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INTERNATIONAL TRADE COMMISSION AND
PATENT DISPUTES

WEDNESDAY, JULY 18, 2012

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON INTELLECTUAL PROPERTY,
COMPETITION, AND THE INTERNET,
COMMITTEE ON THE JUDICIARY,
Washington, DC.

The Subcommittee met, pursuant to call, at 10:07 a.m, in room
2141, Rayburn House Office Building, the Honorable Bob Goodlatte
(Chairman of the Subcommittee) presiding.

Present: Representatives Goodlate, Coble, Chabot, Issa, Jordan,
Marino, Adams, Amodei, Watt, Conyers, Berman, Chu, Deutch, and
Lofgren.

Staff Present: (Majority) Blaine Merritt, Subcommittee Chief
Counsel; Olivia Lee, Clerk; and (Minority) Stephanie Moore, Sub-
committee Chief Counsel.

Mr. GOODLATTE. The Subcommittee on Intellectual Property,
Competition, and the Internet will come to order.

I will recognize myself for an opening statement.

Our Subcommittee had much to celebrate following passage of
the Leahy-Smith America Invents Act, or AIA. The most com-
prehensive change to American patent law in 175 years, the AIA
addresses a number of issues. The dynamic that compelled our
Subcommittee to debate patent reform for 6 years was the preva-
lence of frivolous patent suits that drained resources from R&D
projects and compromised job creation in several industries. I am
confident that several of the AIA reforms, such as post-grant re-
view, changes to joinder and U.S. district court litigation, and a
transitional program to scrub business method patents, will rid the
system of many of these bogus lawsuits.

One would think that such a legislative accomplishment obviates
the need for the Subcommittee to conduct additional patent review
in this Congress. Unfortunately, that is not the case. Today’s hear-
ing focuses on the operations of the International Trade Commis-
sion, or ITC, and how that organization handles patent disputes.

Increasingly, many high-profile patent disputes are adjudicated
before the ITC. The Commission is an independent, quasi-judicial
government agency that provides nonpartisan counsel to the legis-
lative and executive branches of the government. It assesses the
impact of imports on U.S. industries, maintains the Harmonized
Tariff Schedule of the United States, and oversees actions against
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certain unfair trade practices, including subsidies; dumping; and
patent, trademark, and copyright infringement.

As part of the Trade Act of 1974, Congress created the modern
ITC along with its main attributes: independence as a Federal
agency, final decision-making authority subject to a Presidential
veto, the power to issue cease and desist as well as exclusion or-
ders, formalized coverage of unfair trade proceedings by the Ad-
ministrative Procedure Act, or APA, and a requirement that the
Commission issue decisions with dispatch.

Agency proceedings regarding patent infringement are governed
by Section 337 of the Tariff Act of 1930 as well as the adjudicative
provisions of the APA and the Commission’s procedural rules that
are typically supplemented by ground rules issued by the presiding
administrative law judge. Section 337 declares the infringement of
certain statutory intellectual property rights and other forms of un-
fair competition in import trade to constitute unlawful practices.
Most Section 337 investigations involve allegations of patent or reg-
istered trademark infringement.

To be successful, a complainant must prove the following ele-
ments: first, the existence of unfair methods of competition or un-
fair acts in the importation of articles into the United States. For
patent cases, infringement of a valid U.S. patent constitutes an un-
fair act. And, second, the importation of articles or the sale of such
articles in the United States, the threat of which is to destroy or
substantially injure a domestic industry. This also includes pre-
venting the establishment of such an industry or restraining or mo-
nopolizing trade and commerce in the United States.

Remedies for Section 337 violations generally consist of either a
limited exclusion order that is directed to a respondent specifically
found to have violated Section 337 or a general exclusion order that
applies to all infringing goods, whatever the source. A general ex-
clusion order has sweeping application and therefore requires a
complainant to demonstrate that the remedy is necessary to pre-
vent circumvention of a limited exclusion order or because there is
a pattern of statutory violation and it is difficult to identify the
source of the infringing goods.

Prior to the Supreme Court’s 2006 decision in eBay uv.
MercExchange, the issuance of injunctions in patent disputes was
almost automatic. But the Court’s ruling that the traditional four-
factor injunctive relief test applies equally to patent disputes now
means that a patent holder has, on average, a one-in-three chance
of securing an injunction from a U.S. district court. By contrast, a
patent holder who prevails in the ITC is virtually guaranteed to ob-
tain an exclusion order, the functional equivalent of an injunction,
absent truly exceptional public interest concerns.

This has become of great interest to patent trolls who do not
commercialize their patents. eBay restricts their access to injunc-
tive relief in U.S. district court, but it is technically possible for
them to fulfill the domestic industry requirement of ITC adjudica-
tion through licensing activities. The advent of globalization has
led to a migration of manufacturing resources from the United
States to other countries.

This reality, combined with particular elements of ITC practice,
has made the Commission an increasingly attractive forum for all
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patent holders to defend their property rights. In fact, the average
number of ITC complaints filed annually during the past decade is
nearly triple the average for the previous decade. And at least one
study indicates that many of the complainants are larger firms
with multiple product lines and valuable patent portfolios that
have a better chance to win in the ITC than in U.S. district court.

However, according to some reports, over the past half-decade we
have also seen a dramatic increase in the number of cases brought
at the ITC by nonpracticing entities as well as the number of de-
fendants named in these cases. The number of defendants in these
cases grew from 22 in 2010 to 232 in 2011. This begs the question
of whether certain parties are flocking to the ITC in the wake of
the stricter joinder rules and other provisions enacted as a part of
the America Invents Act.

Given the Commission’s burgeoning and high-profile caseload, it
is a good time for our Subcommittee to conduct an oversight hear-
ing about ITC operations and how the agency handles patent dis-
putes. The scope of the hearing is free-ranging and will address
any relevant topic, but the Subcommittee will certainly want to ad-
dress such issues as whether ITC rulings complement or conflict
with U.S. district court decisions, how the ITC treats standard-es-
sential patents, how a plaintiff satisfies the domestic industry re-
quirement of an investigation, and whether exclusion orders are too
cavalierly granted.

That concludes my opening statement, and I am now pleased to
recognize the Ranking Member of the Subcommittee, the gen-
tleman from North Carolina, Mr. Watt.

Mr. WATT. Thank you, Mr. Chairman.

Let me start by thanking Chairman Goodlatte for two things:
number one, his excellent summary of some of the concerns that
have been raised that give rise to this hearing. By going into such
detail, it enables me to gloss across the surface of a number of
things. And what an excellent presentation.

Second, I want to thank Chairman Goodlatte and his staff for
their willingness to expand the witness panel. We usually have
three or four witnesses, but today we have five. And that is impor-
tant. By doing so, it enabled us to invite Bernard Cassidy from
Tessera, a company that specializes in microelectronic solutions,
which, in addition to having a facility in my congressional district
in Charlotte, North Carolina, will provide some different perspec-
tives on some matters for which there is otherwise near-unanimity
on the panel. And while I may not agree with everything Mr.
Cassidy will have to say, I always think it is important to hear the
full range of perspectives on these issues. And I am happy to wel-
come Mr. Cassidy here today from my congressional district.

Over the past several months, there have been numerous reports
of patent wars within the tech and other industries. The technology
titans especially have been embroiled in contentious battles accus-
ing each other of infringing each other’s patents. Companies that
previously cross-licensed their technologies in the marketplace now
instead engage in tactics designed to undermine their rivals.

In addition, companies are expanding their patent portfolios by
purchasing hundreds and thousands of patents to bolster their abil-
ity to counterclaim. In July 2011, a consortium of companies, in-
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cluding Apple and Microsoft, bought 6,000 Nortel patents in an
auction for $4.5 billion. In August 2011, Google purchased Motorola
Mobility, including its 17,000 patents, for $12.5 billion. In April
2012, Microsoft purchased 925 patents from AOL for $1.1 billion.
And Facebook, also in April of this year, purchased 650 of the 925
AOL patents from Microsoft for $550 million. These expanding pat-
ent arsenals certainly do not signal a retreat in the patent arms
race.

While robust enforcement of intellectual property rights, includ-
ing by litigation, is a necessary and often an effective means to fur-
ther innovation and restore order to the marketplace, a recent mi-
gration of patent infringement actions to the International Trade
Commission has intensified concerns about the possibility of patent
holdups, in which patent holders can use the threat of an exclusion
order banning infringing products from entering the country, often
as an unfair negotiating tool.

Patent holdups are particularly concerning where standard-es-
sential patents are involved. Last month, Chairman Smith, Rank-
ing Member Conyers, and I wrote a letter to the ITC in which we
cautioned that, quote, “the ability to leverage standard-essential
patents to obtain an exclusion order may result either in these
products being excluded from markets altogether or in companies
paying unreasonable royalty rates to prevent an exclusion,” close
quote. In either case, the consumer loses.

The uptick in cases before the ITC has also reinvigorated calls
for Congress to address the so-called patent trolls. The 2006 Su-
preme Court decision in eBay v. MercExchange arguably made it
substantially, some would say decisively, more difficult for patent
holders to obtain injunctions against infringing products by requir-
ing parties to justify why money damages are insufficient to rem-
edy the infringement. Perhaps, as a consequence, it is argued, enti-
ties that own but do not practice or otherwise commercialize their
patents find the ITC a more favorable forum to extract undeserved
settlements.

I know our witnesses have passionate views to share about the
extent to which these activities foster an uncompetitive environ-
ment and stifle innovation. So I will conclude with the observation
that, in my view, whether we are talking about battles between in-
dustry leaders in the technology space or those so-called trolls prey-
ing upon the deep pockets of those leaders, it is time for the patent
wars to find patent peace. They are a drain on the economy, a tre-
mendous diversion of resources away from innovation, and ulti-
mately not good for the consumer or the country.

I look forward to hearing the various perspectives and proposed
solutions from our witnesses, and again thank the Chairman for
the hearing and yield back.

Mr. GOODLATTE. I thank the gentleman.

The Chair is pleased to recognize the Ranking Member of the Ju-
diciary Committee, the gentleman from Michigan, Mr. Conyers.

Mr. CoNYERS. Thanks, Chairman Goodlatte.

Today’s hearing is to look at the specifics of how the Inter-
national Trade Commission process is used to protect the American
industry and property. But I would like to frame my comments by
reminding that our system should first and foremost protect com-
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petition and the American workers who create intellectual property
from monopolistic and anticompetitive practices that unfortunately
are too much in existence at the present time. That is why I think
this is a good hearing, and I look forward to the comments from
our witnesses on this part of our responsibilities.

Now, against the backdrop of deregulation, offshore cash-hoard-
ing, insufficient antitrust enforcement, our government is at a
crossroads when it comes to protecting our workers and our con-
sumers. The patent litigation system should protect American ideas
and lay the foundation for American enterprise, but it shouldn’t be
distorted to favor those with the largest budgets and cash reserves.
And I am hopeful that the International Trade Commission is ac-
complishing that objective.

The large, more or less monopolistic players have taken to col-
lecting patents as a way to attack competitors. It has just become
a part of the competition that goes on. And, of course, it ends up
concentrating market power in an unhealthy way. Patents have
never been more valuable than they are now, and the large cor-
porations have taken to collecting patents as a legitimate competi-
tive tool to concentrate market power. And I hope this concern is
examined as carefully as we can with the time we have.

Now, I believe that antitrust review must play an increased role
in the functioning of Standards-Setting Organizations, SSOs.
Standards-Setting brings competitors together to work on an indus-
try’s future so that we must make sure that there is less competi-
tive activity occurring—maybe, ideally, no competitive activity oc-
curring. Standards for interoperability and access are crucial to the
development of high technology, and most evident, at the moment,
in the evolution of mobile smart phones.

Now, eBay v. MercExchange, the Supreme Court decision, is cited
by my staff as a mostly good decision, that injunctive relief can
only be awarded to patent holders who satisfy the traditional four-
prong equitable test for an injunction. To file suit in the ITC, a pat-
ent owner must meet the domestic industry requirements, which
can be shown by demonstrating substantial investment in the pat-
ent’s exploitation, including engineering, research, and develop-
ment, or licensing.

Now, it is not clear how much of the rise in ITC litigation is
caused by patentees seeking to avoid the eBay court decision, but
this is because IT litigation has been increasing prior to the 2006
decision. So, more than any other time that I can recall, we need
a more effective and efficient patent system, and that is why we
are here.

Thank you, Mr. Chairman.

Mr. GOODLATTE. I thank the gentleman.

Without objection, other Members’ opening statements will be
made a part of the record.

And we will turn to our witnesses. Each of the witnesses’ written
statements will be entered into the record in its entirety. I ask that
each witness summarize their testimony in 5 minutes or less.

To help you stay within that time, there is a timing light on your
table. When the light switches from green to yellow, you will have
1 minute to conclude your testimony. When the light turns red, it
signals that the witness’ 5 minutes has expired.
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And as is the custom with this Subcommittee, I would ask that
the witnesses stand and be sworn.

[Witnesses sworn. ]

Mr. GOODLATTE. We have a distinguished witness panel today.

Our first witness is Colleen Chien, Assistant Professor at the
Santa Clara University School of Law in the congressional district
of the gentlewoman from California, Ms. Lofgren. And I believe this
is the second law professor from Santa Clara we have had just
within the last month testify before this Subcommittee.

And I have had the opportunity to visit Santa Clara on a number
of occasions for State of the Net West conferences. So you are very
welcome.

Professor Chien is nationally known for her research and publi-
cations surrounding domestic and international patent law and pol-
icy issues. Her work has been cited by the Federal Trade Commis-
sion and in Congress. She has testified before government agencies
on patent issues, frequently lectures at national law conferences,
and has published several in-depth empirical studies on topical pat-
ent matters. She is an expert on the International Trade Commis-
sion, a topic on which she has authored several articles.

Prior to joining the Santa Clara law faculty in 2007, Professor
Chien prosecuted patents at a San Francisco law firm, served as
an advisor to the School of Social Medicine at Harvard Medical
School, worked as a spacecraft engineer at NASA’s Jet Propulsion
Lab, and was an investigative journalist at the Philippine Center
for Investigative Journalism as a Fulbright Scholar. She earned
her A.B. and B.S. in Engineering from Stanford University and her
law degree from Boalt Hall at the University of California, Berke-
ley—a well-rounded a witness, I would say.

Our next witness is David B. Kelley, Intellectual Property Coun-
sel for Ford Global Technologies. Mr. Kelley handles a wide variety
of IP matters for Ford, including litigation management, licensing
evaluation, and invention dockets management. Prior to joining
Ford, Mr. Kelley was an associate attorney at a large IP law firm
and practiced several years as a civil litigator. He earned degrees
in Computer Science and Mechanical Engineering from Michigan
State University and a law degree from the University of Toledo.

Our next witness is Neal Rubin, Vice President of Litigation at
Cisco Systems. In that capacity, Mr. Rubin is responsible for man-
aging the company’s portfolio of commercial intellectual property
and employment litigation as well as other business disputes. In
addition to hiring outside counsel and resolving litigation world-
wide, Mr. Rubin counsels Cisco’s business units on ways to miti-
gate legal risk.

Prior to joining Cisco, Mr. Rubin was Assistant United States At-
torney for the Northern District of California. He also practiced
law, focusing on intellectual property and technology litigation,
claims for violations of corporate security laws, and employment
disputes. Mr. Rubin has been a trial advocacy and moot court in-
structor at Stanford Law School. He earned his B.A. with honors
from Amherst College and his J.D. from the University of Southern
California Law School.

Our next witness is Barney Cassidy, General Counsel and Execu-
tive Vice President of Tessera. Before coming to Tessera, Mr.
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Cassidy served for more than 9 years as General Counsel and Sen-
ior Vice President for Tumbleweed Communications, where he was
responsible for corporate development and legal matters. He also
practiced law at two firms and clerked for the Honorable John
Noonan, Jr., at the United States Court of Appeals for the Ninth
Circuit. Mr. Cassidy earned his Bachelor’s Degree from Loyola Uni-
versity in New Orleans, his master’s in philosophy from the Uni-
versity of Toronto, and his law degree from Harvard, where he
served as editor of the Harvard Law Review.

