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Standard-Essential Patents: The Growing Rift
Between the United States and Europe

By Nick Schuneman, Amol Parikh, Henrik Holzapfel,
Laura Katharina Woll and Daniel Sternberg

With increasing standardization of digital tech-
nologies, standard-essential patents (SEPs)
have become a thorny and critical issue for high-
tech companies. SEPs implicate unique legal issues
and create tensions between the territorial limits of
patent rights and the global reach of standardized
technologies. This article examines the different —
and diverging — legal regimes on SEPs and their
corresponding fair, reasonable, and non-discrimi-
natory (FRAND) licensing obligations in two key
geographic regions: the United States and Europe/
the United Kingdom.

INTRODUCTION

Many modern technologies — including internet,
WiFi, cellular communications, video streaming,
computer memory,and computer bus architectures —
are governed by industry standards that define their
required operation and ensure interoperability across
devices from different manufacturers. Any brand
of WiFi router compliant with the IEEE 802.11
standardized protocols, for example, is expected to
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communicate seamlessly with differently-branded
IEEE 802.11-compliant devices.

Standards are typically written by technology
companies and researchers working collaboratively
in a standard-defining organization (SDO, also
known as a standard-setting organization or SSO),in
a process similar to legislation. In the International
Telecommunication Union Telecommunication
Standardization Sector (ITU-T), for example, a
contributor proposes a technology for inclusion
in a standard, a working group of experts further
develops the proposal and decides whether to rec-
ommend including it in the standard and, if so, the
proposal is opened up to comments and potentially
further refinement before adoption.! Once a tech-
nology is adopted as an essential part of the stan-
dard, companies manufacturing standard-compliant
equipment must implement the standard.

Aspects of a technical standard are
often patented.A patent that must
be practiced in order to comply with
a standard is known as a “standard-
essential patent.”

Aspects of a technical standard are often patented.
A patent that must be practiced in order to comply



with a standard is known as a “standard-essential pat-
ent” (SEP). SEPs raise unique issues, including the
potential for “holdup:” because implementers cannot
sell a standard-compliant device without using the
patented technology included in the standard, SEPs
owners could demand disproportionate royalties from
manufacturers of standard-compliant products (called
“implementers”) or even seek to enjoin the sale of
such products. This holdup licensing ploy undermines
the very purpose of standardization, which is to foster
a competitive market for interoperable products.

To avoid holdup, SDOs typically require con-
tributors to agree in writing to license their SEPs
on a ‘“fair, reasonable, and non-discriminatory”
(FRAND) basis to anyone who seeks a license.
What FRAND requires in practice, however, may
be unclear and is often disputed by SEP owners and
SEP implementers. To complicate matters, FRAND
1s interpreted difterently from one legal jurisdiction
to another. This article provides a brief survey on
the diverging approaches in the United States and
Europe, two regions on the frontier of SEP disputes.

FOUNDATIONAL DIFFERENCES

In continental Europe, especially in Germany and
the Netherlands, the rationale for FRAND licensing
obligations is typically rooted in competition law —
SEPs provide market power that would not otherwise
exist but for adoption of the standard. The absence
of viable economic alternatives for implementers
establishes monopoly power for SEP owners, raising
concerns about exploitation. An injunction against
an implementer that is willing to obtain a license
on FRAND terms and conditions and has complied
with its own obligations can therefore, under certain
circumstances, constitute abuse of dominant position
in violation of EU competition law.?

By contrast, U.S. courts view FRAND as a con-
tractual obligation — in exchange for their inclu-
sion in the standard-defining process, contributors
agree to license their SEPs on FRAND terms.’ The
FRAND contract is technically between a con-
tributor and the SDO, but standard implementers
may be able to enforce it as third-party beneficia-
ries.* The European competition-centric view of
FRAND has been rejected by at least one U.S. court,
which noted with approval “the persuasive policy
arguments of several academics and practitioners
with significant experience in SSOs, FRAND, and
antitrust enforcement, who have expressed caution

about using the antitrust laws to remedy what are
essentially contractual disputes between private par-
ties engaged in the pursuit of technological innova-
tion.”® Breaking with its continental neighbors, the
UK also primarily adopts a contract law view of
FRAND obligations.®

EMERGING PRACTICAL
DIFFERENCES

Given the distinct legal justifications for enforc-
ing FRAND obligations in Europe compared to
the United States, it is unsurprising that notable dif-
ferences have emerged (or are emerging) in prac-
tice. Salient examples of these practical differences
are discussed below.

