, then the patent hol ders were doing
better in ternms of these statistics for a while. But
t hen, of course, people adjusted in terms of which cases
got brought and returned to -- | don't knowif it was
50/ 50 or whatever it was, but sort of with a different
recognition of what the underlying property rights were.
So, that's a little different than what you said.

MS. BURTIS: | guess that was mnmy question, too,
is | don't -- as nuch as you nay not like it, why isn't
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this just a situation where the perspective |licensee
eval uates the strength of the patent and attacks it if
they don't want what the |icensor -- you know, the patent
hol der is asking for. | don't see why this is bad froma
soci etal standpoint.

MR. FROW Well, it's because of the sunk
i nvest nent problemthat Carl nentioned.

MS. BURTIS: Well, that's due diligence.

MR. FARRELL: Only partly because of that.

MS. BURTIS: That gives that patent hol der nore
power and everyone m ght not like it, but why is -- |
still don't understand, why is that not a legitimte
patent that can't be asserted?

MR. FROW Well, maybe the question is, why is
that a problen? | think the sinple answer is when you
have -- we had a conference call earlier that talked
about two different kinds of non-vertically integrated
organi zations, research corporations that actually do --
what | call Fab-1ess (phonetic) conpani es, Fab-Iess
organi zations, N H, UC-Berkeley, Stanford. | nean,
they're not vertically integrated but they really do
research. And so, any dollars that they get on licensing
presumably fl ow back into research

So, in that sense, if they can extract high
royalties fromsone third party that flows to researchers
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at NIH or wherever, that benefits society in about the
sane way as if it were kept by the ultimate |icensee.

But the situation is different when you're
tal ki ng about the non-vertically integrated organization
which is not a research conpany, which is purely a
licensing entity. What does it do with the cash? So,
every dollar you take away froma research entity is --
well, we can quantify it. For every $250,000 you take
away froma conpany |like H P, that's one engi neer you
fire. It's that sinple. That's the econonmic realty
today. Now, at NI H the nunbers may be different, but the
ultimate result is the same. So, the question is, is
there a difference economcally? 1|s there sonething
wrong with extracting noney froma research-doing
organi zation and giving it to the guy so he can buy
anot her BMA? Sonmehow t hat bot hers ne.

MS. LEVINE: Joe, do you have a response to the
BMW poi nt ?

MR. FARRELL: Yeah. | don't favor kind of
trying to track the noney and assum ng that
mechani stically nmoney flowing into certain hands gets
spent on research at the margin, nmoney flowi ng into other
hands doesn't lead to research. |'msure there's sone
truth to that, but there's also a lot of truth to the
i dea that people evaluate the profitability of research
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plans and will do themif they're profitable or if
they're not profitable, so flow of funds may nmake |ess
difference at the margin.

But | wanted to come back to what Barbara was
asking which is, so if a patent hol der of possibly a
slightly weak patent gets nore noney, is that a big
problen? And that's kind of what Jeff was responding to.

| have a different response, which is, yes, it
is, and the systemthat we have is one where, as |
understand it, you apply for a patent, you get a piece of
paper that tells you -- patent -- out of the patent
office, if you re at all lucky, and then that's not the
end of the process. The process continues with your
attenpting to assert it and denmand royalties or cease and
desi st frominfringing nmy patent or whatever from others,
and if they think your patent is weak, then they're
supposed to be able to challenge it and if it is judged
weak by the court, it's overturned.

The incentives to challenge, particularly in an
envi ronnent where the IP holder is |icensing a nunmber of
conpeting entities at conparable terns, the incentives to
chal l enge, | think, are predictively too weak. |If you
have contracts or other practices and arrangenents that
further weaken those incentives, then what you get is a
system where this ex post scrutiny of these so-called
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patents, which was too weak originally, is even weaker
and so you get nore of these what | will tendentiously
call rnonopoly mark-ups, and that's bad.

MS. MATHI AS: M ke?

MR. McFALLS: Yeah. I1'mlargely in agreenent
with where | think Barbara is, which is many of these are
legally self-correcting problens to a |arge extent. |If
peopl e are conpetently counsel ed and engagi ng the costs
that they expect in patent litigation and the |ikelihood
of being enjoined at the end of the day, but it should
illum nate these practices, the practices of sone
conpani es that may conme under scrutiny in some industries
that relate to licensing because it may illum nate very
conpelling justifications, upper broad cross-Ilicensing,
portfolio cross-licensing in industries |ike
m croprocessors.

That said, if we step back for a second and
| ook at sone other industries, | don't think that there's
much question that as a conpetitive matter, it my be
very useful to have a university with the Cohen-Boyer
patents, jointly owned and jointly |licensed to nunerous
peopl e, having different incentives than sonmebody who is
vertically integrated and may not have the nost
incentives to |license people who are going to conpete

with it in the downstream products.
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Just as we assune that people don't |ike

creating conpetition against thenmsel ves, and therefore,

generally don't require unilateral |icensing to occur --
conpul sory licensing -- we also tend to think that people
who are vertically integrated will have |ess of an

incentive to license, unless, of course, they're faced
with mutual assured destruction.

