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Confidentiality In FRAND Licensing After
Huawei v ZTE: National Courts in Europe

Searching For Balance

By Dr. Spyros Makris, LL.M. and Dr. Claudia Tapia, LL.M.*

Abstract

In a landmark decision in the matter Huawei v ZTE,
the Court of Justice of the European Union (CJEU) es-
tablished a well-balanced framework for the licensing
of Standard Essential Patents (SEPs) on Fair, Reasona-
ble and Non-Discriminatory (FRAND) terms and con-
ditions. Following this judgement, national courts in
Europe have been providing further guidance on sev-
eral key questions related to the ruling, as illustrated in
summary infographic starting on page 215. A significant
portion of this case law has been developed in Germany.
In their effort to interpret the Huawei v ZTE FRAND
[framework, German courts have repeatedly addressed
an issue with significant practical relevance for the li-
censing of SEPs, which the CJEU did not expressly raise
in its decision: The protection of confidentiality in the
context of FRAND licensing negotiations and FRAND
related litigation. The present paper examines whether
the efforts of the German jurisprudence have produced
viable solutions in this respect so far.

Introduction

The evolving digitalization of the economy and par-
ticularly the roll-out of the Internet of Things (IoT) are
expected to trigger innovation and generate substan-
tial economic growth.' The driving forces behind the
[oT are connectivity and interoperability standards de-
veloped within Standard Development Organisations
(SDOs). Standards rely on technological contributions,
some of which are protected by patents. Thus, the
implementation of standardised technologies requires
access to those patents that are essential for comply-
ing with the standard’s specifications, ie. Standard
Essential Patents (SEPs). As a rule, SDOs request SEP
holders to commit to make their patents accessible to
standards implementers through licenses on Fair, Rea-
sonable and Non-Discriminatory (FRAND) terms and
conditions. FRAND enables, on the one hand, imple-

menters to benefit from embedding high-quality in-
teroperable standardised technology in their products
and services at reasonable costs; on the other hand,
FRAND ensures a fair return on investment for the
SEP holders, providing the necessary incentives to
continue engaging in standardisation.

There is no “one-size-fits-all” approach when de-
fining the content of FRAND,” as FRAND terms and
conditions need to be determined in good faith negoti-
ations between SEP holders and standards implement-
ers. In this context, another issue is highly debated:
The availability of injunctive relief to SEP holders.
Does the FRAND commitment towards the SDO limit
a SEP holder’s right to injunctive relief against the in-
fringement of its patents and, if so, under which con-
ditions and to what extent?

In 2015, the Court of Justice of the Europe-
an Union (CJEU) delivered its landmark decision
on the availability of injunctive relief to holders of
FRAND-accessible SEPs in a case involving Huawei and
ZTE (Huawei judgement).® With the Huawei judgement,
the Court made it clear that, in principle, injunctive
relief for infringement of SEPs was available, as the
FRAND commitment did not change the nature of the
patent right. However, the Court imposed affirmative
conduct obligations to both SEP holders and standards
users (Huawei framework), linking the availability of
injunctive relief for the SEP holder—respectively the ef-
fective defence against such a request on part of the SEP
user—to the compliance with the obligations each party
involved in FRAND licensing is subject to. This way, the
Court confirmed that FRAND is a two-way street; both
parties are obliged to negotiate in good faith.

Following the spirit of the Huawei judgement, na-
tional courts throughout Europe have been flesh-
ing-out the Huawei obligations, providing stakeholders
with further guidance on the FRAND framework. One

1. By 2020, the number of IoT connections in Europe is ex-
pected to increase to almost six billion, leading to revenues
amounting to approx. EUR one trillion; see European Commis-
sion, Definition of a Research and Innovation Policy Leveraging
Cloud Computing and loT Combination—Final Report (Luxem-
bourg: 2016), 10, available at Attps://ec.europa.eu/digital-single-
market/en/internet-of-things.
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2. European Commission, Communication From The European
Commission 1o The European Parliament, The Council And The
European Economic And Social Committee “Setting out the EU
Approach to Standard Essential Patents” (Brussels, November
29,2017) COM(2017) 712 final, 6.

3. Huawei v ZTE, Court of Justice of the European Union,
Judgement dated July 16, 2015, Case No. C-170/13.



topic which courts, particularly in Germany, have re-
cently repeatedly addressed is the protection of con-
fidentiality in the context of FRAND licensing. This
question is of key importance both in ongoing FRAND
negotiations and in litigation regarding the availability
of injunctive relief to SEP holders.