Our final witness is Albert Foer, President of the American Anti-
trust Institute. Prior to his work at the Institute, which he found-
ed, Mr. Foer practiced law in Washington, worked at the Federal
Trade Commission’s Bureau of Competition, and served as the CEO
of a chain of jewelry stores. Mr. Foer also teaches antitrust law to
undergraduate and graduate business students. He has published
widely and is the co-editor of “The International Handbook on Pri-
vate Enforcement of Competition Law” and of the forthcoming “Pri-
vate Enforcement of Antitrust Law in the United States.” He
earned his undergraduate degree from Brandeis, a Master’s degree
in Political Science from Washington University, and his law de-
gree from the Chicago School of Law.

Welcome to you all.

And we will begin with Professor Chien.

TESTIMONY OF COLLEEN V. CHIEN, PROFESSOR,
SANTA CLARA UNIVERSITY SCHOOL OF LAW

Ms. CHIEN. Thank you, Chairman Goodlatte, Ranking Member
Watt, and Members of the Subcommittee. It is a huge honor to be
here today.

We are here to talk about the ITC, and I want to make three
points today. I want to talk about how the ITC is being used, why
some of these uses are problematic in my opinion, and how they
could be addressed.

First, about how the ITC is being used, my research shows that
the ITC is being used broadly. Although created to address foreign
piracy, the venue hears many types of disputes: competitor cases,
pure domestic disputes, and others. This means that sometimes the
ITC is being used properly in the way intended, a domestic indus-
try against a foreign company. About 17 percent of cases fit this
profile. A number of other cases are being filed there because, to
its credit, the ITC is fast and predictable. Litigants like that.

But sometimes the ITC is being used opportunistically, meaning
it is being used by parties specifically to get the injunction that
they can’t get in district court. As Chairman Goodlatte said, if you
are a troll, it is almost impossible to get a district court injunction.
Even if you make products a quarter of the time, you are going to
be denied an injunction in district court.

But exclusion orders are still the norm in the ITC. Litigants
know this. They have compared ITC injunctions to Damocles’
swords that ratchet up the pressure. How prevalent in this prac-
tice? By my count, a quarter of cases, naming nearly half of the re-
spondents, have been brought by trolls. American companies are
nearly twice as likely to be named in these suits as foreign ones.

I have one slide to show that point.
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To me, that litigants are calling ITC injunctions Damocles’
swords to get big settlements, a lot of times against American com-
panies, is bad news. What we see on the slide here is, if you look
at all of the troll cases that have been brought at the ITC in the
last 18 months and you count up all the defendants that are
named, you see that 209 of them have been from the U.S., versus
only 123 from foreign jurisdictions. Many of these are from Cali-
fornia, 92 of them, New Jersey, New York, and Texas. So even
though you think about the ITC as wanting to protect American
companies, often it is being used against them.

I think this is something that we need to consider. And that ITC
injunctions, again, can be considered Damocles’ swords is not a
good development. It contributes to a favorable climate for patent
trolling that we have talked about already, and it drives invest-
ment toward patent speculation and away from productive enter-
prise.

We are talking about the law today, but what really matters is
how the law drives investment and hiring decisions. What do I
mean? Well, Congressman Watt mentioned the Nortel patent pur-
chase. In that single purchase, Apple contributed $2.6 billion to
buy patents from Nortel. In that same year, they only spent $2.4
billion on R&D.

Last week, I was disheartened to read and confirm with a promi-
nent venture capitalist that companies that used to invest in
startups have now begun investing in patent assertion. Why the
change? Less risk and bigger potential gains. The bottom line is,
if it is easier for people to make money using patents rather than
compete or build new companies, they will do so.

If there is a problem, then, real or perceived, how can it be fixed?
I see two ways: to change the way that the law applies or to change
the law. The ITC can do the former; Congress, if needed, should do
the latter.

Let me explain. The ITC statute is expansive enough that, as it
exists, it gives the ITC discretion to change course and narrow the
gaps between it and the district courts. It could do so in three
ways.

First, it could change the way it grants injunctions. An injunc-
tion hurts. Literally, it means that you have to stop selling your
product. That is your entire business, selling products. But if you
give a company transition time, it hurts less. If you allow them to
grandfather in existing products, that also reduces the pain to con-
sumers and competitors. The ITC could do both things and, indeed,
has done them before.

The ITC could also be more evenhanded about how it applies the
domestic industry requirement. Right now, ironically, it is easier to
prove this if you don’t make something than if you do, with respect
to the technical prong. And, finally, I believe the ITC could be more
proactive when it decides cases and affirmatively set policy direc-
tion.

Now, so far, the ITC has made some positive changes: on domes-
tic industry precedent when deciding cases, and progress also in
using delays and grandfathering with respect to public interest. So
that is encouraging. It has also, however, been reluctant to say it
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is making policy and precedent when it decides cases, and progress
has been slower as a result. That is less encouraging.

Now, however, I believe the ITC has received a lot of attention,
more than in a long time. As a result, I think it will continue to
evolve the law and maybe do so faster. Over the next 6 to 12
months, they may have opportunities to prove their adaptiveness
to the changing conditions. I say “may” because it will depend on
getting the facts right before them and in the right cases, and also
for parties not settling.

Congress’ role, I think, should be to exercise oversight and evalu-
ate how quickly the ITC is moving. If the ITC doesn’t move to dis-
courage opportunistic behavior because it can’t or won’t, Congress
should step in.

Thank you very much.

Mr. GOODLATTE. Thank you.

[The prepared statement of Ms. Chien follows:]
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The International Trade Commission and Patent Disputes
Testimony of Colleen V. Chien,' Santa Clara University School of Law
House Committee on the Judiciary
colleenchien@gmail.com
July 18, 2012
Background: Is There a Problem?

The International Trade Commission (ITC) is an integral part of the American patent
system. Although it can only block imports on behalf of domestic industries, now that most
technology products are manufactured abroad and Congress has relaxed the domestic industry
requirement,” nearly every patentee is a potential ITC complainant and nearly every patent
defendant is a potential ITC respondent. The 1TC decides patent cases in less than half the time
district courts do, on average,” and hears a significant share of the nation’s patent trials.*

But the ITC is also an outlier in the American patent system. The ITC can’t award

damages or hear counterclaims. It’s easier to get an injunction from the ITC than from a district

court, particularly if you are a patent assertion entity (“PAE” or patent “troll”) that uses primarily

! Assistant Professor © 2012. My testimony draws upon the scholarly literature about the International Trade
Comnission, including three law revicw articles, an amicus bricf, and an ITC treatisc that I have authored or co-
authored: Patently Protectionist? An Empirical Analysis of Patent Cases at the International Trade Commission, 50
WM. & Mary L. Rev. 63 (2008). Protecting Domestic Industries, 28 Santa Clara Computer & High Tech. L. J. 169,
171 (2011), Patents, Holdup, and the IT( (with Mark Lemley) Comell Law. Rev. (forthcoming 2012) available ar
hup://papers.ssrn.com/sol3/papers.clin?abstract_id=1836608, RAND Patenis and Fxclusion Orders: Briefof 19
Keonomics and Law Professors, submitled in 1TC Case 337-TA-745 (July 2012) (with Carl Shapiro. Richard
Gilbert, Arti Rai and 14 others), available at http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2102865. and
Section 337 Patent Investigation Management Guide 11-20 (with Peter Menell and others) Lexis Nexis
(forthcoming 2012), available al hitp://ssrn.com/abstract=1603330. Ablc cmpirical rescarch assistance was provided
by Nicole Shanahan, Wesley Helmholz, Peluchetie, and Danicllc Debroeck, and data was gencrously supplicd by
RPX Corp., the PricewaterhouseCoopers’ Litigation Study, Lex Machina. Gazelle Technologies, Robert Fram and
Ashley Miller. Supporl was provided by Dirk Calcoen.

% See John Mezzalingua Assocs. v. International Trade Comm n. 660 F.3d 1322 (Fed. Cir. 2011) (discussing (he
statutory change that permitted PAEs to claim “domestic industry™ status at the ITC).

3 Comments of Deanna Okun, ITC Chairwoman as reported in May 4, 2012 Daily Update -- BNA's Patent,
Trademark & Copyright Journal (reporting hat ITC actions took, on average 13.7 months, versus an average district
court pcndency in 35.3 months). Accord, Chicn, Patently Protectionist. supra. al Abslract.

4 Approximately 15% in 2010, Protecting Domestic Industries. supra, at n6.

1
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patents for licensing, rather than to support the commercialization or transfer of technology.’ In
the 6 years since the Supreme Court decided eBay,’ district courts have given contested
injunctions to PAEs exactly once by our count, and three-quarters of the time to practicing
companies;’ in contrast, the ITC still routinely awards injunctions to all comers. The impact of
an ITC “exclusion order” preventing importation of a product can be dramatic. To comply with
such an order, a company must pull its products from the market or redesign them. The Supreme
Court has repeatedly said that an injunction is an extraordinary remedy, but the ITC is not
bound by the Court’s jurisprudence on patent injunctions.”

Patent litigants know this. As a practitioner said recently, “[when] you are asking people
to write [checks that] are sufficiently large [] they can’t write them without the Sword of
Damocles of a jury verdict or [an] ITC injunction hanging over their heads.”'’ Because
injunctions remain readily available at the ITC, PAEs and product-producing companies alike
have flocked to this once-obscure trade agency, generally in search of an injunction or the
credible threat of one.

In the last 18 months (Jan. 2011-Jun 2012), for example, PAEs brought more than a
quarter of Section 337 patent cases, and nearly half of the total respondents appearing before the

ITC were there because of a PAE-initiated case.'! Usually, the patent was purchased by the

3 See e.g. Tustice Kennedy’s concurrence in eBay, 547 U.S. 396 (2006) (describing “firms [that] usc patents noi as a
basis [or producing and sclling goods bul, instcad, primarily for oblaining liccnsing fccs.”).

€ eBay Inc. v. MercExchange. LL.C.. 547 U.S. 388 (2006).

” Patent Holdup supra, at Figure 1.

§ See, e.g., Weinberger v. Romero-Barcelo, 456 U.S. 305, 312 (1982), ciling Railroad Comm’n v. Pullman Co., 312
U.S. 496, 500 (1941); see also. Rizzo v. Goode, 423 U.S. 362 (1976) (" the principles of cquity |] mililate heavily
against the grant of an injunction except in the most extraordinary circumstances.™).

¢ Spansion, Inc. v. [1C, 629 F.3d 1331, 1359 (Fed. Cir. 2010).

' Interview wilh contingent fee patent lawyer as reported in David Schwarle, The Rise of Contingent Fee Lawyer
Representation in Patent Law, _ Ala. Law Rev. _ (forthcoming 2012), at 32, May 30 2012 draft. file with the
author, a version of the paper available at http.//papers.ssim.comysol 3/papers.cfm?abstract id=1990651.

123 out of 81 patent investigations and 332 out of 701 non-unique patent respondents, using dalta provided by RPX
Corp., and further coded and analyzed. See alse Robert D. Fram & Ashley Miller, 1he Rise of Non-Practicing Entify
Litigation at the ITC: The State of the Law and Litigation Strategy (Jan. 5, 2011), at 7 (unpublished manuscript on
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PAE."

Though Section 337 was created to keep foreign pirates out of American markets, recent
PAE cases have targeted domestic companies almost twice as often as foreign respondents (209
times vs. 123 times).13 (Appendix A). Companies in California (92), New Jersey (25), New York
(14), and Texas (14) have together been named more times than companies in the rest of the
world. In addition to Cisco and Ford, who are also testifying today, American companies--like
Apple, Walmart, and Schering Plough'*--have been sued by foreign and domestic complainants.

In my opinion, that some litigants are taking advantage of the ITC’s injunction record to
hold up respondents is a significant problem, though not the only problem, In today’s patent
system. It undoes the progress that eBay represents, and it contributes to the favorable climate for
patent trolling and holdup present in today’s patent system. This climate is driving investment
towards patent speculation, and away from productive enterprises. Although the focus of today’s
hearing is on the law, what really matters is what happens outside the courtroom, particularly
among companies making investment decisions. Consider the following:

e Earlier this year, Google spent $12.5B to buy Motorola Mobility and its patents.'* Tt spent
less than half of that, $5.2B on R&D in 2011."¢ In 2011, Apple spent $2.4B on R&D"’

file with the author (reporting an increasc in the pereentage of companics relying on their licensing activitics lo
show a domestic industry {rom 13% in 2000-2006 to 35% in (he first 8 months ol 2010). Bascd on an cxtension of
their database provided for purposes of this testimony. the rate in 2011 (through Oct. 1) was 41%. Okun. supra.
reported that 8-10% investigations from 2006 to 2011 were brought by PAES/NPEs, our analysis found the number
(o be 12%.

'2 Availablc assignment records at (he USPTO indicaic that at Ieast 15 of (lic 23 investigations were based on patents
reassigned from their original owner, in some cases many times (see, ¢.g. patent 3.862.511. reassigned 7 times
before being asserted by Beacon GmBH of Switzerland in investigation 337-TA-814).

'3 Bascd on an analysis of 332 unique respondents named in PAE suits from January 2011-Junc 2012, 123 were
from forcign jurisdictions and 209 were [rom domestic jurisdictions. Scc Appendix A

' See, e.g.. TA-337-710 and TA-337-768.

' Google Official Blog, Wc've acquired Motorola Mobility, hitp:/googleblog.blogspot.com/2012/05/weve-
acquired-motorola-mobility. himl (last visited May 24, 2012); Jenna Wortham. Google Closes $12.5 Billion Deal o
Buy Motorola Mobility. http://bits.blogs.nytimes.com/2012/05/22/google-closes-12-5-billion-deal-to-buy-motorola-
mobility/ (last visited May 24, 2012).

1S Google, Inc., Annual Reporl (Form 10-K), (Jan 26, 2012), available at
hup://www.scc.gov/Archives/cdgar/data/1288776/000119312512025336/d260164d L0k.htn (reporting an R&D
expenditure of $5.2B in 2011).
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but contributed more, approximately $2.6B, to a single transaction to buy patents from
Nortel."® Though these patent investments will obviously last more than the single year in
which they were bought, the same can also be said of the R&D investments.

e Acacia, a very well-managed company that asserts patents as a business model, has a
market capitalization of close to $2B and 55 employees, which puts it into the bottom
%% of public companies in the service sector in terms of employees.lg Other companies
in their sector with comparable market cap have an average of 11,500 employees, based
on our analysis.” Although they create revenue for the patentholders that they partner
with, this is not unique among service sector companies, many of which generate revenue
for their customers.

¢ As one investor put it on a blog board recently:
“In the past six months I have been approached by two investors with interests in large
patent portfolio investment. They used to invest in start-ups. Why the change? Less risk
[and?] bigger potential gains. It’s a no brainer. Investing in invention is for schmucks.
They are wrong but accurate.””!
When I asked renowned venture capitalist Brad Feld if this was really happening, he
replied “of course it's happening... lt's the classically grotesque side of it all - money always
goes to where there's a perceived opportunity, regardless of the dynamics around it. And in this

case it has nothing to do with creating jobs or innovation or anything productive for society.”*

If There’s a Problem, How Can It be Fixed?
It'it’s true that there’s a problem, how can the problem be remedied? Could the ITC fix

it? Will private litigants work it out for themselves? Or does Congress need to step in? The

' Apple, Inc., Annual Report (Form 10-K), (Oct. 26, 2011), available at
http://www.sec.gov/Archives/edgar/data/320193/0001 19312511282 113/d220209d 10k . htm (reporting an R&D
expenditure of $2.4B in fiscal ycar 2011 (ending Scptember 30), 2011)).

' Apple, Inc.. Quarterly Report (Form 10-Q), (July 20, 2011), available at
http://Awww.sec.gov/Arclives/edgar/data/320193/000119312511192493/d10q.htm (“On June 27, 2011, the
Comipany, as part of a consortium, participated in the acquisition of Nortel’s patent portfolio for an overall purchase
price of $4.5 billion, of which (he Company*s contribution will be approximatcely $2.6 billion.”).

' Microaxis investing report, http://www.macroaxis.com/invest/ratiof ACTG--Number_of Emplovees

* Based on an analysis of 32 companies in the service sector in the $1.9-$2.0B market capitalization range.