So, when we speak very broadly about non-
vertically integrated patent holders, | think outside of
sone industries the record is nore positive, even if
there are Lenel sons out there.

MS. MATHI AS: Just as a followon question to
the non-vertically integrated conpani es, under what
circunmstances -- | nean, we've tal ked about the pros and
the cons of these, but under what circunmstances would the
agencies need to investigate or have any concern about
this or is it just something that is beyond what we can
do?

MR. McFALLS: If | could hop in right away on
that. The second part of the questions that you included
sort of had an underlying prenise that there are firns
out there that buy up a series of patents which may be
conplenments in a broad sense, but which nay confer sonme
greater elenment of nmarket power than any patent
i ndividually would or the patents di sbursed anong sever al
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different firms. | think there you have literally a
statutory hook for | ooking at that practice beyond just
what woul d ot herwi se be a Noerr-protected right to
enforce your patents, which is what precedes patent
enf orcenent, which is Section 7, Acquisition of Patents
and Excl usive Licenses.

And if it is the case that in the absence of
the acquisition, the previous owners of the patents would
have licensed them nore broadly or at |ower rates, which
may be very difficult to investigate or prove, but may be
worth | ooking at, and then what you have after the
acquisition is higher licensing fees, for instance. That
i ke say the Ci ba-Sandoz consent may be worth your tinme
and consi derati on.

MR. SCHEFFMAN: Well, I'll go back to what |
said to begin with. It is funny that -- a lot of what |
heard about the concern about the IP houses used to be
exactly the concern about big conpanies with big
portfolios getting spurious patents and exerting them
agai nst their conpetitors or excluding. There was a
whol e Congressional hearing about that, about alleging
that that's what Japanese conpanies do. But it's
interesting that the focus has changed. Maybe there's
not a problemon the former sort anynore.

Anyway, we're at the wap-up. 1'Il ask the
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cosm c question -- |let me say, again, where | think we
are. We have had enforcenent in the areas over the |ast
10 years in the areas involving standards and
intell ectual property and Hatch-Waxman. Those are sort
of garden variety antitrust, don't raise overly conpl ex
| P i ssues.

At the sanme tinme, the Nine No-Nos have gone
away in that enforcenment program and the | aw has been
much nmore rel axed with respect to what it allows in
i censing practices. Have we got the balance right? |If
you were an enforcer, should we be devoting a |lot nore
attention to | ooking at |icensing practices beyond those
i nvol vi ng standards and sorts of things, these general
i ssues, cross-licensing, grantbacks, those sort of
things, or will private enforcenent take care of it or is

the market working it out?

MR. SHAPI RO Maybe I'll start since |I'm going
to have to rush out, actually. | think your cosmc
gquestion, it's really too much to ask. | think we can

really see where we are on the overall bal ancing of too
| ax versus too tight.

| think it's also a false goal to try to have a
precise list of Nine No-Nos -- or how many yes-yeses did
you want, Janusz? Twenty-three?

MR. ORDOVER: An unbounded nunber.
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MR. SHAPI RO Look, obviously, when the IP
gui del i nes sought to address these things in a guideline
fashi on rather than an enuneration of this is okay or
that's not okay. | would hope the hearings overall would
give an opportunity to at |east say sonething about
i ssues that weren't fully addressed in the guidelines. |
don't think that they need to be wholesale rewitten but,
you know, there's nore issues, things that have come up.

| mean, | guess | feel the balance is
reasonable. It's hard to tell fromthe DOJ and FTC cases
because there's not that many cases, you know, that are
publicly sort of we know exactly what's going on. |
mean, | could go back and criticize the FTC Intel case
again, but 1've already had a sub-career doing that.

One thing you m ght do, for exanple, is to
weigh in nore on private cases. In a way, sort of
conpetition advocacy to say, you know, maybe not
necessarily which side is right or wong, but kind of how
t he agenci es woul d address these sort of issues. So, you
can sort of be active in that way so we can get a sense
of the balance. | don't feel anything is out of whack,
but it's alittle hard to tell because it really is fact-
based and we need specific cases. W don't have that
many.

MR. SCHEFFMAN: Rick?
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MR. RULE: | guess | would say that the bal ance
seens -- | think it's inpossible to say that there's a
perfect balance and that we've got it right now as
opposed to five years or ten years ago. |I'd like to

t hi nk that maybe, you know, about 14 years ago we had it

right.

(Laughter.)

MR. RULE: And it's changed a little since
then. But | think it's hard to say. | think we are

probably closer to the right place than we were at the
time of the Nine No-Nos. | think the approach is a
little nore sensible and sensitive and econom cally-
based.

| think, also, if you |ook at what has happened
over the last 10 years, | think the courts have done an
all right job in terms of weedi ng out good clains versus
bad claims. | think there was a tinme when the pendul um
coul d have swung back in a way that was potentially
problematic, but | think the courts have done a pretty
good job of preventing that.