After a summary presentation of the Huawei frame-
work, this paper will discuss the efforts undertaken by
German courts to provide clarity with respect to the
protection of confidentiality in FRAND licensing so far.
The conclusions drawn will be summarized in the final
part of the paper.

The Huawei Framework

As illustrated in the infographic, when laying down
the mutual obligations imposed on SEP holders and
SEP users participating in FRAND licensing, particu-
larly the German courts have interpreted the Huawei
framework as being a “step-based” approach where
obligations are incremental, so long as each party has
fulfilled their obligations.

The graduated proceeding established by the Court
in the Huawei judgement commences with SEP hold-
er’s notification of infringement. The SEP holder is
obliged to notify the implementer of the (infringing)
use of its SEPs embedded in the relevant standard, “by
designating that SEP and specifying the way in which
it has been infringed.”™ In Germany, it is considered
sufficient to use claim charts customarily exchanged in
licensing negotiations® (see infographic Step 1).

After having received SEP holder’s notification of
infringement, the implementer must diligently ex-
press its willingness to conclude a licensing agreement
on FRAND terms (see infographic Step 2). In other
words, the implementer has to declare that it is will-
ing to “ftake a license on whatever terms are in fact
FRAND.” 1f the implementer fails to do so within a
reasonable time frame, depending on the circumstanc-
es of each individual case, an injunction may be sought
against him.

If the implementer effectively expresses its willing-
ness to enter into a FRAND licensing agreement, the
SEP holder is then obliged to present the implementer
with a written offer for a FRAND license, “in accord-
ance with the undertaking given to the standardisation

4. Ibid, para. 61.

5. See NTT DoCoMo v HTC, Landgericht Mannheim, Judge-
ment dated January 29, 2016, Case No. 7 O 66/15; Philips v
Archos, Landgericht Mannheim, Judgement dated July 1, 2016,
Case No. 7 O 209/15.

6. See Unwired Planet v Huawei, UK High Court of Justice,

Judgement dated April 5, 2017, Case No HP-2014-000005,
[2017] EHWC 711 (Pat), para. 708.

body, specifying, in particular, the royalty and the way in
which it is to be calculated” (see infographic Step 3).
SEP holder’s licensing offer must contain all essential
contractual terms and specify the conditions in a way
that, in order to conclude a licensing agreement, the
implementer only has to accept the offer.®

The receipt of SEP hold-
er’s licensing offer trig-
gers the implementer’s
obligation to diligently
(that is without delaying
tactics) respond to that
offer,  “I
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in  accordance
with recognised commer-
cial practices in the field
and in good faith.” The
obligation to respond
does not mean that the
implementer is obliged
to accept SEP holder’s
offer; but in case it does
not agree with the terms
offered, the implement-
er must promptly make a
specific FRAND-conform written counter-offer to the
SEP holder,"® which must inter alia specify the royalty
calculation' (see infographic Step 4).

SEP-holder’s reaction to the counter-offer creates
the following procedure: If the counter-offer is accept-
ed, a license settling the relationship between the par-
ties will be concluded. In case the SEP holder rejects
the counter-offer, the alleged infringer is held to pro-
vide appropriate security, for instance by “providing
a bank guarantee or by placing the amounts necessary
on deposit,” as well as to render accounts with re-
spect to prior acts of use of the SEPs in question,'
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7. See Huawei v ZTE, Court of Justice of the European Union,
Judgement dated July 16, 2015, Case No. C-170/13, para. 63.

8. See NTT DoCoMo v HTC, Landgericht Mannheim, Judge-
ment dated January 29, 2016, Case No. 7 O 66/15; Philips v
Archos, Landgericht Mannheim, Judgement dated July 1, 2016,
Case No. 7 O 209/15.

9. See Huawei v ZTE, Court of Justice of the European Union,
Judgement dated July 16, 2015, Case No. C-170/13, para. 65.

10. Ibid, para. 66.

11. If the royalty amount is not specified in the counter-offer
itself, but shall be determined by an independent third party at
a later point in time, the requirements set forth by the Huawei
judgement are not met, see Saint Lawrence v Deutsche Tele-
kom, Landgericht Mannheim, November 27, 2015 - Case No. 2
O 106/14, para. 232.