' Comments of Nicolas White, Tangible IP, in response to Joff Wild, Intellectual Asset Management blog post Now
that IP is Mainstream, Let’s Not Mess This Once in a Lifetime Opportunity Up. July 6, 2012, both availablc at
hitp/iwww jam-magasine.conyblog/Detail aspx?g=b06 10bab-d371 -4401 -bd6[-6b12368b8ch0

% Personal email exchange on file with the author.
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remainder of this submission addresses these questions, keeping in mind that even if 27% of ITC
patent cases are brought by patent trolls, the vast majority of patent cases are not; that the 1TC
has a proven record of efficiently resolving patent disputes; and that in some cases, due to a lack
of jurisdiction over the defendant, the ITC represents the only form of relief available to a
complainant. My answer in short is that the current statute gives the ITC many options for
reducing rent-seeking behavior among litigants. 1t should use these options. If the ITC proves

unwilling or unable to do so, Congress should act.

What the ITC Could Do

To the question of what the ITC could do, T say: a lot.

Tailor Fxclusion Orders through Grandfathering, Delay, and in some cases Denial

First, the ITC could reduce holdup by changing the way it issues exclusion orders. The
statute does not compel the TTC to grant exclusion orders in all cases, but only when consistent
with the public interest.2* The ITC has rarely tailored or denied relief based on the statutory
public interest factors, but today’s cases present new challenges, including whether a patent over
a small invention by a patent troll should be used to exclude a big product,” or whether a
standards-essential patent subject to a promise to license on reasonable and non-discriminatory

terms (RAND) should be the basis for the exclusion order.”® Exclusion orders in these cases can

* Bascd on my rescarchy, two-thirds of ITC cases have a district court counterpart, suggesting (hat is not oftcn (he
case. Chien, Patently Protectionist. supra. at Abstract. However, it is possible that the counterpart district court case
namcd (cwer delendants, duc 1o a lack of jurisdiction.

219 USC 1337(d)(1).

* See, e.g. in Chien & Lemley supra, see also Colleen Chien & Mark Lemley, Patents and the Public Interest, NEW
YORK TIMES.COM, Dec. 13, 2011, available at kttp/Avww avtimes.cony20.11/12/1 3/opimion/patents-smartphones-
18 profcssors and I arguc Lhat it generally should not. unless district court jurisdiction is lacking, See Chicn ct. al..
RAND Patents and Exclusion Orders. supra.




15

harm competitive conditions and consumers when many productive, non-infringing components,
third-parties relying on the enjoined product, and pro-consumer, pro-competitive benefits are
shut down to give the patentee control over only a single small component.

The ITC could deny exclusion orders in certain types of cases. However, this could be
unsatisfying after an intense and expensive trial, especially in cases where the patentee has no
other recourse. A more palatable suggestion, then, would be for the ITC to issue exclusion orders
but structure them to ameliorate the harms to competition and consumers. Two ways to do so are
to tailor injunction scope and stay injunctions. In a case where a design-around is possible, for
example, awarding an injunction but delaying its start could deter infringement in a way that
minimizes disruption to consumers and the holdup to manufacturers.”” The ITC could do so
without interfering with patentee incentives: a prevailing patentee can seek damages in federal
court for infringing sales in addition to bringing a case in the ITC. If the patent truly was
essential, the patentee could obtain an injunction after the stay expired. If the ITC does make
expanded use of stays, it should also clarify existing procedures for obtaining Commission
approval of design-arounds,?® in order to avoid confusion and delay in introducing the new
product.

In some cases, more significant limits on exclusion orders may be warranted. Suppose,
for instance, the infringing component is small but, because of the nature of the product, the
potential impact of an exclusion order on downstream products, related products, and third
parties is large. In such a case, the Commission could tailor the scope of the injunction to reduce

harm to competition, for example by grandfathering in existing products. 1TC cases that don’t

¥ See, e.g.. Mark A. Lemley & Carl Shapiro, Patent Holdup and Royalty Stacking, 85 TEx. L. REv. 1991, 2035-40
(2007) (showing that a stay in injunctive relief to allow design-arounds significantly reduces holdup risk).

* See, e.g. in Blakeslee & Christopher V. Meservy, Seeking Adjudication of a Design-Around in Section 337 Patent
Infringement Investigations: Procedural Context and Strategic Considerations. 35 AIPLA Q.J. 385, 408-411
(2007).



16

implicate these types of concerns, for example covering patented pharmaceuticals or piratical

copying, shouldn’t be affected.

In Accordance with the Statute, Consistently Apply the Domestic Indusiry Requirement

A second way the ITC could limit the ability of PAEs to bring cases in the ITC is by
more consistently and rigorously enforcing the statute’s domestic industry requirement to
licensing-based complainants.” The ITC typically requires complainants to prove that they
practice the asserted patent on an element-by-element basis. However, it applies a relaxed
“nexus” standard to licensing-based complainants, even when their licensees are making
products. This practice is inconsistent with the statute and its history.* The ITC should require
just as much of a connection to be proven between the asserted patent and an “article” (provided
that the technology exists and is not in the process of being made), when licensing-based
complainants bring their cases as when others do.*' 1t should apply the statutory preference it
recognized in the Coaxial Cable case for ex ante over ex post licensing™ in order to exclude

rent-seeking behavior.

Change, Within Limits, is Underway and More Opportunities Ixist for It To Continue
There are some signs that the ITC is willing to evolve in these directions. The ITC
recently tailored its exclusion order in the 337-TA-710 case to include delay and

grandfathering ™ and it has evolved its domestic industry case law.**

* See Chicn, Protecting Domestic Industries, supra.

3 Jd. (describing same)

31 [l]

32 Certain Coaxial Cable Connectors and Components Thereof and Products Containing Same, USITC Tnv. No.
337-TA-650, Comm'n Op. at 49-50 (Apr. 14, 2010), EDIS Doc. No. 422832,

* Comumission Decision in Personal Data and Mobile Communications Devices TA-710-337 at 83 (“HTC shall be
permitted to import into the United States [for 19 months] . . . refurbished handsets to be provided to consumers as
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Yet, these changes have come slowly, especially relative to developments in the industry
of patent assertion.”” The 1TC’s domestic industry and public interest caselaw has not stopped
PAEs from flocking to the ITC as nuanced injunctive relief remains the exception at the ITC, not
the rule. The Federal Circuit has said on several occasions that “the Commission has broad
discretion in selecting the form, scope, and extent of the remedy.™® Yet the ITC has been
reluctant to embrace this discretion and role in setting patent policy. Commissioners have
repeatedly said that, as a quasi-judicial creature of statute, the ITC is “not a policy-making
body.”* Yet the largely deferential standard of review that the ITC’s remedy determinations
enjoy™® gives the ITC the ability to make policy through its adjudication.®

Thus, it seems that for the Commission to change course, the right cases need to come up
and the facts need to be properly developed. Progress will necessarily be slower if the ITC fails
to exercise the discretion it has to evolve its caselaw, make forceful precedents, and set policy

direction. The Supreme Court has not, to my knowledge, ever taken an ITC case, but perhaps it

replacements™) and 81 (“T-Mobile itself has advised the Commission that a four-month transition period would
likely be sufficient . . . . We find T-Mobile’s suggestion to be reasonable and within our authority to implement.”).
3 See, e.g., Coaxial Cables, supra and Certain Multimedia Display and Navigation Devices and Svstems,
Components Thereof, and Products Containing Same, USITC Inv. No. 337-TA-694, Conm'n Op. al 8 (Aug. 8,
2011), EDIS Doc. No. 456236 (stressing the need for a particular nexus between the asserted patent and portfolio
licensing cxpenscs (o be shown).

* Desceribed, c.g. in Colleen Chicn, 1urn the Table on Patent Trolls, Forbes.com August 9, 2011 available at

htp/Avww forbes convsites/ciocentral/20 1 1/08/09/turn-the-tables-on-pateat-tiolls/, and Colleen Chien

The Economics of Patent Assertion, draft paper in progress.

% ITvundai Flectronics Indusiries Co., Lid. v. U.S. Intern. Trade Com'n, 899 F.2d 1204, 1209 (Fed. Cir. 1990), ciling
Viscofan, S.A. v. United States Int'l Trade Comm'n, 787 F.2d 544, 548 (Fed.Cir. 1986).

¥ See, e.g.. Stanford Patent Institutions Sunimit May 21. 2012, video available at

http/Avww voutube, comvwatch’v=0go lhxixwxw

¥ The ITC’s remedy determinations arc subject to reversal only when they arc “arbitrary, capricious, an abuse of
discretion, or otherwisc not in accordance with law.” Spansion, 629 F.3d 1331 at 1358: accord Episiar Corp. v. Int'l
Trade Comm'n. 566 F.3d 1321, 1333 (Fed. Cir. 2009); Hyundai E/ec‘s Indus. Co. v. Int'l Trade Conun'n, 899 F.2d
1204, 1208 (Fed. Cir. 1990); see also Kvocera Wireless Corp. v. U.S. Intern. Trade Com'n, 545 F.3d 1340, 1355
(Fed.Cir.2008) (applying the [ramework established by Chevron U.S.A. Inc. v. Natural Res. Def. Council, Inc., 467
U.S. 837 (1984) to an 1TC order, and stating that if “the statute in question is ambiguous and the agency's
interpretation is reasonable,” “a court must defer to an agency's constriction of a statute governing agency conduct.”
(quoting Cathedral Candle Co. v. U.S. Intern. Trade Com'n, 400 F.3d 1352, 1361 (Fed. Cir. 2005)).

* Asils Commissioncrs have recognized, see, e.g.. Stanford Patent Institutions Sununit May 21. 2012, video
available of htp:/www youtnbe comwatch?v=0go_hxbxwzw
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should, at the recommendation of the Solicitor General for example. The ITC could also use
additional input from agencies whose consultation to the ITC is required by statute *’

The ITC now has a number of cases before it that raise the issues contemplated by this
hearing, in some cases for the first time. Through public interest commentary, they are
developing a better sense of how exclusion orders impact consumers and competitive conditions.
Unusually, the ITC has also recently received the attention of governmental agencies like the
FTC, DOJ,* and Director Kappos of the PTO.** In the next six to twelve months, the ITC will

have a chance to react and potentially change course in response to this greater input from

outside stakeholders.

The Role of Litigants

Will litigants be able to solve the “ITC problem” on their own through private ordering? I
am not optimistic — they have less access to help and self-help than they do in district court.

However, litigants can play an important role in evolving the ITC’s decision-making.

Help the 1'TC and Document the Impact of I'C Jurisprudence
Litigants sued in the ITC have several options. Accused parties can try to invalidate the
patent, form joint-defense groups, or control costs.* However, some litigant self-help measures

don’t translate to the ITC. Many of the A1A provisions that were intended to curb litigation

19 USC 1337(b)(2), read wilh its statutory history, requires the TTC to consult with governmental departments and
agencics when considering the public interest in the context of an exclusion order™ as it considers appropriate.”

T With respect to the issue of RAND patents and injunctions, described e.g. in Chien. et. al RAND Patents and
Fxclusion Orders, supra and during Scnate hearings on this issuc on July 11, 2012 described

hitp/Avww fosspatents. con/2012/07/at-senate-hearing-(ic-and-doj-arpue. himl

2 Joff Wild, Kappos Explains Concerns over FRAND-related Injunctions and Calls for Balanced Approach,
Intellectual Asset Management Blog, hitp:/www iam-magazine com/blos/Detail aspx?e=3a9386c9-e12-4 1 59-

BA varicty of scl(-hclp mecasures arc described, e.g., in Colleen Chicn, Zurn the Table on Patent Trolls, Forbes.com
August 9, 2011 available at Wttp./iwww forbes.conVsites/ciocentral/201 1/08/09/tuen-the-tables-on-patent-trolls/
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abuses, such as the misjoinder rules and provisions relating to stays of cases pending a Section
18 challenge to transitional covered business method patents, apply to civil cases, not to Section
337 actions at the ITC. By statutory mandate, the ITC must resolve cases “at the earliest
practicable time,”** making it harder for the agency to wait for the Patent and Trademark Office
(PTO) or district court to determine if a patent is valid or infringed. ITC cases are extremely
resource intensive, making attorneys less willing to share costs. As is the case with respect to
district court cases, PAEs that bring ITC actions are invulnerable to countersuit.

Perhaps the greatest contribution litigants can make to reforming the ITC is to help the
ITC help itself. In order for the ITC to make good law, parties need to, for example, avoid
settlement before the ITC can make a decision, help develop the factual record, ask for flexible
remedies and the desired application of domestic industry, and where appropriate, appeal
Commission decisions to allow for appellate courts to weigh in. In short, litigants can engage in
strategic or impact litigation, and continue to help other governmental bodies understand the

impact of exclusion orders on consumers and competitive conditions.

What Congress Could Do
Iixercise Oversight

Through these hearings, members of Congress are already providing welcome attention
to the ITC. This attention should be informed by the good work of the ITC and its important role
in today’s economy. However, the areas that this and related Committees find problematic
should also be brought to the attention of the ITC with the policy direction that the ITC is
reluctant to develop. As the ITC makes decisions over the next 6-12 months, on PAEs and other

cases before it, Congress could commission a study or further hearings to look at the how the

19 USC 1337(b)(1).
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ITC has changed its decision-making in response to the oversight and input it receives and the
impacts of these decisions. Has the ITC done anything to discourage rent-seeking behavior
through interpretation of its standing requirements? Have companies been able to design around
exclusion orders or had to pull their products? Have the injunction standards diverged even
further as district courts decide similar cases and come to different results? Perhaps members of
Congress could hold hearings with the Commission and/or commission a study of the evolution
and impact of the ITC’s cases over the next 6-12 month period. If this study shows that things

have not changed, Congress should change the law.

Change the Law

Tf Congress does change the statute, it should focus on harmonizing ITC and district court
remedies. The most effective way to prevent the ITC from becoming a way to circumvent eBay
is to require eBay to apply to ITC proceedings as well. However, the change should not be
limited to eBay, but be done in a way that allows the ITC to benefit from the future evolution of
Federal Circuit and Supreme Court jurisprudence on patent remedies. I take no position on
whether or not the 1TC should be authorized to decide damages, a topic which raises a host of
issues.* However, modifying existing bond and penalty provisions to provide more flexibility to
the ITC to award damages would make the option of denying an exclusion order more palatable,
and reduce the pressure on the ITC to grant injunctions.* It may also make sense to consider
creating a “fast track” to district court for 1TC cases that have been decided in favor of the
patentee but without an exclusion order.

T am more cautious about attempts to redraw the domestic industry requirement. Such

** Some of which arc discussed in Chicn, Patently Protectionist. supra.
“ These suggestions are more fully fleshed out in Chien & Lemley. supra.

11
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attempts must be evaluated with attempts to circumvent the new line in mind — determined
investors may partner with practicing companies to bring ITC actions or invest in
commercialization efforts just to gain standing at the ITC should the rules be changed in
particular ways, for example. In addition, the history of accusations of violations of national
treatment from our trading partners should also be kept in mind.*’ That the ITC has remained
relatively available to patentholders belies, in part, accusations that the venue is protectionist.4x
Finally, if Congress amends the law to reform patent litigation (for example through
reforms like the misjoinder rules), it should also keep the ITC in mind and consider how the

reforms should apply, perhaps in some modified form.

Conclusion

The ITC’s unique features create opportunities as well as challenges for the patent system
and its litigants, namely rent-seeking caused by the ITC’s more favorable injunction standard.
The statute provides ways for the ITC to overcome some of these challenges, however the ITC
must use them. If the ITC does not show a willingness or ability to do so within a limited period
of time, Congress should act. | thank the Chairman and members of the Committee for the

privilege and honor of serving our Government by testifying today.

Respectfully Submitted,

Colleen Chien

" See e.g., in Chicn, Patenily Protectionist supra.
az
Id.



22

See Appendix for the attachments submitted with this statement.
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Mr. GOODLATTE. Mr. Kelley, welcome.

TESTIMONY OF DAVID B. KELLEY, INTELLECTUAL PROPERTY
COUNSEL, FORD GLOBAL TECHNOLOGIES, LLC

Mr. KELLEY. Mr. Chairman, Ranking Member Watt, and Mem-
bers of the Committee, thank you for inviting me here to this hear-
ing today. It is my honor and privilege to appear before you.

I am an Intellectual Property Counsel for Ford Motor Company,
and I am here to testify regarding a problem plaguing production
and manufacturing companies, who employ hundreds of thousands
of Americans workers. At Ford, we directly employ more than
65,000 Americans, and our dealers employ more than 150,000
Americans.

