
December 28, 2017  

daily at www.therecorder.com

LAW BUSINESS TECHNOLOGY

BUSINESS TECHNOLOGY LAW

TECHNOLOGY LAW BUSINESS RECORDER

U.S. District Judge James 
Selna of the Central 
District of California 
has concluded a mam-

moth trial over FRAND royal-
ties by more than halving the 
rates Swedish telecom Ericsson 
was seeking from China’s TCL 
Communication, the world’s sev-
enth largest smartphone maker.

Selna’s 115-page opinion follows 
a February bench trial that was 
monitored by prominent IP law-
yers with clients in the wireless 
industry. Along with saving TCL 
tens of millions in royalties, TCL 
v. Ericsson also represents the first 
time a U.S. judge has set a fair, rea-
sonable and non-discriminatory 
(FRAND) royalty rate on an entire 
portfolio of standard-essential  
patents (SEPs). 

At issue are about 100 to 150 
Ericsson patents that are essential 
to implementing the 2G, 3G and 4G 
cellular communication standards. 
Ericsson and other wireless inno-
vators committed to the European 
Telecommunications Standards 
Institute (ETSI) that they would 
license their patents on FRAND 
terms in exchange for being part of 
the standard.

Ericsson has licensed numer-
ous other smartphone makers, but 
TCL, which markets phones under 
its own name and the Alcatel and 
BlackBerry brands, has refused to 
pay since 2007. TCL complained 
that Ericsson was discriminating by 
charging the higher rate paid by 
regional smartphone makers such 
as Karbonn Mobiles in India and 
Coolpad in China, even as TCL has 
become a global player.

TCL wanted the lower rates 
charged to behemoths like Apple 
Inc. and Samsung Electronics Co., 
and it particularly objected to the 
$2 floor Ericsson wanted to impose 
on each unit of TCL sales. Ericsson 
argued that Apple and Samsung 
aren’t similarly situated because 
their smartphones sell for hun-
dreds of dollars more on average 
than TCL’s. At trial Ericsson argued 
it needed the floor because TCL 
sometimes gives away its phones 
for free or close to it, making a per-
centage royalty nearly worthless.

Selna ruled in a decision made 
public Friday that while Ericsson 
had not acted in bad faith, its offers 
to TCL were “radically divergent” 
from the rates it accepted from sim-
ilarly situated licensees—including  

Apple and Samsung. “Ericsson 
would clearly prefer that Apple 
and Samsung be considered sui 
generis” Selna wrote, “but the pro-
hibition on discrimination would 
mean very little if the largest, most 
profitable firms could always be a 
category unto themselves simply 
because they were the largest and 
most profitable firms.”

Selna did agree with Ericsson 
that some amount of discrimina-
tion among licensees is permissi-
ble. “There is no single rate that is 
necessarily FRAND,” he wrote. But 
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Ericsson’s offers to TCL were far 
enough out of line to hurt its ability 
to compete. That was all TCL had to 
prove—not antitrust-style harm to 
the market as a whole, as Ericsson 
had argued. “The Sherman Act and 
its long history provide no guide 
to understanding ETSI’s non-dis-
crimination under FRAND,” Selna 
concluded.

He set a FRAND 4G rate at 0.45 
percent of TCL’s U.S. sales and 0.31 
percent for overseas sales. Ericsson 
had been looking for an effective 
rate of between 0.87 and 1.01 per-
cent based on its two best offers 
before TCL sued in 2014. Selna also 
ordered TCL to pay Ericsson $16.4 
million for past unlicensed sales 
from 2007 through 2014, much less 
than the $97 million Ericsson had 
been seeking.

TCL was represented by Sheppard, 
Mullin, Richter & Hampton. 
Partners Stephen Korniczky, 
Martin Bader and Matthew Holder 
led Sheppard’s trial team. Ericsson 
was represented by McKool Smith 
and Crowell & Moring.

Korniczky said Friday the ruling 
will save his client tens and possi-
bly hundreds of millions of dollars 
over the term of the license.

“This case demonstrates the need 
for transparency in order to level 
the playing field in an SEP portfo-
lio license negotiation,” Korniczky 
said. Ericsson had originally spoke 
of holding 40,000 essential patents. 
But after Selna ordered the com-
pany to produce a list with claim 
charts, the Sheppard team was ulti-
mately able to show the number 
was far smaller. “When all was said 
and done, we were really fighting 
over about 150 patent families,” he 
said.

Ericsson did not immediately 
reply to a message left with its press 
office Friday.

Ericsson also was undone in part 
by its own press releases. As early 
as 2002 the company joined Nokia, 
Siemens and others in announc-
ing that they foresaw an aggregate 
royalty for the 3G standard at “the 
modest single-digit level.” Similarly 
in 2008, the company envisioned a 
“reasonable maximum aggregate 
royalty level of 6-8 percent” for 4G 
handsets.

Those announcements were 
made at a time when smartphones 
sold for $500 to $800, whereas now 
more than half go for less than 
$150, Ericsson argued. But Selna 
ruled they were “a pledge to the 
market” to persuade handset mak-
ers to adopt 3G and 4G instead of 
competing cellular standards.

From there, Selna adopted TCL’s 
“top down” approach—estimat-
ing the number of patents actually 
essential to practicing the 2G, 3G 
and 4G standards, and Ericsson’s 
share of them. Ericsson had orig-
inally claimed 25 percent of the 
SEPs, but Selna ultimately put the 
figure between 4 and 7.5 percent.

The top-down method isn’t per-
fect, Selna wrote. But he preferred 
it to Ericsson’s “ex-standard,” in 
which the value of each standard 
essential patent—whether it covers 
faster data speeds, or longer bat-
tery life or various other improve-
ments—is estimated independent-
ly of its value from being incorpo-
rated into a standard. “In the end, 
the court found that the ex-stan-
dard approach lacked fundamental 
credibility,” Selna wrote.

In deciding which handset mak-
ers were similarly situated, Selna 

emphasized TCL’s global reach, 
as opposed to the regional power 
of “local kings” such as Coolpad. 
While TCL “overstates” the plight of 
a midsized player, excluding Apple, 
Samsung and other largest players 
from the analysis “would have the 
effect of insulating them, and further 
contributing to their dominant posi-
tions, by imposing a barrier in the 
form of higher rates for those not at 
the top end of the market,” he wrote.

One of Ericsson’s two best offers 
included a $2 floor and a $4.50 cap 
on TCL’s royalty. TCL had objected 
vigorously to the floor, and Selna 
sided with the company on that 
point. Dollar-per-unit royalties 
are inconsistent with industry and 
Ericsson practices, he wrote. On 
the witness stand, Ericsson’s chief 
IP officer, Lars Gustav Brismark, 
“explained that its existing caps 
and floors are solely the product of 
negotiations, not any sort of analy-
sis of whether they are fair or rea-
sonable,” Selna wrote.

Despite all of the careful “unpack-
ing” of Ericsson licenses Selna per-
formed in the opinion, the judge 
admitted that precision is impossi-
ble. “The court acknowledges that 
it cannot determine an appropriate 
FRAND royalty with exactitude,” he 
wrote. “However, with abundant 
and largely congruent data before 
the court, the court finds that 0.45 
percent is an appropriate FRAND 
for Ericsson’s 4G SEP portfolio in 
the United States.”

Scott Graham focuses on intellec-
tual property and the U.S. Court of 
Appeals for the Federal Circuit. He 
writes ALM’s Skilled in the Art IP 
briefing. Contact him at sgraham@
alm.com.
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