12. See Huaweiv ZTE, Court of Justice of the European Union,
Judgement dated July 16, 2015, Case No. C-170/13, para. 66.
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immediately after the rejection of the counter-offer'
(see infographic Steps 5 and 6). If the standard imple-
menter fails to do so, it is again exposed to the risk of
an injunction.

Confidentiality Within the Huawei Framework

As seen from the above, the roadmap for FRAND
licensing laid down in the Huawei judgement does not
directly address the issue of confidentiality. Apart from
requesting both sides involved in FRAND licensing to
act in good faith and recognise commercial practices,
the CJEU refrained from formulating concrete con-
duct obligations for either party with respect to the
exchange and use of confidential information.

The protection of confidential information is of key
importance both in FRAND licensing negotiations as
well as in FRAND-related litigation. The determination
of FRAND requires a comprehensive exchange of in-
formation between the parties. This includes also sen-
sitive business information of the negotiating parties
that needs to be kept confidential, particularly vis-a-
vis competitors (such as information about past sales,
sales forecasts, the geographic distribution of future
sales, or collaboration agreements). In order to ensure
confidentiality, it is, therefore, very common that the
parties enter into a Non-Disclosure Agreement (NDA),
prior to the exchange of confidential information. An
NDA obliges the parties to restrict access to or by third
parties of confidential information or material.

There are, however, cases in which a party refuses to
enter into such an agreement or delays the conclusion
of an NDA without due reason. Since the party de-
pending on the protection of its confidentiality inter-
ests will not share relevant information prior to signing
an NDA, refusal to agree to an NDA usually results
in a deadlock in negotiations or court proceedings. In
this case, the following question arises: What impact
does one party’s refusal to sign an NDA have on the
obligations imposed on parties by the CJEU to engage
in FRAND licensing negotiations?

The Huawei judgement does not provide an expressed
answer to the above question. However, the German
courts have drawn certain conclusions from the judge-
ment to clarify the position. Taking as a starting point
that the determination of FRAND within the Huawei
framework requires good faith conduct from both SEP
holders and implementers, the appeal court (Ober-
landesgericht) of Diisseldorf in Germany attempted to
strike a balance between the interests of the parties

13. The implementer has to provide security and render ac-
count immediately after its first counter-offer was rejected by
the SEP holder, regardless of whether subsequent offers and
counter-offers were made, see Sisvel v Haier, Landgericht Dis-
seldorf, Judgement dated November 3, 2015—Case No. 4a O
03/14, para. 184 et seq. and Saint Lawrence v Vodafone, Landg-
ericht Diisseldorf, Judgement dated March 31, 2016 - Case No.
4a O 73/14, para. 393 et seqq.
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involved in FRAND licensing in a decision delivered
in July 2017.

The case involved a FRAND-accessible SEP reading
on the ADSL2+ and the VDSL2 standards.'* Since the
specification of the royalty calculation required the
disclosure of confidential information, the SEP holder
requested the SEP user to sign an NDA, which the lat-
ter refused. Subsequently, the SEP holder filed a mo-
tion for a preliminary injunction against the SEP user,
which was, however, dismissed by the appeal court of
Disseldorf in the second instance. Although the court
based its decision to reject the injunction request
mainly on other considerations, it also laid down its
views regarding the treatment of confidentiality within
the Huawei framework. In particular, the appeal court
of Diisseldorf held that the unjustified refusal of an
implementer to enter into an NDA does not release
the SEP holder from its obligation under the Huawei
judgement to make a FRAND offer and specify the un-
derlying conditions, including the price calculation."
Implementer’s refusal to sign an NDA shall, however,
ease SEP holder’s burden to provide the implementer
with detailed explanations regarding the justification
of its licensing conditions, to the extent required for
protecting its justified confidentiality interests.' In-
stead of detailed information, “merely indicative obser-
vations” would, basically, suffice.”” Consequently, the
implementer cannot raise the lack of specificity as a
defence to an injunction request, where the lack of
specificity results from the implementer’s refusal to
enter into an NDA."

A Special Case: Comparable Licensing
Agreements

In general terms, the above approach could pro-
vide a balanced solution when it comes to the pro-
tection of parties’ own confidential information in
FRAND licensing negotiations or FRAND related
litigation. There are, however, doubts whether it
can adequately address the more complex issue of
the protection of confidential information of third
parties. This issue arises particularly in litigation
when SEP holders produce existing licensing agree-
ments with third parties, as a means to establish the
FRAND conformity of the licensing offers made to
implementers (comparable agreements).