Ford wholeheartedly supports the underlying purpose of Section
337 investigations—that is, to prevent unfair competition from for-
eign entities and to protect American industry, jobs, and innova-
tion. We have utilized the ITC to prevent importation of products
that blatantly infringed our intellectual property and that unfairly
competed with our auto parts.

Nonetheless, Ford has also recently been hauled into the ITC
under circumstances that cry out for reform. In November of last
year, a Swiss-based patent-holding company, Beacon Navigation
GmbH, brought one of the largest Section 337 cases ever against
major manufacturers, American manufacturers. The case, involving
GPS navigation systems, named as respondents every major pro-
ducer of automobiles in the United States. These companies employ
hundreds of thousands of Americans in good-paying manufacturing
jobs.

Beacon asserted that certain Ford vehicles should be excluded
from the U.S. market; this, despite the fact that these Ford vehi-
cles contain a high percentage of content manufactured in the U.S.
by American workers. In addition, the navigation component that
Beacon claimed was covered by its patents was a small part of the
navigation system and a miniscule part of the total vehicle value.

And so, a highly complex product with thousands of parts, many
of which were manufactured and assembled in the U.S. by tens of
thousands American workers, was subject to exclusion from the
U.S. Market by a foreign patent assertion entity with a patent al-
legedly covering a small component of that product. Beacon ulti-
mately withdrew its complaint, but not before costing respondents
tens of millions of dollars in defense fees. Rather than protect the
jobs, U.S. jobs, the case threatened U.S. jobs.

Beacon should not have been allowed to initiate a 337 investiga-
tion in the first place because it had no real trade grievance; it was
only seeking money damages. Nonetheless, Beacon was able to pro-
ceed because there is no procedure to challenge the reasonableness
of an ITC investigation at the beginning and because they claimed
domestic industry under the licensing clause in Section 337.

In my opinion, the Federal court system, particularly the Federal
Circuit Court of Appeals, is doing an excellent job in recognizing
the PAE problem and fashioning judicial policy to put appropriate
limits on PAE abusive practices. Congress also deemed it necessary
to correct some of these practices in the recently enacted America
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Invents Act, which, in part, limits a PAE’s ability to include unre-
lated defendants in a patent lawsuit.

Unfortunately, the adjustments made by the courts and Congress
to limit PAEs do not apply to the ITC, and the ITC is not bound
by Supreme Court precedent that requires a thorough, equitable
evaluation prior to the grant of injunctive-type relief. In fact, the
ITC has only exercised its public interest equitable powers to deny
an exclusion order a handful of times over the last 40 years.

While I have the utmost respect for the ITC, including the com-
missioners, ALdJs, staff, general counsel, and others, it is clear to
me that the ITC is not able to remedy the problem. The ITC is con-
strained by statute and, to its credit, stays within the statutory au-
thority. Some believe the ITC has the ability to fix this problem
without statutory change. There is no evidence that it will do so.
To the contrary, the ITC has stated that it will not distinguish be-
tween innovators and PAEs that claim domestic industry based on
licensing activities.

It is therefore necessary, and I ask you here today, to remedy the
problems I have described by supporting the following statutory
changes to the Trade Act of 1930. First, institute an inquiry into
the equities of each 337 investigation at an early stage of the pro-
ceeding. Second, change the domestic industry requirements by
limiting qualification to those who engage in production-based li-
censing. These changes will preserve legitimate uses of the ITC
while shunting PAEs who have an adequate remedy at law to the
Federal courts where they may belong.

Thank you, Mr. Chairman and Ranking Member, for holding this
hearing and shining a light on a problem that is harming American
manufacturers.

Mr. GOODLATTE. Thank you, Mr. Kelley.

[The prepared statement of Mr. Kelley follows:]

Prepared Statement of David B. Kelley, Intellectual Property Counsel,
Ford Global Technologies, LLC

Chairman Smith, thank you for inviting me to this hearing today. It is my honor
and privilege to appear before this subcommittee.

I am an Intellectual Property counsel for Ford Global Technologies, LLC, a wholly
owned subsidiary of Ford Motor Company that handles all intellectual property
matters for the company. I am here to testify regarding a problem plaguing produc-
tion and manufacturing companies who employ hundreds of thousands of American
workers. At Ford, we directly employ more than 65,000 Americans—and our dealers
employ more than 150,000 Americans.

We believe that Section 337 of the Tariff Act is an important tool for the protec-
tion of American jobs and intellectual property. Section 337 is a US trade law, en-
acted in 1930. It was designed to protect U.S. manufacturers from unfair foreign
competition, and empowers the U.S. International Trade Commission (ITC) to ex-
clude products from the U.S. market. The statute is particularly useful in intellec-
tual property enforcement cases because it sometimes is difficult to enforce a patent
against foreign infringers in the U.S. courts due to jurisdictional issues. Section 337
permits direct action against the infringing products, whether or not the maker of
the products is subject to the U.S. courts.

Increasingly, Section 337 is being abused by Patent Assertion Entities (PAEs) who
acquire and hold patents for the purpose of litigation. PAEs don’t produce goods—
they don’t actually use technology to create products or jobs in the United States.
Their goal is to threaten other businesses with patent litigation in the hope that
tlllose other businesses will agree to pay royalties rather than face continuing legal
claims.

In recent years, PAEs have targeted Americans manufacturers, threatening their
U.S. operations, and trying to force them into cash settlements that would not be
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awarded by a court. This began after the U.S. Supreme Court ruled, in the 2006
eBay decision, that U.S. courts could issue injunctions in patent cases only if the
plaintiff could show the traditional requirements for injunctive relief. Most impor-
tantly, the plaintiff is required to show that irreparable harm would occur if the in-
junction did not issue. A PAE that is only seeking money can’t show irreparable
harm: money can always be awarded later. So the Supreme Court decision meant
that PAEs would have to prove their damages. But the PAE business model is to
seek quick negotiating leverage, not to pursue a long patent case for damages. So
after the eBay decision, Section 337 became more attractive to PAEs. It offers an
injunction-like remedy without requiring proof that an injunction is warranted.
PAEs use the threat of a Section 337 exclusion order to obtain bargaining leverage,
just as prior to eBay PAEs used the threat of a court injunction.

By the time a manufacturer enters production, the company has spent great sums
of money on design integration, tooling, and other investments to incorporate a par-
ticular technology. The technology itself may not be valuable—it may be trivial—
but it is very expensive to change it after the investments have been made. PAEs
can assert a minor patent against such a company and demand exorbitant sums—
amounts far beyond the actual value of the technology in the market—because the
manufacturer must either pay or walk away from its sunk costs.

This tactic is a patent “hold-up.” That is, the PAE demands royalties that are
large not because the patent is valuable, but because the target is vulnerable. This
be{lavior by PAEs hinders innovation instead of promoting the adoption of new tech-
nology.

Some believe that most, if not all, Section 337 cases are brought against shadowy
Asian companies that are counterfeiting American goods or infringing U.S. patents.
In fact, only a small percentage of Section 337 cases are brought by a U.S. company
against foreign companies. Most cases are brought against a mix of U.S. and foreign
companies. PAEs like to bring their cases against prominent U.S. companies, be-
cause their goal is not to exclude foreign products from the United States or to pro-
tect American manufacturers: it is to negotiate a royalty stream to earn a return
on their investment. In recent years PAEs have brought Section 337 actions against
such prominent U.S. companies as Apple, Ford, Google, General Motors, Hewlett
Packard and Intel, among many others.

These U.S. manufacturers, and others, operate on a global basis: they sell their
products globally, and they ensure their products are internationally competitive by
purchasing parts and materials globally as well. Exclusion of critical parts or compo-
nents from the U.S. market can lead to a calamitous shut-down of U.S. operations.

The intensity and fast pace of ITC litigation creates an atmosphere where a re-
spondent in the ITC must divert extensive resources quickly to its defense or face
a rapid, adverse and unfair result. Even if a company is confident that its imported
products do not infringe a patent, the costs of litigation, the uncertainty of litigation,
and the risks of an interruption of business are so great that the company may be
tempted to settle.

Ford wholeheartedly supports the underlying purpose of Section 337 investiga-
tions, that is, to prevent unfair competition from foreign entities, and to protect
American industry, jobs, and innovation. We have utilized the ITC to prevent impor-
tation of products that blatantly infringed our intellectual property and that un-
fairly competed with our parts.

Nonetheless, Ford has also been recently hauled into the ITC under circumstances
that cry out for reform. In November of last year, a Swiss-based patent holding com-
pany, Beacon Navigation GmbH, brought one of the largest Section 337 cases ever
against major American manufacturers. The case, involving GPS navigation sys-
tems, named as respondents every major producer of automobiles in the United
States, including Chrysler, Ford, General Motors, Honda, BMW, Mercedes, Nissan
and Toyota. These companies employ hundreds of thousands of Americans in good-
paying manufacturing jobs. Rather than protect U.S. jobs, the case threatened U.S.
jobs. Beacon also sued the companies in Delaware district court. The patents under-
lying the 337 investigation allegedly cover certain aspects of automotive navigation
systems. Despite the fact that Beacon has only a handful of employees in the US,
did not itself make any products, had not undertaken any research or development
related to navigation systems, had purchased the patents from another party, was
only interested in obtaining royalties, and had questionable licensing activities, it
claimed that it qualified as a “domestic industry” under the licensing clause of the
statute.

Beacon asserted that certain Ford vehicles assembled in Mexico and Canada
should be excluded from the U.S. market. This despite the fact that these Ford vehi-
cles contain a high percentage of content manufactured in the U.S. by American
workers, and despite the fact that the vehicles were imported under the North
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American Free Trade Agreement (NAFTA). In addition, the navigation component
that Beacon claimed was covered by its patents was a relatively small percentage
of the total vehicle value. And so a highly complex product with thousands of parts,
many of which were manufactured and assembled in the U.S. by tens of thousands
%fA %merican workers, was subject to exclusion from the U.S. market by a foreign

Beacon was using the ITC to obtain exorbitant royalties far beyond a reasonable
value. And they attempted to use the ITC as leverage to extract higher fees on prod-
ucts made in the U.S., such as Ford F-150 trucks, that contain a small component
from a global supplier. Beacon even tried to get royalties for vehicles in countries
where it had no patents by using the leverage of the ITC investigation.

Only after diligent inquiry by defense counsel and by forceful direction from the
ITC judge did it become apparent that Beacon could not sustain its claim of a do-
mestic industry. It subsequently withdrew its complaint. But not before costing the
respondents tens of millions of dollars in defense fees.

The Beacon case demonstrates the extent to which 337 investigations have
strayed from their intended purpose. Beacon should not have been allowed to ini-
tiate a 337 investigation because it had no real trade grievance—it was only seeking
money damages. Its alleged licensees do not make automotive navigation systems,
and even if they did, they do not have the capacity to supply even a fraction of the
industry that Beacon sought to exclude. Nonetheless, Beacon was able to proceed
because they claimed domestic industry under the licensing clause in Section 337,
and because there is no procedure to challenge the reasonableness of an ITC remedy
at the beginning of an investigation.

Licensing is permitted in the domestic industry test to allow innovators who don’t
make products, like universities, to use Section 337. Innovators engage in produc-
tion-based licensing, sometimes called “ex-ante” licensing. That is, innovators license
their patents before a product is developed and encourage their licensees to bring
new products to market. This helps create American jobs in product development
and manufacturing. On the other hand, PAEs obtain and license their patents after
a product has come to market, and seek to share in the value already created by
others. This is referred to as revenue-based licensing, or “ex-post” licensing. While
a PAE may have a claim in district court, it should have no place in the ITC, which
is intended to protect U.S. industries and jobs, not to allocate existing value among
claimants by awarding damages. The current domestic industry test in Section 337
does not specifically distinguish between production-based licensing and revenue-
based licensing. And so, under current practice, almost any patent owner, even for-
eign based PAEs with virtually no presence in the U.S. and licensees with limited
capacity, can bring an action against an entire U.S. industry. The ITC is thus essen-
tially operating as an alternate patent court in many respects.

In my opinion, the federal court system, particularly the Federal Circuit Court of
Appeals, is doing an excellent job in recognizing the PAE problem and fashioning
judicial policy within their authority to put appropriate limits on abusive PAE prac-
tices. Congress also deemed it necessary to correct some of these practices in the
recently enacted America Invents Act (AIA), which, in part, limits a PAE’s ability
to include unrelated defendants in a patent lawsuit.

Unfortunately, the adjustments made by the courts and Congress to limit PAEs
do not apply to the ITC. PAEs can name any number of respondents in their com-
plaints. Recent statistics clearly show an increase in the number of respondents in
337 investigations, mainly the result of PAEs. And the ITC is not bound by Su-
preme Court precedent that requires a thorough equitable evaluation prior to the
grant of injunctive type relief. In fact the ITC has only exercised its public interest
equitable powers to deny an exclusion order a handful of times in the many hun-
dreds of investigations it has undertaken over the last forty plus years.

While I have the utmost respect for the ITC, including the Commissioners, ALJs,
Staff, General Counsel, and others, it is clear to me that the ITC is not able to rem-
edy the problem. This is so because, by its own admission, it is not a policy-making
body. The ITC is constrained by statute and, to its credit, stays strictly within its
statutory authority. However, this has resulted in a mechanistic application of the
law which has ultimately led to absurd situations like the Beacon case that I've re-
lated, which is one of many examples of PAE abuse in the ITC.

Some believe that the ITC has the ability to fix this problem without statutory
change. There is no evidence that it will do so. To the contrary, the ITC has stated
that it will not distinguish between entities that claim domestic industry based on
particular licensing activities. That is, any entity that can show it has licensed a
patent to another party, even if it is revenue-based “ex-post” licensing, qualifies as
a “domestic industry” under current ITC law. And while recent decisions and pro-
posed rule changes indicate that the ITC may genuinely be trying to address the
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problem in limited respects, these attempts will likely fall far short of eliminating
PAE activity from unfairly burdening productive US manufacturers that employ
hundreds of thousands of American workers.

It is therefore necessary, and I ask you here today, to remedy the problems I've
described by supporting the following statutory changes to the Trade Act of 1930:

First, institute an inquiry into the equities of each 337 investigation at an early
stage of the proceeding, or even before an investigation is begun. The inquiry pref-
erably would be the first matter undertaken by an ALJ. An initial determination
by an ALJ on this issue should be immediately reviewable by the Commission, and
a Commission determination should be reviewable by the Federal Circuit Court of
Appeals. This inquiry will allow the ITC to use its discretion in preventing abusive
PAEs from initiating non-trade related investigations. The inquiry could be similar
to that used by the courts before awarding injunctive relief.

Second, change the domestic industry requirements by either limiting qualifica-
tion to those who engaged in production-based (ex-ante) licensing, or by eliminating
the licensing aspect entirely, as licensing entities are really seeking money and the
ITC cannot award damages.

These changes will preserve legitimate uses of the ITC while shunting PAEs who
have an adequate remedy at law to the federal courts, thus protecting U.S. industry,
jobs and technology from abusive and destructive litigation in the ITC.

Thank you Mr. Chairman and Ranking Member for holding this hearing and shin-
ing a light on a problem that is harming American manufacturers. I appreciate your
efforts to bring forth legislation that will deliver a fair solution that preserves the
intent of the law while fixing the abuses of PAEs.

Mr. GOODLATTE. Mr. Rubin, we are pleased to have your testi-
mony.

TESTIMONY OF NEAL A. RUBIN, VICE PRESIDENT OF
LITIGATION, CISCO SYSTEMS, INC.

Mr. RUBIN. Although the International Trade Commission hears
many patent cases, it is fundamentally a trade forum, charged with
protecting U.S. industry and U.S. consumers from unfair foreign
competition.

I am here today because, under the ITC’s interpretation of its
governing statute, a Canadian company with one employee in the
United States that buys a portfolio of Israeli patents can seek to
enjoin Cisco, a U.S. company that employs tens of thousands of
U.S. engineers, from selling its products into the U.S. because some
of the component parts are sourced from abroad.

That is one example, and there are many others, where patent
assertion entities that do not design, develop, sell, or import any
products can nevertheless meet the definition of a U.S. industry
worthy of ITC protection, while U.S. companies that employ thou-
sands of engineers can be deemed foreign competitors whose prod-
u(cltsdcan be excluded from U.S. markets. That needs to be rem-
edied.