So, what's hard, though, to say is, are there a
| ot of licensing practices out there that ought to be
chal l enged but that aren't? You know, it's difficult for
a practitioner to say that because normally if you're

advi sing your client to do sonething, you don't think
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it's a problemand you think it's a travesty of justice

i f anybody actually does challenge it. So, you know, the

fact that nmy clients aren't being challenged right and
left, | think, nmeans that you're getting it right.

So, | think that it has nmoved back. | think,
as nuch as | hate to admt it, part of it has to do with
the fact that people |ike Janusz and Carl and Joe and
you, Dave, are nore involved in the process than
econom sts were 30 years ago, and | think that's made a
difference. And generally, | think it's nade a
di fference because fol ks have noved to a rule of reason.
So, there are always opportunities to fine tune at the
margin, but | think they are nmarginal issues as opposed
to really significant ones as have existed at various
times in the life of the antitrust | aws.

MR. SCHEFFMAN: Janusz?

MR. ORDOVER: A quick comrent. Of course, |
agree that it's inpossible to find the right bal ance of
t hose. Obviously, Rick was close. But | think that
really the issue goes to the point that Joe nmde, and
that is whether or not there is private under-
enf orcenment .

If there is a substantial degree of private
under - enforcenent, and i ndeed, nost of these cases do
i npi nge on business activities of individual firnms or
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groups of firnms, whether it's a standard setting
circunstance or infringenent or whatnot, if there is this
huge probl em of under-enforcenment, which there may or my
not be, | just don't know. Then, obviously there ought
to be nore involvenent fromthe FTC and the DQOJ because,
after all, they are the ones who try to internalize that
externality and deal with it both fromthe standpoint of
forcing an individual case, but also signaling to the
outside world, which I think is extrenely val uable, where
it is that the regulators believe the bal ance ought to be
struck.

| do think that given the anmpbunt of tinme that
has been devoted by the FTC and DQJ to these hearings,
the second release of the IP |licensing guidelines would
be a wel comed out put at the end of the day. | think
there is a lot of learning that has come since that tinme
and there are many hard questions that were posed vis-a-
vis the guidelines, and | think that perhaps that may be
a useful way to inplenment the know edge that has been
gai ned by these very fine hearings.

MS. LEVINE: Any other final coments?

MR FROM | totally agree with Rick that --
you know, it's difficult to know if you have found the
ri ght balance. But | think the agencies do the
i ndustries a | ot of good when -- for exanple, we have the
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Dell consent decree, that is a trenmendously positive
thing in the industry. It short circuits a |ot of
di scussion. It assists in speeding innovation because it
gi ves you a guideline about where the |limts are.

Attorneys are good at trying to push the limts
for their clients, that's what we do for a living, and
it's nice to be able to say, well, at |east we have this
gui depost, you know, one concerning Dell. W don't have
very many of them

And so, to the extent that the agencies find
the right vehicle, either through consent decrees,
t hrough becom ng am cus or whatever they may do, | think
it is a trenmendous benefit for the industry as a whole
and aids conpetition, even if it only short circuits the
di scussi on and shortens the period of tine while people
are arguing what the licenses are, so they can get on
with the kinds of things that Barbara was tal king about,
getting the tools in use, getting the technology in
val uabl e hands. That is a trenendous thing.

And |I'mcertainly not arguing for the Nine No-
Nos, so we do have to be very careful. But | think we
may have -- the governnent has a role here which is to
speak on what nmakes sense nost of the tine, and -- |
nmean, that's the way | read the Dell consent decree,
which is, well, you know, if you do these things, you've
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stepped over the line. Maybe it's hard to find the right
case, but | think it's valuable for you to keep | ooking.

MR. McFALLS: Just if | could add one thing.
think the guidelines are fine as is. The cases have been
appropriate, and fromwhat |'ve seen, the investigations
have been of significant issues that are raised by
anbiguities in the guidelines that redrafting will not
fix. What will fix the anbiguities that exist in the
gui delines, especially in cross-licensing restrictions
and settlenents, are having adjudications in front of the
Comm ssion and also in the appellate courts, and |I think
that's the way that this field was reconceptualized in
the late '70s and early '80s, and that's what's going to
happen now.

MS. LEVINE: Well, thank you for all your
comments today, fromall of you panelists. You know that
you have been our grand finale. This is the final day of
public hearings in the nine-nonth process of our
intellectual property interest hearings and |I'm pl eased
that we ended with a bang. Thank you very much for your
conmments, not just today, but for our returning
panelists, for your comments on previous days. W've
collected a wealth of information through these
intellectual property interest hearings and nowit's tine
for us to do our job in synthesizing the information.
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But we couldn't have done it w thout you
and we're very grateful to you for it. Thank you very
much.

MR. SCHEFFMAN: Just a second. Let nme add one
nore thing because she's here. Certainly, the nost
i nportant person in this whole enterprise of nine nonths
is here -- back there, | think -- Susan DeSanti, and I
want to thank her, again, for a splendid effort.

MS5. MARSHALL: 1'd |like to add that the record
for the hearing is going to be open until Novenber 15t h,
next Friday, so that if you have anything you'd like to
add on paper, please send it in.

(Wher eupon, at 4:20 p.m, the hearing was

concl uded.)
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