The use of comparable agreements to demonstrate
that a particular licensing offer is indeed FRAND is,
in general, recognised by courts worldwide as an ade-
quate (and, by some, as the best) option: By providing

14. Oberlandesgericht Diisseldorf, Judgement dated July 18,
2017, Case-No. 1-2 U 23/17.

15. Ibid, para. 22.
16. Ibid, para. 22.
17. Ibid, para. 22.
18. Ibid, para. 22.



similar terms and conditions than those accepted by
other similarly situated SEP users, the SEP holder can
show that its offer is FRAND; the more agreements,
the higher the likelihood that the comparable offer is
considered FRAND."

Licensing agreements contain, however, very sen-
sitive confidential business information, such as
business plans of the parties to the contract, sales
forecasts, pricing terms, purchase commitments, col-
laboration agreements, technology transfers or guaran-
teed minimum payments. Licensees may not wish such
information to enter the public domain as competitors
would gain significant commercial advantages by gain-
ing access to the core of their rivals’ business strategy.
As a rule, it is not surprising that licensing agreements
contain detailed confidentiality clauses, preventing the
SEP holder from disclosing confidential information,
unless under limited circumstances such as a direct
court order to do so.

Again, the Huawei judgement does not provide con-
crete guidance on how to approach these issues. In
two consecutive decisions delivered in the same mat-
ter on 16th December 2016 and 17th January 2017,
the appeal court of Disseldorf attempted to incorpo-
rate the spirit expressed by the CJEU in the Huawei
judgement in a practically viable solution.*’In this case,
the SEP holder had obtained a judgement against the
implementer, recognising the latter’s obligation to pay
damages to the SEP holder and ordering him to render
accounts regarding to past sales of infringing products.
In the appeal proceedings, one issue still in dispute
was whether SEP holder’s licensing offer prior to the
proceedings, particularly the offered royalties, was
FRAND. The SEP holder explained its calculation main-
ly based on comparable agreements. However, the SEP
holder only disclosed these comparable agreements
to the court; the implementer was presented with
redacted information and agreements. Moreover, the
SEP holder requested the court to order a procedure of
restricted disclosure, similar to an “attorney-eyes-on-
ly” designation known in other jurisdictions. Full infor-
mation regarding its royalty calculation, including the
presentation of unredacted comparable agreements,
should be made only to implementer’s external le-
gal counsels, who would be obliged by the court to
maintain the full confidentiality of these agreements
towards everyone, including their clients.

In its first decision dated 14th December 2016, the

19. See Saint Lawrence v Vodafone, Landgericht Diisseldorf,
Judgement dated March 31, 2016 - Case No. 4a O 73/14, para.
273; Unwired Planet v Huawei, UK High Court of Justice, Judge-
ment dated April 5, 2017, Case No. HP-2014-000005, [2017]
EHWC 711 (Pat), para. 170; Microsoft v Motorola, US District
Court Western District of Washington, Judgement dated April
23,2013, Case No. C10-1823]JLR.

20. Oberlandesgericht Disseldorf, Judgements dated Decem-
ber 14, 2016 and January 17, 2017, Case No. [-2 U 31/16.

appeal court of Diisseldorf rejected SEP holder’s re-
quest, but ‘encouraged’ the parties to enter into an
NDA. The court found that the German rules of Civil
Procedure do not provide a legal basis for granting an
order in the form requested by the SEP holder.?" More-
over, such an order would exclude the implementer’s
right to be heard with respect to the SEP holder’s
royalty calculation, in breach of Article 103 Sec. 1 of
the German Constitutional Law (Grundge-setz).” The
court, nevertheless, stressed that, as a rule, it can be
expected from the implementer to enter into an NDA
reinforced by a contractual penalty with the SEP hold-
er.” Implementers are obliged to facilitate FRAND li-
censing negotiations to the best of their ability; this
includes also taking justified confidentiality interests
of the SEP holder into account.”

Based on these considerations, the Appeal Court
of Diusseldorf modified its first decision by a second
judgement delivered on 17th January 2017. The court
again rejected SEP holder’s request, but went further
than its prior decision and ordered the implementer to
present to the SEP holder an offer for an NDA, incor-
porating particularly the following conditions, within a
deadline of three weeks:

* The confidential information should be used only
in the context of the present litigation.