My name is Neal Rubin, and I am the Vice President of Litiga-
tion for Cisco Systems. Headquartered in San Jose, California,
Cisco is one of the world’s largest makers of telecom equipment,
with 36,000 employees here in the U.S. Cisco invested $5.8 billion
in our most recent year on research and development, 80 percent
of that in the United States, with the goal of making the future of
communication faster, more reliable, and more secure.

Cisco has more than 9,000 U.S.-issued patents. But like every
successful technology company in the U.S., Cisco has experienced
an extraordinary increase in patent litigation in the last 5 to 10
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years. Of the dozens of patent infringement lawsuits filed against
Cisco, virtually all of them are brought by patent assertion entities.

In the last few years, these entities have begun to sue Cisco in
the ITC because, under the Supreme Court’s eBay decision, compa-
nies that do not build products can no longer obtain injunctions
when they sue for infringement in district court. Cisco was a re-
spondent in only one ITC case prior to 2010. Since then, we have
been named five times. Cisco will spend considerably more than
$20 million this year defending these cases.

While this Committee did extensive work to reform the patent
system, resulting in the American Invents Act, most of these re-
forms do not apply to the ITC.

Because the ITC is designed to protect U.S. industry, it can issue
an exclusion order only when a domestic industry related to the
patent exists or is being established. One way a patent owner can
establish and satisfy the domestic industry requirement is to show
substantial investment in exploiting the patent via its licensing ef-
forts.

But the Tariff Act and its legislative history illustrate that the
licensing activity Congress intended to satisfy, the domestic indus-
try requirement, is production-driven licensing, meaning efforts
that promote the adoption and use of the patented technology to
create new products and new industries. The ITC, however, has
recognized a new licensing model, one that we call revenue-driven
licensing. Patent assertion entities engaged in revenue-driven li-
censing do not design, develop, sell, or import any products. Their
efforts merely raise the price of existing products.

The Supreme Court’s eBay decision recognized exactly this policy
distinction between production-driven licensing and revenue-driven
licensing, and precluded injunctive relief in district court for par-
ties engaged solely in revenue-driven licensing. The ITC, however,
is not bound by the eBay decision and has moved in the opposite
direction, holding the entities engaged solely in revenue-driven li-
censing meet the domestic industry requirement.

The result is that these patent assertion entities are increasingly
turning to the ITC, with the number of filings and the number of
companies sued spiking dramatically. The data from last year
shows PAE cases represent 40 percent of the entire 337 ITC docket
and includes 60 percent of the respondents.

One Cisco case from earlier this year is illustrative of the prob-
lem. The complainant was MOSAID Technologies, a company
headquartered in Ottawa, Canada, in the business of patent acqui-
sition and enforcement. MOSAID bought a portfolio of patents from
a failed Israeli company. And in 2011, MOSAID sued Cisco in the
ITC, seeking to exclude many of Cisco’s products from sales in the
U.S. because foreign-made components allegedly infringed those
patents.

In an effort to manufacture evidence of a domestic industry,
MOSAID rushed to open its only office in the United States shortly
before suing. MOSAID had one employee there at the time.

But that was just the beginning. MOSAID had to rely on the li-
censing prong to show a domestic industry, and therefore served
subpoenas on their licensees, requesting documents and testimony
to support their domestic industry claim. MOSAID then paid these
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licensees to respond to the subpoenas and to testify, even though
they were obligated by law to do so.

MOSAID ultimately dismissed its case when its misconduct was
uncovered. But in the end, Cisco spent more than $13 million liti-
gating a case that should never been brought in the ITC. And but
for MOSAID’s misconduct, we could still be there.

Congress can solve this problem by clarifying that complainants
in the ITC can establish a domestic industry only through licensing
that promotes the market adoption of the patented technology.
Doing so would return the focus of the ITC to its original intent
and align the ITC with patent law and the Federal courts. PAEs
could still pursue monetary damages in Federal courts, and domes-
tic manufacturers and universities would continue to benefit from
the ITC’s protections. What PAEs would lose is the ability to use
the ITC to threaten companies with the prospect of an exclusion
order that does not benefit any U.S. industry.

Thank you for giving Cisco an opportunity to provide input on
this important topic. I look forward to your questions.

Mr. GOODLATTE. Thank you, Mr. Rubin.

[The prepared statement of Mr. Rubin follows:]

Prepared Statement of Neal A. Rubin, Vice President of Litigation,
Cisco Systems, Inc.

Members of the House Judiciary Committee, thank you for the opportunity to tes-
tify before this Committee about the detrimental impact patent assertion entities
are having on U.S. businesses through their ever increasing use of the United
States International Trade Commission (the “ITC”) as a preferred forum for patent
assertions. This Committee did extensive work to reform the patent system in the
America Invents Act. However, most of those reforms and the improvements in case
law that resulted from the Act do not apply to the ITC.

The ITC is an international trade forum charged with protecting U.S. businesses
and U.S. consumers from unfair foreign trade practices. The ITC is not a general
venue for patent disputes. Nonetheless, patent assertion entities who do not de-
velop, do not make, do not sell and import products are now routinely using the ITC
to assert their patents against U.S. operating companies, imposing great expense
and burden on them and on U.S. consumers. These assertions in the ITC are injur-
ing rather than protecting our domestic economy.

Prior to 2006, patent assertion entities (companies whose only business is licens-
ing and litigating patents to make money) essentially did not use the ITC. But by
2011, patent assertion entity cases comprised one quarter of ITC investigations in-
stituted, and nearly half of all respondents in the ITC were named in patent asser-
tion entity investigations. This year, 40% of the investigations instituted are patent
assertion entity cases, and they comprise 60% of ITC respondents. This is happening
because the 1988 Congressional amendments to Section 337 of the Tariff Act of 1930
have been interpreted to require the ITC to accept complaints from entities that in-
vest in any kind of domestic licensing, including “revenue-driven licensing.”

“Revenue-driven licensing” also is sometimes termed “ex post facto”K licensing. In
other words, it is licensing or attempted licensing that occurs after another company
has already sold products allegedly using the patented technology. Generally, the
targeted products were independently developed without knowledge of the patent,
and it is not uncommon for the patent claims to be drafted after the targeted prod-
uct has already been sold. This is not the “production-driven licensing” activity,
where licenses encourage the development and sales of new products, that Congress
intended would satisfy the ITC’s jurisdiction requirement when it amended the Tar-
iff Act.

These types of cases have become particularly prevalent in recent years because
the remedy the ITC may issue—an exclusion order that bars a U.S. company from
importing its products for sale in the U.S.—has been unavailable to patent assertion
entities in federal court since 2006, when the Supreme Court decided eBay wv.
MercExchange. In that case, the Supreme Court held that injunctive relief may only
be awarded to patent holders who satisfy a traditional four prong equitable test for
an injunction by proving, among other things, that their patent claims cannot be
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adequately satisfied by an award of money damages.! Patent assertion entities,
which by definition are looking for money, have no standing to seek injunctive relief
in federal courts. Because of this, they have turned their sights on the ITC as a
preferred venue for asserting their patents against U.S. operating companies, in
order to threaten them with the prospect of exclusion orders that they would not
be able to receive in a federal court. By filing in the ITC, these entities hope to ex-
tract more than the true value of the patented technology from U.S. operating com-
panies.

The use of the ITC in this manner should not be allowed. Patent assertion entities
do not engage in the kind of domestic licensing activities that should qualify them
to use the ITC. Congress did not intend for its trade statutes to allow patent asser-
tion entities who target existing products for licensing revenues to bring their
claims in the ITC. The ITC is a trade forum intended to protect U.S. industry and
U.S. consumers. It was not intended to be a forum for a few individuals to extract
settlements far beyond what they would be entitled to receive if they sued in a U.S.
court.

Claims by patent assertion entities can be and are adjudicated in federal district
courts empowered to award money damages where appropriate. The ITC is an inter-
national trade forum intended to protect U.S. industry. Yet under current ITC prac-
tice, it is being used with increasing frequency by patent assertion entities to harm
U.S. industry. My testimony addresses this problem of patent assertion entities’ in-
creasing filing of claims in the ITC and proposes a solution.

INTRODUCTION TO CISCO

I am the Vice President of Litigation for Cisco, one of the world’s largest devel-
opers of networking and telecommunications equipment that powers the Internet,
with more than $45 billion in annual sales and over 36,000 U.S. employees. Cisco’s
success as a company is a direct result of our ability to innovate. Our products origi-
nally were designed for communications within private or enterprise networks.
When the public Internet emerged in the mid 1990s, our products found immediate
application for worldwide use. Today, Cisco’s networking equipment forms the core
of the global Internet and most corporate and government networks. We invested
$5.8 billion in the 2011 fiscal year on researching and developing the next genera-
tion of networking equipment, with the goal of making the future of communication
faster, more reliable and more secure. We have invested another $4.1 billion in re-
search and development of our products in the first three quarters of fiscal year
2012 alone.

Like all successful technology companies based in the United States, Cisco has ex-
perienced a large increase in patent litigation over the past 5-10 years from entities
that do not design, develop or sell any products. These entities who are suing Cisco
are not universities, but instead are entities staffed by lawyers and backed by fin-
anciers who seek to profit from patent lawsuits. Of the dozens of patent infringe-
ment lawsuits currently pending against Cisco, virtually all of them were brought
by patent assertions entities.

Over the past two years, patent assertion entities have begun filing claims against
Cisco in the ITC. In calendar year 2011, approximately 60 ITC investigations were
initiated by the Commission and Cisco was a respondent in about 5% of all cases
filed in the ITC in that period. Looking at it another way, Cisco was a named re-
spondent in exactly one ITC case up until 2010 (which was filed by a US practicing
entity). Since the beginning of 2010, Cisco has been a named as a respondent in
five matters, nearly all of which were filed by patent assertion entities.

THE ITC’S ROLE AS AN INTERNATIONAL TRADE FORUM RATHER THAN AN
INTELLECTUAL PROPERTY FORUM

Complaints filed by patent assertion entity are turning the ITC into general pat-
ent forum. This is inconsistent with the role of the ITC as provided in its governing
statute. The ITC is “an independent federal agency whose strategic operations are
to determine import injury to U.S. industries in antidumping, countervailing duty,
and global and bilateral safeguard investigations; direct actions against unfair trade
practices involving patent, trademark, and copyright infringement; support policy-
makers through economic analysis and research on the global competitiveness of
U.S. industries; and maintain the Harmonized Tariff Schedule of the United

1eBay Inc. v. MercExchange LLC, 547 U.S. 388 (2006).
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States.”2 The ITC is a trade forum whose mission is to protect U.S. industries and
U.S. consumers from injuries they suffer from unfair foreign competition. Where ap-
propriate, the ITC may issue an exclusion order to prohibit unlawful importation
of an infringing product, where importation harms a domestic U.S. industry in arti-
cles protected by that patent.

The ITC is not, however, empowered to hear any and all U.S. patent infringement
disputes. U.S. federal district courts have exclusive jurisdiction over most patent in-
fringement lawsuits, where they can award relief such as monetary damages. The
ITC only has authority to adjudicate patent disputes that involve unfair foreign im-
ports that negatively impact U.S. industry. In particular, because the ITC exists to
protect U.S. industry, the ITC is empowered to issue an exclusion order in a patent
case only if “an industry in the United States, relating to the articles protected by
the patent, . . . exists or is in the process of being established.” (19 U.S.C. Section
1337). A patent owner can satisfy this domestic industry requirement in a patent
case in one of three ways:

¢ By showing significant investment in plant and equipment in the U.S. related
to an article protected by the patent;

e By showing significant employment of labor or capital in the U.S. related to
an article protected by the patent; or

e By showing substantial investment in exploiting the patent via engineering,
R&D or licensing in the U.S.

It is the third method of satisfying the domestic industry requirement—exploiting
patents via “licensing” investments in the U.S.—that I will focus on in these com-
ments. In particular, patent assertion entities, which do not design, develop, make,
or sell any products, often rely upon the statute’s reference to a “substantial invest-
ment” in “licensing” of articles protected by the patent to claim that they have a
domestic U.S. industry in need of protection. In addition, such patent assertion enti-
ties often rely upon the domestic activities of their unwilling licensees (unwilling be-
cause most such licenses are agreed upon in settlement of litigation or after the li-
censee has been threatened with patent litigation on its existing products).

But this statutory language, added by Congress in 1988, should not apply to the
“revenue-driven licensing” model. Patent assertion entities engaged in “revenue-
driven licensing” target already existing products for licensing revenues. Congress
added the “licensing” language to the Tariff Act in 1988 to permit a domestic indus-
try based upon a substantial investment in production-driven licensing by pat-
entees, such as universities or U.S. production companies, who had made substan-
tial investments in developing technology and engaged in “production-driven licens-
ing” to commercialize that technology—Ilicensing efforts that promote the adoption
and use of a patented technology and create new products and industries. A “pro-
duction-driven license” generally is between two willing parties; one party that de-
veloped the technology and another party that wants to use the technology to create
its own products. “Revenue-driven licensing,” by contrast, seeks to use patents, not
as a basis for creating new goods, but rather for extracting licensing fees from oth-
ers for sales of products that were already in the marketplace. “Revenue-driven li-
censes” generally involve an unwilling party who developed its products on its own
and then entered into a subsequent license, often during or under threat of litiga-
tion. Further, in many of these cases, the patent holder did not even develop the
technology, but instead purchased the patents from the original inventor.

We believe Congress intended to protect a domestic U.S. industry of new products
created through licensing, not to create a windfall for those who seek to make
money from suing operating companies after those companies have created and de-
veloped new products through their independent efforts and investments in the
United States.

INCREASING USE OF THE ITC BY PATENT ASSERTION ENTITIES HARMS U.S. INDUSTRY

The increasing use of the ITC by patent assertion entities (entities whose business
is “revenue-driven licensing”) appears attributable in substantial part to a Supreme
Court case that has made real progress in balancing the enforcement of patents in
the federal district courts, but that has been held to not apply to the ITC. In 20086,
the U.S. Supreme Court issued its eBay v. MercExchange decision which made clear
that patentees who can be adequately compensated with monetary damages, such
as a reasonable royalty, should not be awarded permanent injunctions as a matter

2 United States International Trade Commission Strategic Plan, Fiscal Years 2009-2014, avail-
able at http:/www.usitc.gov/press room/documents/strategic plan 2009-2014.pdf
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of course as had been the past practice. Rather, district courts should apply a four
part test to evaluate the equities of granting injunctive relief. Under that test, pat-
ent assertion entities, which exist only to assert patents and collect money, do not
have standing to obtain a permanent injunction. While they may pursue a reason-
able royalty, they cannot use the threat of a permanent injunction to unfairly coerce
U.S. operating companies to pay exorbitant and unreasonable royalties.

Since the eBay decision issued, patent assertion entities have sought to try to find
new ways to impose the threat of an injunction against U.S. operating companies,
in order to extract excessive royalties. Because the ITC may award exclusion and
cease and desist orders in patent proceedings, these entities increasingly have used
the ITC as a preferred forum for patent assertion. Indeed, prior to the eBay decision,
patent assertion entities essentially did not use the ITC. However, the year fol-
lowing that decision, the ITC instituted four investigations brought by patent asser-
tion entities, and the trend has continued ever since.

Although many companies believe that the domestic industry provisions of our
trade statutes should prevent patent assertion entities from routinely using the ITC
this way, case law has recognized a licensing model called “revenue-driven licens-
ing” as being within the ambit of the statute.? Although the ITC has concluded that
“revenue-driven licensing” is entitled to “less weight” than the “industry-creating,
production-driven licensing activity that Congress meant to encourage” in its stat-
ute, ITC case law interprets the Tariff Act of 1930, as amended, as recognizing all
licensing including “revenue-driven licensing.”4 Further, the ITC may consider the
U.S. activities of such unwilling revenue-driven licensees as part of the domestic in-
dustry of the licensor. In light of this expansive interpretation of the licensing provi-
sion of the ITC statute, patent assertion entities routinely use the ITC as a pre-
ferred forum for their disputes, relying upon “revenue-driven licensing” to claim a
substantial investment in licensing, rather than the “production-driven licensing”
intended to be protected by Section 337.