Regulation

In April 2023, the EU proposed sweeping regu-
lations that — if adopted in the form proposed by
the EU Commission — would, among other things,
require the following:

e SEP owners must undertake several steps, such
as registering SEPs and initiating a non-binding
FRAND determination, before attempting to
enforce SEPs in Europe;

e The EUIPO must maintain the registry of SEPs
and assess essentiality of registered SEPs;

e The EUIPO must implement processes for deter-
mining an aggregate royalty for a given standard —
that is, the maximum royalty an implementer
could expect to pay for a license for all patents
essential to on the standard.”

By contrast, U.S. courts view FRAND
as a contractual obligation - in
exchange for their inclusion in the
standard-defining process, contributors
agree to license their SEPs on FRAND
terms.

An amended version of the regulations that main-
tains the key features of the original proposal was
adopted by the European Parliament’s Committee
on Legal Affairs in late January 2024® and approved
by the European Parliament one month later.” The
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regulations are not law yet—they must still pass
through the so-called trilogue negotiations between
the EU Commission, the European Parliament, and
the Council of the European Union."’ Nevertheless,
the rapid progress of the EU Regulations demon-
strates a European openness to SEP regulation that
has so far been lacking in the United States'' and
has triggered a debate about the need for regulation
in the United States.'?

Injunctions

There is no hard-and-fast rule in the United
States against injunctions for SEP infringement.
Rather, courts apply the four-factor test outlined by
the Supreme Court in eBay, which applies gener-
ally to injunction requests in patent lawsuits."? U.S.
courts generally view an injunction as inconsistent
with an SEP owner’s commitment to license its pat-
ents on FRAND terms."* Compared to the United
States, European courts are more likely to enjoin
patent infringers.

However, because SEPs implicate EU competi-
tion law, an SEP owner must first take certain steps
before filing suit — such as alerting the implementer
in writing of the alleged infringement and provid-
ing a specific, written licensing offer on FRAND
terms with explanations why the offer is FRAND
compliant — to preserve its right to an injunction.'
And even if an SEP owner checks those boxes, an
SEP implementer may still avoid an injunction in
Europe by, for example, making its own FRAND
offer and proving that the SEP owner’s offer was
not FRAND.!® In the UK, courts have devised the
concept of a “FRAND injunction,” which ceases
to have effect if an SEP infringer enters into a
FRAND license."”

In recent years, the UK has taken lead
in developing the “top-down” approach
to calculating FRAND royalties.

FRAND Royalty Valuation

An interesting valuation issue is whether SEP
owners are entitled to collect what is sometimes
called “lock-in” value — that is, value flowing from
one technology being chosen over alternatives for
inclusion in the standard, as opposed to the value
of the chosen technology on its own merits. In

the United States, the royalty for an SEP “must
be premised on the value of the patented fea-
ture, not any value added by the standard’s adop-
tion of the patented technology.”’'® Similarly, the
European Commission has stated that SEP valua-
tion “primarily needs to focus on the technology
itself and in principle should not include any ele-
ment resulting from the decision to include the
technology in the standard.”" Courts in the UK,
however, have rejected this principle as unfair to
the SEP owner.?

FRAND Royalty Calculation

In recent years, the UK has taken lead in devel-
oping the “top-down” approach to calculating
FRAND royalties. Rather than value individual
SEPs from scratch (i.e. “bottom-up”), the top-
down approach calculates a FRAND royalty for
a given SEP through a two-step process: (1) the
aggregate royalty for the entire standardized tech-
nology is determined, and (2) that aggregate royalty
1s apportioned among the various SEPs on the stan-
dard. Top-down was initially developed in a series
of high-profile U.S. district court cases, but further
development stateside stalled after the U.S. Court of
Appeals for the Federal Circuit relegated FRAND
royalty determinations to juries on Seventh
Amendment grounds.?! The UK has since grabbed
the top-down mantle; several UK courts have
applied top-down as part of the global FRAND
rate analysis in recent years.” And the proposed
EU Regulations feature a process to determine the
aggregate rate, which could be used in a top-down
style apportionment.

