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The ITC Should Put Its Foot Down on
Patent Holdout and Holdup

By Jonathan J. Engler and Michael T. Renaud

Much ink has been spilled on the alleged risk
of patent “holdup” in U.S. International
Trade Commission (“ITC”) Section 337 investiga-
tions. The argument runs that owners of Standard
Essential Patents (“SEP”) supposedly use the threat
of ITC remedial orders to seek excessive license
tees for patents that have been declared standard
essential. Congress in 2016 went so far as to hold
hearings as to whether the ITC was being abused
by patent owners.! Critics have argued that the
availability of ITC exclusion orders against prod-
ucts that infringe SEPs “inevitably” gives excessive
bargaining power to the SEP holder and that “the
mere threat of an exclusion order” would force an
“implementer |of industry standards] to pay more
than the ex ante economic value of the patented
technology.”
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The problem with the holdup argument is that
has no basis in fact. There is no empirical evidence
that patent owners, in fact, have achieved “dispro-
portionate” or “excessive” leverage in ITC inves-
tigations. “It is [respondent|’s burden to show by
a preponderance of the evidence that its FRAND
defense precludes the Commission from finding a
violation of section 337.”% But no respondent in
an ITC investigation has ever successfully proven
an allegation of patent holdup. No ITC adminis-
trative law judge (“ALJ”) or the Commission has
ever determined that a patent “holdup” has actually
occurred such that remedial orders would be con-
trary to the public interest.

PATENT HOLDOUT

The evidence to date at the ITC may, in fact,
indicate that the real problem is patent holdout,
whereby respondents assert unsupported holdup
arguments, unfairly absorbing party and agency
resources, as a tactic to deter complainants.

In Certain Wireless Devices, for example, the ALJ
tound that “there was no evidence that InterDigital
had attempted to hold up the respondents” and
that “[w]hile there may be a hypothetical risk of
holdup, we have evidence that it is not a threat
in this case, or in this industry”” He found that
there was no basis for the Commission to refuse to
issue remedial orders based on “a speculative and



unproven position . . . without proof that the harm
... exists.™

Patent holdout at the ITC by complainants
may be akin to the practice of “efficient infringe-
ment” where users of SEPs calculate that it will be
less costly to infringe than to take a license to the
asserted patents.

The Commission should not permit itself to
become the enabler of either patent holdout or
holdup. Fortunately, the agency has the ability to
bring the SEP/FRAND issue to an early head in
Section 337 investigations, thereby leveling the
playing field and ensuring that no party is able
to game the system. The Commission’s so-called
“Pilot Program” allows ALJs to issue interim initial
determinations (“IDs”) on “fewer than all issues
in an investigation.”® The program allows ALJs to
quickly resolve “case-dispositive” or “significant”
issues.® ALJs may suspend the investigation’s pro-
cedural schedule so that parties may concentrate
on developing a factual record as to the desig-
nated issue(s) and prepare for a limited evidentiary
hearing.’

SECTION 337 INVESTIGATIONS

The Commission (or ALJ) accordingly, should, in
any Section 337 investigation in which a respon-
dent alleges in its Response to the complaint that
the asserted patents are SEP and the complainant
has not met its FRAND obligations:

* The private parties should be compelled at the
outset to clearly state whether they are claiming
that the asserted patents are SEP.

e Use the Pilot Program to issue an interim ini-
tial determination as to whether (a) a party has
claimed the asserted patents to be SEP and, if so,
whether (b) the complainant has met its obligation
to offer a license on FRAND terms (i.e., whether
patent holdup or holdout has taken place).

e A failure by the respondents to unequivocally
claim — at the outset — that the asserted pat-
ents are SEP would immediately dispose of the
FRAND/holdup issue. Vague assertions in the
response to the complaint that the patents are
SEP should not be sufficient to maintain this
defense in a Section 337 investigation.

e If the respondent claims that the asserted pat-
ent claims are SEP, the ALJ should make an early
determination whether the patent owner has
met its FRAND obligations.

The ALJ, if the respondent claims the patents are
SEP, need not make a detailed finding of standard
essentiality. Instead, the ALJ need only deter-
mine whether the patents had been offered on
a FRAND basis; essentiality would be presumed
for purposes of the FRAND analysis.

O The analysis would be similar to early deter-
minations as to whether a Complainant has
met the economic domestic industry require-
ment: the Commission assumes, for purposes
of the economic analysis, that the technical
prong of the domestic industry requirement
has been met.

Early resolution of the SEP/FRAND issue in
this way would conserve agency and party resources
and greatly simplify discovery and the eviden-
tiary hearing. If the respondent does not claim
the patents to be standard essential, then there can
be no argument by the respondent that remedial
orders would be contrary to the public interest on
FRAND grounds.

Similarly, if the parties agree that the asserted
patents are SEP, but the Commission finds that
the complainant has failed to offer to license the
patents on FRAND terms, an early determination
can be made whether a remedy is inappropriate.
This could save the Commission from the long
and arduous process of finding a violation (requir-
ing determinations, among other things, of patent
invalidity, infringement, and the domestic industry
issue).

CONCLUSION

In sum, the Pilot Program provides the
Commission with an early and powerful means
to deflate the SEP/FRAND issue and remove the
threat of improper patent holdup or holdout in
Section 337 investigations. By forcing the parties
early on to clarify and support their SEP/FRAND
positions, the Commission can ensure that nei-
ther complainants nor respondents are able to use
Section 337 investigations to obtain improper lever-
age in settlement negotiations.
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The Commission, moreover, by addressing these
issues early in Section 337 investigations, can effi-
ciently and proactively address USTRs request that
the ITC determine whether holdup concerns pre-
clude issuance of an exclusion order against a prod-
uct that infringes a FRAND-committed SEP, while
avoiding, in some cases, the unnecessary time and
expense of reaching a violation on the merits. ®
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