Statistics unquestionably bear this out. Last year, we estimate that approximately
Y4 of all ITC cases were filed by patent assertion entities, with the ITC reporting
record breaking levels of ITC case filings. And, this figure understates the actual
impact of these ITC cases because approximately 50% of all respondents named in
an ITC investigation last year were respondents in ITC investigations filed by pat-
ent assertion entities. Further, based on the data available for this year, patent as-
sertion entity cases account for over 40% of the entire 337 ITC docket and respond-
ents in those cases account for over 60% of all respondents. Consistent with these
observations, in the ITC’s Budget Justifications for every year from FY 2008 to FY
2012, the ITC has noted its expanding case load, and has attributed this in substan-
tial part to the availability of exclusionary relief in the ITC. In its Budget Justifica-
tion for FY 2012, the ITC specifically referred to the eBay case as a contributing
factor for this difference in remedies and the attractiveness of the ITC as a forum
for patent suits.> The ITC has become so inundated with patent proceedings that
it has noted the exceptional demands patent cases are placing on its budgets and
staff, for example, supplementing its Human Capital Plan for 2009-2013 to change
its procedures to reflect a record breaking increase in patent litigation.® Likewise,
the FTC reported in 2011 that the eBay decision may be the cause of this activity
and suggested that the ITC should only find domestic industry where there is a pro-
duction-driven licensing activity.”

This increased use of the ITC by patent assertion entities is detrimental to the
U.S. economy in many ways, and I will discuss one example involving Cisco below.
Patent assertion entities—often staffed by lawyers and backed by financiers—pur-
chase patents for the sole purpose of asserting them against operating companies
as a tax on an operating company’s research and development efforts. These entities
are engaged in “revenue-driven licensing.” Although “revenue-driven licensing” is
recognized by the ITC as being entitled to “less weight” than the “industry-creating,
production-driven licensing activity that Congress meant to encourage,” the ITC still
permits “revenue-driven licensing” to qualify for a domestic industry because the
case law suggests all licensing activities qualify. “Revenue-driven licensing,” how-

3See, e.g., Certain Multimedia Display and Navigation Devices and Systems, Components
Thereof, and Products Containing Same, Inv. No. 337-TA-694, Comm’n Op. at 15 (Aug. 8, 2011).
41d.

5U.S. International Trade Commission, Budget Justification Fiscal Year 2012 at p. 21, avail-
able at http://www.usitc.gov/press room/documents/budget 2012.pdf.

6U.S. International Trade Commission, Supplement to the Strategic Human Capital Plan
2009-2013, January 2011, available at http://www.usitc.gov/intellectual property/documents/
2009 13 SHCP.pdf

7FTC, The Evolving IP Marketplace: Aligning Patent Notice and Remedies with Competition,
29-30 (Mar. 2011).
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ever, results in no new products; it merely raises the prices of existing products.
Firms engaged in “revenue-driven licensing” are not a domestic industry that needs
to be protected from foreign competition.

In addition to burdening U.S. industries and harming U.S. consumers, these cases
also are straining the resources of the ITC. Patent assertion entity litigation has
shifted the ITC from an administrative agency charged with protecting U.S. manu-
facturers and securing U.S. jobs to a generalized intellectual property court rou-
tinely used by patent assertion entities to place a tax on the development and sales
of actual products by U.S. based companies. Patent assertion entity cases under-
mine the ITC’s purpose of protecting domestic industry from unfair foreign competi-
tion.

C1sc0’s RECENT HISTORY IN THE ITC ILLUSTRATES THE DISPROPORTIONATE IMPACT
ITC CAseEs CAN HAVE ON OPERATING COMPANIES

Patent assertion entity litigation before the ITC is particularly injurious to U.S.
operating companies and the domestic economy because of the disproportionate costs
such litigations impose. For example, although ITC cases comprise only about 10%
of Cisco’s overall litigation docket, these few cases account for almost half of our
overall litigation budget. Cisco spends more than ten million dollars defending indi-
vidual actions in the ITC. Cisco’s experience in this respect is consistent with expe-
riences described in legal trade journals, such as the American Lawyer’s law.com
publication, which reported back in 2009 that litigating just one ITC case can “eas-
ily cost $10 million or more.” 8

ITC cases are disproportionately expensive because the ITC allows for broader
discovery than do the district courts. For example, the Federal Rules of Civil Proce-
dure limit the number of interrogatories and substantive requests for admissions
that can be asked of a party to 25, and limit the number of depositions of a side
to ten. The ITC does not. In a recent ITC proceeding, a complainant asked Cisco
over 7,000 Requests for Admission (6,975 more than a district court would permit)
that had to be answered in short time frames. Similarly, the ITC does not limit the
number of interrogatories a party can ask, although some Administrative Law
Judges permit 175 interrogatories per party, which is still seven times the amount
permitted by the Federal Rules for a district court matter. Depositions are typically
not limited in number, either. In a recent case, 22 Cisco witnesses were deposed in
28 days, more than double the ten allowed by the Federal Rules. Cisco also pro-
duced over 3.5 million pages of documents in an extremely short time frame re-
quired by the ITC rules.

These enormous costs are becoming routine in cases brought by patent assertion
entities. A recent example of such a case involving Cisco is Investigation No. 337—
TA-778, In the Matter of Certain Equipment for Communications Networks, Includ-
ing Switches, Routers, Gateways, Bridges, Wireless Access Points, Cable Modems, IP
Phones, and Products Containing Same. Although we believe that the ALJ in charge
of our Investigation did an excellent job adjudicating the matter—taking unprece-
dented steps to address misconduct by our opponent—the matter still consumed
over ten million dollars in legal fees and costs, and imposed countless hours of busi-
ness distraction on our company.

Complainant in the 778 Investigation was Mosaid Technologies, a company
headquartered in Ottawa, Canada, that at the time of filing was publicly traded on
the Canadian stock exchange, and in the business of patent acquisition and enforce-
ment. Mosaid purchased a portfolio of patents from a failed Israeli company and
then sent Cisco an unsolicited letter claiming that Cisco needed to license the pat-
ents. In 2010, after Mosaid accused Cisco of infringing these patents, Cisco filed a
declaratory judgment action in the United States District Court for the District of
Delaware seeking to establish that its products did not infringe and that the patents
were invalid. In May 2011, apparently unhappy with what Mosaid claimed to be the
slow pace in the district court, Mosaid brought claims against Cisco in the ITC ac-
cusing Cisco of infringing some of the same patents-in-suit in Delaware. Mosaid
claimed, among other things, that it had a domestic industry based upon its licens-
ing activities for the patents-in-suit and the activities of its alleged licensees. And,
in a transparent attempt to enhance its domestic industry case (given that it is a
Canadian company), Mosaid rushed to open its only “office” in the United States—
in Plano, Texas—shortly before filing its ITC complaint against Cisco. But that was
just the beginning. Mosaid had to rely on the “licensing” prong to show a domestic
industry, so it Mosaid served subpoenas on two third parties, including at least one
of its licensees, requesting documents and testimony from them to support Mosaid’s

8 ITC Patent Disputes Continue to Provide Steady, Profitable Work (Law.com, 2009).
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domestic industry claims. In a further attempt to bolster its claims, Mosaid improp-
erly gave inducements to these two third parties in order to generate “goodwill”
from them to respond to the subpoenas that they were legally obligated to respond
to under the law.

After Cisco’s counsel learned of these facts, Cisco filed a motion to preclude
Mosaid from relying on any evidence connected to Mosaid’s misconduct. The ALJ
ruled in Cisco’s favor, finding that Mosaid improperly compensated third parties to
obtain evidence from them in support of Mosaid’s claims. The ALJ then took an un-
precedented step of ordering the trial of Mosaid’s case to proceed first on domestic
industry, expressing skepticism over whether Mosaid could establish a domestic in-
dustry in light of the sweeping exclusion of evidence. After several of these orders
had issued, on the eve of trial Mosaid dismissed its entire ITC case—sending the
parties back to Delaware where they had started. Cisco had by then spent thirteen
million dollars litigating in the ITC. Cisco produced in excess of 3.5 million pages
of documents, responded to 121 interrogatories (five times the amount permissible
in a district court case), and presented 22 of its personnel for depositions over a pe-
riod of 28 days (more than double the number permitted in a district court case),
all within an expedited time frame.

Although Cisco greatly appreciates the time and attention that the ALJ put into
the Mosaid matter, and the public orders that preceded the dismissal, Cisco believes
that as a matter of public policy this case should not have been before the ITC in
the first place. Mosaid is a Canadian company; other than its purported Plano office
opened just before the ITC complaint was filed, it has no U.S. presence. More impor-
tant, it has no product business and so it sought to rely upon licenses it entered
into after it purchased the patents-in-suit. If the current proposed amendments had
been in place, Mosaid would not have been able to make even a colorable argument
that it satisfied the domestic industry requirement.

This matter caused Cisco to spend millions of dollars that could otherwise have
supported the research and development of Cisco’s own products. Every dollar spent
on ITC litigation detracts from Cisco’s ability to employ people in the United States
to develop new products. And Cisco is but one example. Last year, over 230 respond-
ents in the ITC were named in investigations initiated by patent assertion entities.
This trend harms U.S. competitiveness, U.S. industry and U.S. consumers, and de-
tracts from the ITC’s guiding principle to protect U.S. competitiveness, U.S. indus-
try and U.S. consumers from unfair foreign competition.

CONGRESSIONAL LEGISLATION CLARIFYING WHEN LICENSING MAY SUPPORT A DOMES-
TIC INDUSTRY AND CONFIRMING APPLICABILITY OF THE EBAY FACTORS WOULD BEN-
EFIT U.S. INDUSTRY

Cisco appreciates the efforts by the ITC—including its Commissioners, Adminis-
trative Law Judges, Office of General Counsel, and Staff—to handle a burgeoning
caseload of patent infringement proceedings and the ITC’s focus on domestic indus-
try and public interest issues. Cisco also appreciates the ITC’s ongoing efforts to ex-
plore ways to reduce costs such as developing electronic discovery guidelines.

Cisco believes there is a simple solution to the problem posed by patent assertion
entities and their “revenue-driven licensing” models. Specifically, Congress should
amend Section 337 of the Tariff Act of 1930 to clarify that complainants in the ITC
cannot rely on “revenue-driven licensing,” or the activities of revenue-driven licens-
ees, to satisfy the domestic industry requirement and gain access to the ITC. In-
stead, a domestic industry can be established only through licensing efforts that pro-
mote the market adoption and use of the patented technology, i.e., where the license
was entered into before the licensee’s adoption and use of the patented technology.
The Federal Trade Commission has made a similar recommendation in its March
2011 Report, The Evolving IP Marketplace: Aligning Patent Notice and Remedies
with Competition. Congress should state that the ITC should only grant exclusion
orders in accordance with traditional equitable factors as set forth in eBay. Doing
so would align the ITC with traditional principles of equity set forth in the Supreme
Court’s eBay decision.

Patent assertion entities would still have federal courts available to them and
could still pursue fair monetary damages if they showed ownership of a valid and
infringed patent and an entitlement to damages. And domestic manufacturers and
universities would continue to benefit from the ITC’s protections. What patent as-
sertion entities would lose is the ability to use the ITC to threaten companies with
the prospect of an exclusion order, and the certainty of an extraordinarily expensive
patent litigation, to obtain settlements far in excess of the true value of the pat-
ented technology. This litigation tactic does not benefit any U.S. industry.
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Mr. GOODLATTE. Mr. Cassidy, welcome.

TESTIMONY OF BERNARD J. CASSIDY, GENERAL COUNSEL
AND EXECUTIVE VICE PRESIDENT, TESSERA TECH-
NOLOGIES, INC.

Mr. Cassipy. Thank you, Chairman.

Chairman Goodlatte, Ranking Member Watt——

Mr. GOODLATTE. Mr. Cassidy, you may want to turn on that
microphone and pull it close.

Mr. CAssiDy. Thank you.

Chairman Goodlatte, Ranking Member Watt, and Members of
the Subcommittee, my name is Bernard Cassidy. I am the Execu-
tive Vice President and General Counsel at Tessera Technologies,
Inc., headquartered in the heart of Silicon Valley in San Jose, Cali-
fornia, with operations in Charlotte, North Carolina, and else-
where. I deeply appreciate this opportunity to speak before you re-
garding the importance of the ITC to my company and to the inno-
vation economy.

Tessera is a cofounder of the Innovation Alliance, a coalition of
companies seeking to enhance America’s innovation environment
by improving the quality of patents and protecting the integrity of
the U.S. patent system. The Judiciary Committee and its Members
appreciate the importance of strong intellectual property law to the
U.S. economy. We applaud your leadership in helping to build a
legal system that encourages investment and innovation. The IA
welcomes a discussion of the role of the ITC in safeguarding Amer-
ican industries from unfair trade. Nonetheless, we are skeptical
about many of the changes being discussed today. We believe that
the long-term interests of our innovation-based economy outweigh
the near-term interests of a few important companies.

Licensing U.S. intellectual property strengthens the economy and
improves our trade balance. Section 337, the statute that regulates
unfair practices in import trade, is a key element of the Nation’s
trade laws and ensures that American innovators, including com-
panies that license their patents, will not be harmed by the impor-
tation of goods that infringe valid U.S. patents.

Permit me to briefly address four issues.

First, the domestic industry inquiry. To be able to pursue an ac-
tion in the ITC, a patent holder must be or be in the process of
establishing a domestic industry. What is clear to us is that the
ITC has interpreted this term of art in a balanced manner. Har-
nessing its administrative expertise, it has consistently remained
mindful of the 1998 amendment’s intent to liberalize Section 337,
but also remained equally vigilant in not allowing an expansion of
the domestic industry test beyond the intent of Congress. Congres-
sional action, despite the real concerns of some of my fellow panel-
ists, should be reserved for a time when there is strong disagree-
ment with the interpreted efforts of the ITC.

Second, public interest factors. Section 337 states that the Com-
mission, quote, “shall,” end quote, exclude goods it has found to be
infringing from entry into the United States, quote, “unless,” end
quote, it finds that relief is not appropriate in light of four public
interest factors set out in the statute.
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Importantly, even if the ITC decides that remedy is appropriate,
the President has the power to prevent the remedy from going into
effect if he or she determines that a remedy is not appropriate for
what the statute refers to as, quote, “policy reasons,” an open-
ended, undefined term. In short, the statute provides a remedy
with robust built-in safeguards against misuse.

Moreover, in November of 2011, about 8 months ago, the ITC
issued new rules that allowed the administrative law judges to de-
velop full records about public interest factors early in each case.
This new and early focus on public interest factors supplements the
multiple opportunities that interested parties have today to com-
ment during the full commission review at the end of the case. We
believe it would be premature for Congress to legislate on the proc-
ess until the ITC has had an opportunity to determine whether it
sufficiently and fairly addresses the concerns voiced about these
factors.

Third, the eBay factors. The argument that the ITC should be re-
quired to apply the so-called eBay standards for injunctions used
in U.S. district court ignores the fact that the ITC and district
courts are markedly different venues with different jurisdictions
and different powers, necessitating different standards. Mandating
application of eBay would substantially weaken the power of the
ITC to deal with unfair trade practices.

Fourth, standard-essential patents. A blanket a priori rule pro-
hibiting or limiting the availability of exclusion orders to holders
of patents that may be standard-essential patents would tip the
balance in favor of infringers, to the detriment of innovation and,
ultimately, consumers. Such proposals would essentially create a
compulsory licensing regime and are contrary to the intent of SSO
policies that encourage good-faith bilateral negotiations. One must
consider whether innovators would have any incentive to partici-
pate in an SSO if their patents were effectively made unenforce-
able. That would result in technologically inferior standards and
reduce investments in research and development, postponing inno-
vation and competition that are the drivers of U.S. economic
growth.

In conclusion, the ITC has the capability, the resources, and the
track record to permit it to resolve the difficult questions being ex-
amined by this Committee and to apply the law. If there are spe-
cific examples of where the ITC has erred that warrant attention,
the Innovation Alliance will be happy to work with Congress to de-
velop consensus solutions. But, to be clear, we are generally of the
view that the long-term interests of our innovation economy and
the public better will be better served if the ITC is permitted to ful-
fill its obligations pursuant to existing law.

Thank you.

Mr. GOODLATTE. Thank you, Mr. Cassidy.

[The prepared statement of Mr. Cassidy follows:]
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Chairman Goodlatte, Ranking Member Watt, and Members of the Subcommittee,

My name is Bemard J. Cassidy, and T am Executive Vice President and General Counsel at
Tessera Technologies, Inc., which is headquartered in the heart of Silicon Valley, in San Jose,
California. We have facilities in Charlotte, North Carolina, Rochester, New York, and Arcadia,
California as well as in Europe and Asia. 1 deeply appreciate this opportunity to speak betore
you regarding the importance of the International Trade Commission to my company and our
innovation economy.