¢ The information would be made available only to
four company representatives of the implementer
(as well as any experts engaged by the implement-
er in the ongoing litigation).

* These persons shall be themselves obliged to con-
fidentiality by the implementer.

¢ In case confidentiality was breached, the implement-
er shall be liable for payment of a contractual penalty
amounting to EUR 1 million to the SEP holder.”

This line was followed by the District Court (Landg-
ericht) of Dusseldorf in a later judgement, delivered in
July 2017, referring to a FRAND-accessible SEP read-
ing on the 2G wireless telecommunications standard.*
After licensing negotiations between the parties failed,
the SEP holder filed a suit for infringement against the
implementer. During the proceedings, the SEP holder
made two licensing offers to the implementer without,
however, fully disclosing the information on which its
royalty calculation was based, including any compara-
ble agreements it relied on. In order to do so, the SEP

21. Oberlandesgericht Diisseldorf, Judgement dated Decem-
ber 14, 2016, para. 1.

22. 1bid, para. 1.
23. Ibid, para. 5.
24. 1bid, para. 5.

25. Oberlandesgericht Disseldorf, Judgement dated January
17,2017, lit. 1.

26. Sivel v ZTE, Landgericht Disseldorf, Judgement dated July
13, 2017, Case No. 4a O 27/16.
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holder requested the implementer to sign an NDA,
which the latter refused. In its reasoning the District
Court of Diisseldorf repeated that standards implement-
ers are, in general, obliged to promote FRAND licensing
negotiations which also includes the obligation to enter
into an NDA with the SEP holder.” Implementer’s refus-
al to sign an NDA does not make him per se an “unwill-
ing” licensee in terms of the Huawei judgement;* such
behaviour only entitles the SEP holder to present its
royalty calculation in a less concrete manner, particular-
ly to redact or omit confidential information, including
comparable agreements. The court made this option,
however, subject to an additional requirement: The SEP
holder has to request the conclusion of an NDA as soon
as possible, usually together with the notification of in-
fringement.” In the present case, the SEP holder had
failed to do so in the eyes of the court.

The above understanding was confirmed by the Ap-
peal Court of Disseldorf in a recent ruling dated 25th
April 2018.° The case involved a third party’s motion
to inspect the court files in infringement pro-ceedings
brought by the SEP holder against the SEP user. The mo-
tion had been dismissed by the Court of First Instance,
as far as (alleged) confidential information of the SEP
holder, including comparable licenses, were concerned.
The Appeal Court set this ruling aside and requested
the Court of First Instance to (re-)examine whether the
material deemed as confidential had this quality. Insofar,
a high burden of proof rests on the SEP holder. How-
ever, if the information is established to be confidential,
access to such material must be denied, unless the third
party enters into an NDA with the SEP holder and actu-
ally abides by the NDA.* In this respect, the SEP holder
has to actively pursue the conclusion of an NDA.* In
case that the third party breaches the NDA or acts as it
had no legal effect, access to (further) confidential infor-
mation shall again be denied.*

Conclusions

Since the Huawei judgement national courts in Eu-
rope have been constantly evolving the framework for
FRAND licensing established by the CJEU, providing
further guidance to stakeholders on several key issues
(see infographic).

Recently, German courts have attempted to shed
more light on a topic with significant practical rele-
vance; the protection of confidentiality in FRAND li-

27. Ibid, para. 406.
28. Ibid, para. 408 et seq., 414.
29. Ibid, para. 412.

30. Oberlandesgericht Diisseldorf, Judgement dated April 25,
2018, Case No. [-2 W 18/18, para. 13.

31. Ibid, para. 24.
32. 1bid, para. 17 and 20.
33. Ibid, para. 12.
34. 1bid, para. 20.

les Nouvelles

censing. Although not clearly addressed in the Hua-
wei judgement it may be a critical element in ruling
on whether the parties to licensing negotiations have
discharged their obligations under the Huawei frame-
work, as imposed by the CJEU in considering whether
the seeking of an injunction may be available. In doing
so, the courts made clear that justified confidentiality
interests of the parties, and particularly those of the
SEP holder, as well as third party confidentiality in-
terests, need to be considered. The general notion of
good faith underlying the Huawei framework therefore
includes the obligation to take into account justified
confidentiality interests of the counterparty.