Royalty-Setting Authority

Recognizing the global scope of technology
standardization and typical SEP licenses, European
authorities have shown a willingness to establish
licensing terms that would apply to a licensor’s entire
worldwide SEP portfolio. For instance, in UK courts,
infringement of a UK patent is a jurisdictional foot-
in-the-door; once that box has been checked, UK
courts are willing to determine a global FRAND
royalty.” And in continental Europe, the proposed
EU Regulations include procedures that would pre-
sumably determine a global aggregate royalty and
global FRAND terms.** On the other hand, the
geographic scope of rate-setting authority is unclear
in U.S. courts. Although some U.S. courts have been
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willing to set global FRAND rates when both par-
ties request such a determination,” others have
questioned their own jurisdiction to adjudicate the
appropriate royalty for a foreign patent.”® The opin-
ion by the Federal Circuit in TCL v Ericsson opin-
ion, which held that valuing a worldwide release for
past use of the plaintift’s SEP portfolio was a damages
issue for the jury, only adds to the confusion.”” As one
UK court has argued, the TCL holding presumes
that U.S. courts have jurisdiction to determine dam-
ages for infringement of foreign patents® — a pre-
sumption that runs contrary to other U.S. case law.?

Royalty-Setting Procedure

FRAND royalties are typically decided in an
ad hoc fashion through after-the-fact negotia-
tions or litigation. The EU could be the first to
break from that tradition to set (or at least place
guardrails around) FRAND royalties on a prospec-
tive, potentially industry-wide basis. The proposed
EU Regulations include, for example, procedures
through which interested parties could estab-
lish an aggregate royalty for a standard before or
shortly after its publication.” The proposed EU
Regulations would also require that, before litigat-
ing any particular SEP licensing dispute in Europe,
the parties must engage in mandatory conciliation
(FRAND determination) and seek a non-binding
recommendation on the applicable FRAND royalty,
also taking into account the impact of the FRAND
terms and conditions on the value chain.”!

Understanding the comparative legal
landscape across these jurisdictions
is critical to strategic choices such as
where to file SEP disputes and how
best to defend against them.

Which SEPs Are Subject to FRAND?

The term “FRAND” is often used interchange-
ably to describe both SEP owner obligations
defined in SDO policies (such as non-discrimina-
tion, granting licenses to any entity that requests
one, etc.) and the proper royalty amount for an
SEP license, which is typically not addressed in
SDO policies. In the United States, courts enforce
SDO obligations as contracts binding SEP own-
ers that have committed to license their SEPs on

FRAND terms (either explicitly or implicitly, by
virtue of participation in an SDO).*? But when
calculating royalties for use of SEPs, U.S. courts
typically apply the same principles irrespective
of whether the SEP owners have committed to
FRAND licensing.*

Given the European focus on abuse of market
power rather than contractual promises, one would
expect European authorities to apply FRAND
analysis to any patent that is technically essen-
tial to a standard, irrespective of whether the SEP
owner made any FRAND commitment to the
SDO. Surprisingly, the EU Regulations as origi-
nally proposed would have applied only where “the
SEP holder has made a commitment to license
its SEPs on” FRAND terms.”* The January 2024
amendments, however, are more consistent with
the European competition law perspective on
FRAND: as approved by the European Parliament,
the EU Regulations would apply to any SEP that
an SEP holder “claims to be essential . . . regardless
of whether the SEP holder has or has not made”
a FRAND commitment.” And even outside of
the proposed EU Regulations, whether and what
FRAND obligations will apply even without a
FRAND commitment declaration is under discus-
sion in Europe.*

These emerging differences will impact strat-
egy for both SEP owners and implementers in the
coming years. Understanding the comparative legal
landscape across these jurisdictions is critical to stra-
tegic choices such as where to file SEP disputes and
how best to defend against them.
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