The Tessera Story

Tessera Technologies, Inc. is a small publicly-traded holding company that traces its roots
to three former IBM technology pioneers who set out on their own in 1990. Tessera, Inc., our
oldest subsidiary, pioneered chip-scale packaging solutions for the semiconductor industry. We
have become a leader in semiconductor packaging via our inventions which are now widely
adopted by the semiconductor industry. This technology enables electronics devices such as cell
phones to become as small as they are today.

Today, through subsidiaries, we operate two businesses: Intellectual Property and
DigitalOptics. Our Intellectual Property business generates revenue from patented innovations
through license agreements with semiconductor companies and outsourced semiconductor
assembly and test companies. Our DigitalOptics business offers breakthrough imaging
technologies and products will that bring tull-featured digital still camera capabilities to the
mobile phone camera market through its miniaturized camera module solutions.

None of this would have been possible had we not had a strong patent system to protect our
inventions and reward our innovators. Maintaining a strong patent system is essential to our
continuing success.

The Innovation Alliance

Tessera Technologies, Inc. is a co-founder of the Innovation Alliance (“1A™), a coalition
of companies seeking to enhance America’s innovation environment by improving the quality of
patents and protecting the integrity of the U.S. patent system. The Innovation Alliance represents
innovators, patent owners and stakeholders from a diverse range of industries that believe in the
critical importance of maintaining a strong patent system. Many Innovation Alliance members
also manufacture and/or sell products and services that use not only their own patents, but those
of third parties as well. The IA’s positions on a strong patent system — on the importance of
high-quality patents, the pro-innovation and pro-competitive benefits of voluntary
standardization efforts and bilateral negotiation of licenses and cross-licenses among
standardization participants — are not new.
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The Judiciary Committee and its Members appreciate the importance of strong
intellectual property law to the U.S. economy. We applaud your leadership in safeguarding our
Nation’s intellectual property, thereby helping to build a legal system that encourages
investment in innovation. The Innovation Alliance welcomes a discussion of the role of the ITC
in safeguarding American industries from unfair trade. We beli eve that the Committee will
conclude that the long-term interests of our innovation-based economy outweigh the near-term
interests of a few.

Licensing U.S. intellectual property strengthens the economy and improves our trade
balance. Section 337, the statute that regulates unfair practices in import trade, is a key element
of the nation’s trade laws and ensures that American innovators, including licensing companies,
will not be harmed by the importation of goods that infringe valid and enforceable U.S. patents.
Importers of foreign made products — both U.S. based and foreign companies — have appealed to
Congress for several changes to Section 337 that would, in effect, limit access to the ITC and/or
weaken the powers of the ITC to deal with cases of unfair trade practices. Weakening the ITC’s
jurisdiction would benefit foreign economies, foreign competitors, and other foreign
manufacturers to the detriment of the U.S. economy. Although one can appreciate the near-term
concerns expressed by some U.S.-based technology companies, a discussion of issues affecting
the ITC should be undertaken with the long view in mind. Specifically, weakening Section 337
to disadvantage patent holders relative to infringing importers will retard American innovation,
weaken the trade position of the United States, and hurt American innovation and manufacturing
by protecting infringing products manufactured in other countries.

The International Trade Commission

The U.S. International Trade Commission (“ITC™) is a federal administrative body that
“administerfs] U.S. trade remedy laws within its mandate in a fair and objective manner.”
Among those trade laws, the ITC administers Section 337 of the Tariff Act of 1930, as amended
(“Section 3377}, which makes the ITC respensible for regulating “unfair practices in import
trade.”” To enable the ITC to perform this regulatory duty, Section 337 vests the ITC with
authority to issue orders excluding articles from entry into the United States where those articles
are imported utilizing (1) unfair methods of competition and unfair acts or (2) infringement of
U.S. inteflectual property rights.

Section 337 was enacted in 1930, the decade that expanded the role of federal
administrative agencies. From the onset of this era, a central pillar supporting administrative
expansion was the necessity of regulating technical fields that demanded expertise beyond that
found in the legislative and judicial branches of government. Stemming from this longstanding
policy, Congress and the federal courts have accorded administrative agencies deference and
discretion to implement their prescribed regulatory tasks as reflective of their heightened

! The ITC was established in 1916 as the “Tariff Commission.” Tts name was changed to the International
Trade Commuission in 1974.

? Mission Statement, U.S. INT’L TRADL COMM'N,

hitp://www.usitc.gov/press _roon/mission_statement htm (last visited May 3, 2012).

*19US.C. § 1337 (2006).
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expertise. In light of this practice, the ITC’s interpretation of Section 337 should not be
disturbed, unless or until Congress finds fault with the Commission’s interpretation of the law.

The 1988 Amendments Recognized the Importance of Licensing to Qur Economy

Prior to amendment in 1988, Section 337 treated all unfair import trade practices alike.
By the 1980s, however, manufacturing was shifting abroad, and the United States was
increasingly becoming a technology-based economy. Therefore, Congress amended Section 337
in 1988* to reflect these economic realities. Importantly, the 1988 amendments restructured
Section 337 to treat intellectual property infringement separately—and more liberally—from
other types of unfair acts.

Particularly noteworthy among these changes, the 1988 amendments eased the domestic
industry requirement for Section 337 investigations based on intellectual property rights. First,
Congress removed the “injury” requirement, thereby eliminating any test of economic harm to
the domestic industry. Second, a new provision, § 1337(a)}3)(C), provided that a domestic
industry could be established where there was “substantial investment in [the asserted intellectual
property’s] exploitation, including engineering, research and development or licensingf’5

Until quite recently, the procedural posture of many Section 337 investigations prevented
the TTC from fully defining the boundaries of new § l337(a)(3)(C).6 However, in more current
Section 337 investigations where parties have attempted to establish domestic industries based
exclusively upon licensing, the ITC has been utilizing its administrative expertise to determine,
on a case-by-case basis and in a series of balanced and carefully-considered Commission
opinions, which entities Congress sought to protect in enacting the 1988 amendments.

Four Key Issues

The remainder of this written submission will briefly address four issues of recent interest
to the ITC patent community: domestic industry, public interest factors, the so-called eBay
principles, and standard-essential patents. 1incorporate by reference the attached papers recently
published by the Innovation Alliance which deal with the latter two issues in more detail.

The ITC’s Ongoing Development of the Domestic Industry Inquiry Under §
1337(a)(3)C)

The first notable instance where the 1TC thoroughly elaborated upon the standard for
establishing a domestic industry based upon licensing occurred twenty years after the 1988
amendments, in Certain Stringed Musical Instruments and Components Thereof (“Stringed

* See Omnibus Trade and Competitiveness Act of 1988, 102 Stat. 1107, Pub. L. 100-418 (Aug. 23, 1988).
® Id. (cmphasis added). In addition to this new statutory provision, the 1988 amendments retained the
abilitv of a complainant to establish a domestic industry under Section 337 by demonstrating the more
traditional manufacturing-bascd clements.

® Indced, many investigations where the issuc had arisen scttled prior to the TTC having an opportunity to
refine the meaning of this new provision in an authorntative Commission Opinion.

4
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Instruments ™). In Stringed Instruments, the complainant, an individual inventor, invested
$8,500 on research and development over muitiple years and made numerous unsuccessful
attempts to license the asserted patents at trade shows. At issue was whether this investment in
licensing and research and development was “substantial” enough to establish a domestic
industry under § 1337(2)(3)(C).

Upon a thorough analysis of Section 337’s legislative history,® the 1TC stressed that the
proper inquiry is highly “fact-dependent,” and set forth the following guidelines:

There is no minimum monetary expenditure that a complainant must demonstrate
to qualify as a domestic industry under the ‘substantial investment’ requirement
of [§ 1337(a)(3)C)] . . . . [S]howing the existence of a domestic industry will
depend on the industry in question, and the complainant’s relative size. . . .
[TThere is no need to define or quantify the industry itself in absolute
mathematical terms.”

After carefully applying the facts to this standard, the ITC held that that the individual inventor
had not made a showing “of substantial investment of the type described in Section
337(a)(3)(c)”'° However, based upon its earlier statutory analysis, the TTC cautioned that
“access to section 337 should not be foreclosed to individual inventors simply because their
operations or activities are not on the scale of many corporations or universities.”!!

In 2010, in Certain Coaxial Cable Connectors and Components Thereof Containing
Same ( “Cocxial Cable”), the ITC further developed its interpretation of the 1988 statutory
provision. At issue was whether expenses incurred in prior patent litigation could be considered
investments in licensing and, thus, help establish a domestic industry under § 1337(a)(3)(C).
After thoroughly examining Section 337’s text and legislative his‘cmy,13 the ITC determined that
litigation expenses, per se, could not establish a domestic industry under § 1337(a)(3)(C).
However, the Commission also held that, if prior litigation expenses exhibited a clear nexus to
the complainant’s concerted efforts to license the asserted patent, they could be considered as
one factor, among others, as to whether there was substantial investment in exploiting the patent
via licensing efforts."* Thus, Coaxial Cable—carefully interpreting Section 337’s text and

7 337-TA-586, Comm™n Op. (May 16, 2008).

# See id. at 14-16 (analyzing Housc and Scnatc reports pertaining to Scetion 337°s 1988 amendments).

°Id at 25-26.

 Id. at 26.

Y id at 27.

2 337-TA-650, Comm. Op., (Apr. 14, 2010}, gf'd. John Mezzalingua Assocs., Inc. v. Int’l Trade

Comm’n (Fed. Cir. 2012).

¥ Jd. at 44-30.

** The Commission provided the following guidance as to whether a sufficient nexus between litigation

expenses and licensing efforts may exist:
Depending on the circumstances, [licensing activities] may include, among other things,
drafting and sending ccasc and desist Letters, filing and conducting a patent infringement
titigation, conducting settlement negotiations, and negotiating, drafting and executing a
licensc. The mere fact, however, that a license 1s ¢xccuted docs not mean that a
complainant can necessarily capture all expenditures to establish a substantial investment

5
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legislative history—deliberately built upon Stringed Instruments, allowing for interpretation of
the statute to develop as additional factual nuances arose in future investigations.

The ITC further honed its interpretation of § 1337(a)}(3)(C) in Certain Multimedia
Display and Navigation Devices and Systems, Components Thereof, and Products Containing
Same (*Navigation Devices”)."> Tn Navigation Devices, the primary issue was whether a
complainant could establish a domestic industry based upon its investment in licensing its entire
patent portfolio without allocating expenditures to licensing the asserted patents. Despite public
comments advocating this broad approach, the ITC determined that Congress did not intend
Section 337 to encompass such a liberal interpretation. Instead, the Commission stated that the
test is governed by “the strength of the nexus between the licensing activity and the asserted
patent.™'® Specifically, the Commission analyzed the complainant’s patent portfolio and related
activities in three areas to determine whether a “substantial investment” had been made to exploit
the patents at issue, namely: (1) “the relative importance or value of the asserted patent within
the portfolio”; (2) the extent to which activities are “solely related to licensing” versus “serv{ing]
multiple purposes,”; and (3) “the extent to which the complainant conducts its licensing
operations in the United States, including the employment of U.S. personnel and utilization of
U.S. resources in its licensing activities.”!’ Consequently, the ITC determined that the burden is
on the complainant to “present evidence that demonsiraies the exient of the nexus between ihe
asserted patent and the complainant’s licensing activities and investments.™'

With respect to the “substantial investment” test, the Commission stated that “[t]he type
of efforts that are considered a ‘substantial investment’ under 337(a)(3)(C) will vary depending
on the nature of the industry and the resources of the complainant.”'® The Commission also

in the exploitation of the patent. A complaingnt must clearly lnk each activity to
licensing efforts concerning the asserted patent.
{d. at 43-44 (emphasis added). Ultimately, the Commission remanded the investigation to the
ALJ for determination of whether the complainant’s litigation expenses exhibited a sufficient
nexus to licensing efforts. A portion of the prior litigation expenses satisfied the nexus test.
However, they were not sufficiently “substantial” under 1337(a)(3}C).
¥ Inv. No. 337-TA-694, Comm’'n Op. (Aug. &, 2011).
¥ I at 9.
7 Jd. at 9-15. The nexus between the licensing activity and the asserted patent, as well as the nexus
between the activity and the U.S., is “fact-focused and case-specitic.” /d. at 9, 14
*® Id. (emphasis added). In so holding, the ITC provided a list of non-exhaustive considerations to better
guide futurc litigants:
In determining whether there is a strong enough nexus between an asserted patent and a
larger patent portfolio as a whole, the ITC identified the following non-exhaustive
factors:  “(1) the number of patents in the portfolio, (2) the relative value contributed by
the asserted patent to the portfolio, (3) the prominence of the asserted patent in licensing
discussions, negotiations and any resulting license agreement, and (4) the scope of
technology covered by the portfolio compared to the scope of the asserted patent.
Id. at 10,

*Id at 15. The ITC also provided a list of several additional factors to take into consideration:
Other factors that might be relevant in determining whether a complainant’s investment is
substantial are (1) the existence of other types of “exploitation’ of the asserted patent such

6
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emphasized that investment in licensing “must be domestic, i.e., it must occur in the United
States.”™ Ultimately, the Commission found that the complainant had not made a substantial
U.S. investment in exploitation of the specifically asserted patents through its licensing activities.
By carefully analyzing and applying the statutory language, the Commission determined that the
complainant’s activities did not create the type of domestic industry envisioned by Congress.

The Commission’s most recent comments on the economic prong of the domestic
industry analysis came in Cerlain Liquid Crystal Display Devices, Including Monitors,
Televisions, Modules, and Components Thereof ( “Liquid Crystal Display Devices "y and
demonstrate that the ITC’s balanced interpretation of § 1337(a}(3)(C) continues. In Liguid
Crystad Display Devices, the complainant purchased a substantial patent portfolio covering a
broad array of technology and subsequently filed parallel suits at the district court and the ITC
against a number of respondents. The Commission was tasked with determining which of the
complainant’s activities and investments related to its efforts to license the patents at issue in the
suit and ultimately determined that only the “activities relating to [complainant’s] LCD licensing
program, including employee time, facility use, travel, and product acquisition,” qualified as
“substantial investment” under Section 337(a)(3)(C).* The Commission began its analysis by
reiterating the guidance laid out in Navigarion Devices, that “the complainant must demonstrate
that a particular activity: (1) relates to the asserted patent; (2) relates to licensing; and (3)
occurred in the United States.”™ Tm portantly, the Commission determined that expenses and
activities related to the purchase of patent portfolios, litigation of underlying 337 investigations
and parallel district court actions, and reexamination of the patents at issue did not qualify as
exploitation through licensing **

Specifically, the Commission reasoned that the act of purchasing a patent portfolio “is
solely related to ownership, not licensing,” and noted that “Congress clearly stated that it did not
intend mere patent ownership to constitute a domestic industry.”* Similarly, the Commission
rejected complainant’s argument that expenses relating to reexamination of the patents in the
context of licensing negotiations initiated by one of the respondents during the course of the
investigation should qualify as exploitation through licensing. The Commission thus held that,
fike the act of purchasing a portfolio, “reexaminations are simply a continuation of prosecution
that reaffirm or modify the boundaries of the patentee’s ownership.”*

as rescarch, development, or engincering, (2) the cxistence of liccnscrelated ancillary
activities such as ensuring compliance with license agreements and providing training or
technical support to its licensees, (3) whether complainant’s licensing activities are
continuing, and (4) whether complainant’s licensing activities are those that are
referenced favorably in the legislative history of Section 337(a)(3)0). The
complainant’s retum on its licensing investment (or lack thereof) may also be
circumstantial evidence of the complainant’s investment.

Id at 16,

*Id at8.

* Liquid Crysial Display Devices, Tnv. Nos. 337-TA-741, 337-TA-749, Comm n Op. (Jul. 6, 2012).

2 Id at 110.

* Id. at 109 (citing Navigation Devices at 7-8).