Imposing an obligation on the SEP user (and third
parties seeking access to court files in ongoing in-fringe-
ment proceedings) to enter into an NDA with the SEP
holder, as suggested by the Dusseldorf courts, appears,
however, to fall short of the needs to protect confidenti-
ality in connection with comparable agreements. Even if
SEP holders and SEP users enter into an NDA with the
content suggested above by the Appeal Court of Diissel-
dorf, significant legal concerns remain attached to the
disclosure of comparable agreements signed by the SEP
holder with potential competitors to the SEP user.

First, SEP holders facing litigation in Germany still
risk breaching confidentiality clauses contained in
comparable agreements, since such clauses usually
contain the exception that confidential information
can only be disclosed in limited circumstances, such
as if required by court order. However, an NDA con-
cluded with a potential new licensee does not have the
legal status of a court order.

Second, restricting access to comparable agree-
ments only to four representatives of the implementer
does not ensure that confidential information will not
be (mis-Jused, in order to gain commercial advantages
over competitors. For instance, if sensitive business
information contained in comparable agreements is
made accessible to SEP user’s representatives assighed
with the licensing of intellectual property rights, de-
spite the obligation to use such information only in lit-
igation, there is no way for effectively preventing these
persons from using the knowledge already gained in
further licensing negotiations in a strategic manner.

The (mis-Juse of confidential information extracted
from comparable agreements could, in turn, negatively
impact the FRAND licensing environment as a whole.
Implementers with insights in licensing agreements
of their competitors will be tempted to “cherry pick”
and push through the most favourable licensing con-
ditions from different agreements in their own future
licenses, without considering the overall circumstanc-
es, under which each comparable agreement was con-
cluded. This could discourage flexibility in FRAND
negotiations: SEP holders confronted with such re-
quests could tend to offer the same conditions to all
implementers, in order to avoid being faced with un-



reasonable demands that do not take into account the
concrete circumstances of each individual case.

It is to be noted that this is not a theoretical threat:
As Apple pointed out, when asking a US judge not to
disclose its licensing agreements with a SEP holder
involved in litigation against another SEP user, “/i/n
Apple v. Samsung, the court found that Samsung had
used Apple’s confidential licensing information in sub-
sequent licensing negotiations with Nokia and in prepa-
ration for an arbitration with Ericsson, even though in
that arbitration, discovery of Apple’s licenses had not
been obtained. (Song Decl, Ex. C (Apple Inc. v. Sam-
sung Elecs. Co., No. 11-CV-01846-LHK, Dkt. No. 2934,
at 4-6 (N.D. Cal. Jan. 29, 2014.).” >

The solutions developed by German courts so far are
still not able to comprehensively address the special
issue of the protection of confidentiality in connection

35. See Document 1159-1, filed by Apple on May 10, 2016,
in the matter 7CL Communication Technology Holdings v Tele-
fonaktiebolaget LM Ericsson, U.S. District Court for the Central
District of California, Case No. 8:14-CV-00341 JVS-DFMx, Case
No. 2:15-CV-02370 JVS-DEMx.

with comparable agreements. Although comparable
agreements are generally recognised as an appropriate
mean for establishing the FRAND-compatibility of SEP
holder’s licensing offer to the implementer in terms
of the Huawei judgement, their actual use is usually
hindered by confidentiality concerns. The conclusion
of NDAs between SEP holders and implementers sug-
gested by the Disseldorf courts in this respect is a
measure that cannot fully address such concerns, as
the ‘attorney-eyes-only’ procedure adopted in other
countries do. Moreover, for ensuring that confidential
information contained in comparable agreements will
not be (mis-jused by implementers for gaining com-
mercial advantages over competitors, further reach-
ing means will be required (in litigation, for example,
mechanisms allowing for a restricted disclosure of
comparable agreements only to SEP user’s external
legal counsels and experts). It should be expected that
national courts in Europe will assume the task of fur-
ther developing the Huawei framework in this direc-
tion in the future. B

Available at Social Science Research Network (SSRN):
https://ssrn.com/abstract=3218533.

Negotiating licenses for essential patents in Europe: Guidance from national courts

Increased clarity provided on the principles established by the Court of Justice of the European Union in Huawei v ZTE.

The Court of Justice of the European Union clarified, in Huawei v ZTE (Case No. C-170/13), European law relating to
the availability of injunctive relief for infringements of FRAND-based standard essential patents. In doing so, the Court
provided a legal framework focused on the good faith conduct to be expected of both parties. Since the Court’s decision
in 2015, national courts have been steadily exploring the scope of these obligations, providing further clarity on what is or
is not to be considered appropriate behaviour. Below is a summary of these steps drawn from 4iP Council’s post-Huawei

v ZTE case search tool.