24 [d

®Id at 111

*®Id at 115.
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Finally, the Commission reaffirmed 1TC precedent that, generally, only activities
occurring before the filing of the complaint are eligible to qualify as part of the “substantial
investment” analysis.” Consequently, the Commission rejected complainant’s argument that its
litigation expenses for an underlying 337 investigation and parallel district court action should
count towards the establishment of a domestic industry. This, the Commission noted, “would
essentially eliminate the domestic industry requirement.”* The Commission added that
“IpJermitting complainants to rely on these activities and investments to establish a domestic
industry, would be inconsistent with the statute and legislative history,”* again demonstrating
the ITC’s abiding commitment to careful and well-reasoned statutory interpretation.

The preceding discussion illustrates that the ITC has interpreted Section 337 in a
balanced manner. Harnessing its administrative expertise, it has consistently remained mindful
of the 1988 amendments’ intent to liberalize Section 337 but also remained equally vigilant in
not allowing an expansion of the domestic industry test beyond the intent of Congress. As
illustrated in Commission opinions analyzing § 1337(a)(3)(C), the ITC continues to interpret
Section 337 in a balanced, case-by-case manner, carefully considering the statutory language and
intent of Congress. As the ITC continues to harness its expertise, further Congressional action
should be reserved for a time when there is disagreement with the interpretive efforts of the ITC.

Public Interest Factors in Fashioning ITC Remedies

The ITC has no authority to award damages based upon past infringement; it can only
issue prospective relief by issuing limited or general exclusion orders that block infringing goods
at the border, as well as and cease and desist orders that forbid the domestic sale of already-
imported infringing goods. Section 337 states that the Commission “shall” exclude goods it has
found to be infringing from entry into the United States, “unless™ it finds that relief is not
appropriate in light of its consideration of four public interest factors set out in the statute:

the public health and welfare,

competitive conditions in the United States economy,

the production of like or directly competitive articles in the United States,
and United States consumers,

Importantly, even if the ITC decides that a remedy is appropriate, the President has the
power to prevent the remedy from going into effect if he or she determines that a remedy is not
appropriate for what the statute refers to as “policy reasons,” an open-ended term not defined in
the statute.

77 Id. at 113. “The Commission agrees with the ALJ that, as a general matter, ‘only activities that occurred
before the filing of a complaint with the Commission are relevant to whether a domestic industry exists or
is in the process of being established,”™ (quoting Ceriain Coaxial Cable Connectors, Components Thereof
and Prods. Containing Same, Inv. No. 337-TA-650, Comm’n Op.. at 51 n.17 (Apr. 14, 2010)).

28 Id

# Id. at 114, Scction 337 “imposcs an affirmative requircment of demonstrating the domestic industry,
one which cannot be automatically fulfilled by the filing of a Section 337 complaint.”

g
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In short, the statute provides a remedy along with robust built-in safeguards against
misuse.

Moreover, following the 2007 investigation titled Baseband Processor Chips, the ITC
plunged itself into an internal and public comment review of how the public interest factors
would best be treated within the investigation process. The result was a pilot program which in
turn was followed by the issuance of new rules in November 2011. Under this recently enacted
regime, the complainant must file a statement on the public interest concurrently with the
complaint, and include certain information relevant to the public interest factors. The
respondents and the general public have an opportunity to respond and the complainant may
reply. These filings help the ITC Administrative Law Judge to develop a full record about public
interest factors early in the case, and supplement the multiple opportunities interested parties
have to comment during full Commission review at the end of the case.

It would seem be premature for Congress to legislate on the public interest factors
process until the ITTC has had an opportunity to determine whether its new process sufficiently

and fairly addresses the concerns voiced about these factors.

eBay. Should an Interpretation of the Patent Act Be Tmported Into the Tariff Act?

It has also been suggested that the ITC be required to apply the so-called eBay standards
for injunctions used in U.S. district courts. This argument ignores the fact that the ITC and U.S.
District Courts are markedly ditferent venues with different jurisdiction and powers necessitating
the differing standards. Given that the only remedy available to the ITC is exclusion orders,
mandating application of eBay would substantially weaken the power of the ITC to deal with
unfair trade practices. Furthermore, the Federal Circuit Court of Appeals expressly rejected
homogenization of injunction and exclusion standards in the case of Spansion, Inc. v. ITC, 629
F.3d 1331 (Fed. Cir. 2010).

Standard-Essential Patents

Finally, a few important comments about standard-essential patents (“SEPs™). The
Innovation Alliance hopes the Congress will seriously consider the adverse and unintended
consequences of a blunt response to dealing with disputes involving SEPs. The IA would be
very concerned if the ITC or the courts established a bright line rule or presumption that
prohibited a patent holder from seeking or obtaining an exclusion order/ injunction due to the
“possibility” of patent hold-up or because the patent(s) at issue is a SEP. A rule prohibiting or
limiting the availability of exclusion orders or injunctions to SEP holders would tip the balance
in favor of infringers to the detriment of innovation and ultimately consumers.

There is no evidence to suggest that such sweeping changes to the current law, remedies
or processes are necessary or in the public interest. Rather than presume hold-up exists in every
instance, it should be noted that a patent holder and a standards implementer both have strong
incentives to negotiate in good faith. The implementer does not wish to risk an injunction that
could prevent or disrupt its manufacturing, and the patent holder wants a return on its investment
and funding for continued R&D. These incentives encourage negotiation, which has been the
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preferred mechanism under most standard setting organization (*SSO”) policies for establishing
license terms. Under a no-exclusion-order/no-injunction policy, however, the implementer has
little incentive to bargain in good faith because by litigating it can avoid paying royalties until at
least the litigation is over, if not longer. Moreover, a patent holder’s good faith offer becomes a
ceiling that caps the implementer’s litigation risk. The result would be more and longer
litigation, with the inefficiency that litigation entails, and an unjustified shift in bargaining power
from patent holders to implementers that would destroy the balance which currently exists.

A no-injunction rule would also create a perverse incentive: innovators who participate in
SSOs (and give FRAND commitments) would have fewer rights than innovators that do not
participate. The predictable result would be that fewer innovators would participate in SSOs with
such PR rules (or make FRAND commitments if they do participate) or engage in R&D for
technologies that may be standardized. Reduced participation in SSOs or reduced funding of
R&D would likely result in delay, technologically inferior standards, and reduced information
about patents implicated by standards. Refusals to make FRAND commitments would similarly
lead to delay and technologically inferior standards as SSOs would attempt to “design out” the
technologies of companies that refuse to make FRAND commitments.

Conclusion

The ITC has the capability, resources, and track record to permit it to resolve the difficult
issues being examined by this Committee and apply the law. If there are specific examples of
where the ITC has erred that warrant attention, we will work with the Congress to develop
consensus solutions. Nevertheless, we are generally of the view that the long term interests of
our innovation economy and the public will be served if the ITC is permitted to fulfill its
obligations pursuant to existing law.

At a time when policymakers rightly argue that other countries need to do more to clamp
down on IP infringement overseas, it is unwise to impose new hurdles on U.S. IP owners trying
to protect their 1P rights against foreign infringers.

Tessera and the Innovation Alliance thank the Subcommittee for affording us the
opportunity to provide our views. We stand ready to work with the Congress on consensus
proposals to enhance the rights of patent owners and improve the operation of our courts and the
1TC.

10
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Mr. GOODLATTE. And, Mr. Foer, we are pleased to have your tes-
timony.

TESTIMONY OF ALBERT A. FOER, PRESIDENT,
AMERICAN ANTITRUST INSTITUTE

Mr. FoerR. Thank you, Mr. Chairman, Ranking Member Mr.
Watt, and Subcommittee Members.

As president of the American Antitrust Institute, an inde-
pendent, nonprofit Washington think tank, I am pleased to offer
our observations and recommendations regarding standards-set-
ting, intellectual property, and antitrust.

We believe that globalization and the rapid pace of technological
development have brought us to a point where it is no longer fea-
sible to muddle through with three distinct legal regimes—intellec-
tual property, antitrust, and international trade—each working
more or less independently of the others.

The current system of mutual assured destruction, requiring the
acquisition of huge portfolios of patents as a condition of com-
peting, together with the emergence of substantial nonpracticing
entities committed to maximally aggressive patent enforcement ac-
tivity, is enormously wasteful. The system often blocks rather than
facilitating innovation. It is unduly anticompetitive. It has led to
proliferation of patent holdup conduct and resulting corruption of
open standards initiatives that would otherwise promote more com-
petitive market outcomes.

I am going to summarize a dozen points that receive more detail
in my statement.

Coordination is essential, both within the U.S. and among econo-
mies of the globe. Resolution of standards issues should include
consultations with foreign jurisdictions in an effort to achieve the
maximum feasible global consistency. The basic goal is to achieve
better balance between competition and exclusion in the name of
innovation. Improved functioning of standards-setting organiza-
tions is crucial to achieving better balance. Antitrust considerations
must play a larger role in the functioning of standards-setting or-
ganizations. And in this regard, we urge Congress to revisit the
Standards Development Organization Advancement Act of 2004,
which has failed to reduce the risks of ex post anticompetitive pat-
ent holdup outcomes.

Congress should also state its intent that the antitrust authori-
ties and courts should apply the principles of the Hydrolevel case
to the standard-essential patent situation. And coalitions of leading
competitors should not be permitted to purchase patent portfolios
with an intent to exclude from the market or otherwise seriously
disable one or more nonincluded competitors.

The concept of FRAND—fair, reasonable, and nondiscriminatory
commitments—itself needs to be more standardized. We would
apply the following five principles: One, FRAND should imply a
waiver of the right to seek an injunction against a user of the
standard. Two, FRAND should imply meaningful ex ante trans-
parency on both price and nonprice license terms. Three, FRAND
should imply that nonprice conditions to license a standard-essen-
tial patent be reasonable. Four, FRAND should imply that
acquirers of standard-essential patents should be required to fully
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adhere to prior owners’ public commitments to SSOs or others to
license on FRAND terms. And, five, FRAND should imply a com-
mitment to arbitrate disputes on the application of the FRAND
commitment.

Let me comment very quickly on the role of the International
Trade Commission, which after the eBay opinion of the Supreme
Court has become a primary forum for challenging alleged patent
infringements.

We support the Supreme Court’s approach to injunctions and
urge that its principles be applied by the ITC such that exclu-
sionary injunctions would no longer be so automatic a remedy.
Now, the ITC has recently shown signs of flexibility, and perhaps
that agency can deal with the problem that has emerged by apply-
ing a broader interpretation of the public interest jurisprudence in
their statute. If not, then we believe that Congress ought to act.

I would be happy to elaborate on any of these points in the ques-
tioning. Thank you very much.

Mr. GOODLATTE. Thank you, Mr. Foer.

[The prepared statement of Mr. Foer follows:]
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Statement of Albert A. Foer, President
THE AMERICAN ANTITRUST INSTITUTE
Before the
HOUSE JUDICIARY COMMITTEE

SUBCOMMITTEE ON INTELLECTUAL PROPERTY, COMPETITION, AND
THE INTERNET

Hearing on
THE INTERNATIONAL TRADE COMMISSION AND PATENT DISPUTES

July 18, 2012

Chairman Goodlatte, Ranking Member Watt, and members of the Subcommittee:
The American Antitrust Institute (AAI) is an independent non-profit consumer
organization devoted to enhancing the role of competition in the economy and sustaining
the vitality of the antitrust laws.! We believe that competition benefits consumers and the
economy by lowering prices, promoting innovation, elevating customer service, and

enhancing the choices available to consumers.

For many years America has muddled through with three separate regimes that
collectively shape the competitive structure of our industries. Please picture an equilateral
triangle with a silo situated at each corner. These silos are three legal regimes: antitrust,
intellectual property, and international trade. To an unfortunate extent, each regime has
developed and operated separately. Each works within its own statutory and regulatory
framework, each is associated with a separate occupational sociology, each has its own
values, special interests, and political oversight. So long as intellectual property played a
relatively unimportant role in our economy, so long as most of trade was not conducted

by global mega-corporations in highly concentrated global industries, so long as antitrust,

' The AAl is managed by its Board of Directors with the guidance of an Advisory Board consisting of more
than 130 prominent antitrust lawyers, economists, and business leaders. The Board of Directors alone has
approved this written testimony; individual views of members of the Advisory Board may differ from the
AAT’s positions.
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trade, and IP did not constantly bump up against one another, the competition triangle

managed to function.

But something has dramatically changed. Picture the triangle again -- only this
time fill up the space enclosed by the triangle with global high technology companies,
companies with names like Microsoft, Google, Apple, Cisco, IBM, Samsung, Sony and
the like. And recognize that the way they do business and the way governments oversee
and regulate them require their constant collision with all the sides of the triangle. There
is a mismatch between the three legal regimes and the facts of today’s most important

economic lite. Reform has rather suddenly come to appear essential.

In particular, the current crisis in standards results from the emergence of an
essentially unplanned system of Mutual Assured Destruction, in which the major high
technology companies accumulate large portfolios of patents that are intended to be used
as both offensive and defensive weapons against competitors, indeed as bargaining chips

for assuring access to essential patents and protection against claims of infringement.

This system has three grievous faults. First, it is enormously wasteful of
resources, including both the resources to purchase portfolios of intellectual property, and
also expensive, time-consuming, attention-demanding litigation to utilize or protect these
portfolios.” Second, it creates a barrier to entry and innovation by companies that do not
already own a large portfolio and would therefore find themselves at high risk that their
entry product would be attacked as infringing someone’s patent, or perhaps hundreds of
patents. The risk would deter investment. Third, it enables and incents and has therefore
led to proliferation of patent holdup conduct and resulting corruption of open standards

initiatives that would otherwise promote more competitive market outcomes.

*In a current “high-stakes patent infringement trial pitting Apple Inc. against Samsung Elcctronics Corp.”
before the International Trade Commission, Apple was represented by a 70-lawyer team from Wilmer
Cutler Pickering Hale and Dorr and Quinn Emanucl Urquhart & Sullivan. “In the months leading up to
trial, Wilmer lawyers deluged the court with documents—/for example, when the judge asked [or a simple
chart, lawyers submitted a 3,000-page filing.” “According to patent analyst Florian Mucller, Apple and
Samsung are currently opponents in about 50 patent suits spanning 10 countries and four continents,
[ighting for dominance in the $100 billion-plus global smartphone market.” Jenna Greene, “In Apple [ight,
sharp elbows,” The National Law Journal, June 25, 2012. http://www.nlj.com.
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But Mutual Assured Destruction has another flaw that has almost literally blown
up the system. This flaw has been given a nasty nickname: patent trolls. It also has a
more neutral name, non-practicing entities (“NPEs”) that we will use. When
organizations buy up patents, not to utilize them in productive output but to use them as
assets upon which they can demand monopoly rents by attacking companies on patent
infringement grounds, without having to worry about return fire, something new and

potent has been injected into the armory.

The AAT has been listening to a wide variety of companies and experts on the overlap
of antitrust and intellectual property. In keeping with the subject matter of this hearing,
but providing somewhat enlarged scope, we offer the following dozen observations with

regard to standards and competition policy.

1. Better coordination is essential.

To the maximum extent feasible, the Department of Justice and the Federal Trade
Commission should promulgate the same approach. Joint guidelines following the
model of the Horizontal Merger Guidelines would be an appropriate vehicle. The
International Trade Commission, U.S. Trade Representative, the U.S. Patent and
Trademark Office, and the Intellectual Property Enforcement Coordinator should all
have an important say in the development of these guidelines. In addition, however,
given the global nature of so many issues, the U.S. agencies should work as closely as
possible with the European Commission and other major trading nations to maximize

international consistency.

2. The basic goal is to achieve better balance between competition and

exclusion in the name of innovation.
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A consensus on basic objectives seems to be within reach. The basic
understanding would be that the exclusionary power of intellectual property can
provide an important incentive for innovation, but that without appropriate
limitations, IP can become a mechanism that not only facilitates monopolistic waste
in the economy but actually inhibits innovation. The consensual goal is to find a

socially beneficial balance between competition and exclusion.

3. Standard setting organizations are crucial to achieving balance.

Standards for interoperability and access are crucial to the development of high
technology, most evident at the moment in the evolution of mobile smartphones. The
primary institution for developing standards is the standard-setting organization
(“SSQO7), a self-governing mechanism for the members of an industry to come
together to make critical technical decisions about the future of their industry.
Overwhelmingly, these are discussions among engineers and their function is
positive, but when antitrust investigations have focused on SSQOs, it has become clear
that they have a potential for anticompetitive abuse. Once a standard is agreed upon,
it is often too late for the industry to switch to another direction. Thus, it is
appropriate for government to focus on best practices for SSOs and, as a matter of

priority, especia