This information is not intended as legal advice and, in the event of dispute, independent advice should be sought. In
addition, the precedential nature of these decisions depends on the jurisdiction and instance in which they were delivered.

Huawei v ZTE process
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See www.4ipcouncil.com for regular updates

Step 1

Term Country Interpretation Case Reference
€ Germany SEP holder’s notification of infringement does not have to contain either the original written FRAND Pioneer v Acer,
E declaration, nor proof that a FRAND declaration has been made during the development of the standard, LG Mannheim, 8 January 2016
§, provided that SEP holder leaves no doubt that it is bound by a FRAND licensing commitment. Case No. 7 0 96/14
“E Germany SEP holder’s notification of infringement has to (1) specify the infringed patent, including its number, (2) NTT DoCoMo v HTC,
Lg inform that the patent has been declared standard-essential, (3) name the relevant standard, (4) inform LG Mannheim, 29 January 2016
c that the implementer uses patent’s teachings, as well as (5) indicate which technical functionality of the Case No. 7 0 66/15
2 challenged embodiment makes use of the patent. The level of detail depends on the specific circumstances -
.?_: of the case, particularly the technological knowledge of the implementer (or the availability of external Philips v Archos,
s expertise gained by reasonable efforts). However, the information does not need to be as substantiated as | LG Mannheim, 1July 2016
zo facts submitted with a statement of claim in patent litigation. As a rule, reference to claim charts success. Case No. 7 0 209/15

Philips v Archos,
LG Mannheim, 17 November 2016
Case No. 7 0 19/16

Germany SEP holder’s notification of infringement has to take place before an action is filed, at the latest, prior to Saint Lawrence v Vodafone,
the advance payment on costs by the SEP holder. The notification must indicate, at least, (1) the number of = LG Diisseldorf, 31 March 2016
the patent, (2) the contested embodiments, and (3) the alleged acts of use performed by the implementer. Case No. 4a O 73/14
The court did not rule on whether additional information, such as an interpretation of the patent claims
or information regarding the part of the standard the patent reads, are also required. SEP holder is not
obliged to notify the patent infringement to third parties (for instance to suppliers of the implementer),
unless third parties submit a request for a license on FRAND terms to the SEP holder.

Saint Lawrence v Vodafone,
LG Dusseldorf, 31 March 2016
Case No. 4a O 126/14

France SEP holder’s notification of infringement has to contain the following information: (1) an overview, Wiko v Sisvel,
including each SEP and its filing date, (2) the parts of the standard implementing the respective patented Tribunal de Commerce de
technology, (3) an indication of the devices embodying such use, (4) an indication of the consequences of Marseille, 20 September 2016
acts of unauthorized use, as well as (5) information to the recipient about its option to contest both the Case No. RG: 2016F01637
communicated information and the validity of the patents at issue.

Italy A notification of infringement towards the parent company of the implementer does not meet the Huawei Sisvel v ZTE,
requirements, if the SEP holder brings an action only against the implementer. Tribunale Ordinario di Torino,

18 January 2016
Case No. 30308/20215 R.G.

£ Germany Presenting claim charts to the implementer, which according to commercial practice are also used in NTT DoCoMo v HTC,

S licensing negotiations, is an adequate way to give notification of infringement. LG Mannheim, 29 January 2016

‘é’ Case No. 7 O 66/15

g Germany Presenting customary claim charts (containing the relevant patent claims and the corresponding passages = LG Mannheim, 4 March 2016
of the standard) to the implementer is an adequate mean to give notification of infringement. Case No. 7 O 24/14

Step 2

Term Country Interpretation Case Reference
29 ¥E UK The Huawei requirement of “willingness to enter into a license” refers to a willingness which is un- Unwired Planet v Huawei,
g)—z g qualified. In other words, a willing licensee must be one willing to take a FRAND license on whatever = High Court of Justice, 5 April 2017
£5¢ terms are in fact FRAND. Case No. HP-2014-000005, [2017]
S gg, EWHC 711 (Pat)
2 Germany The declared willingness of a device manufacturer to enter into a FRAND license could preclude the  Saint Lawrence v Deutsche Telekom,
K] granting of an injunction requested by SEP holder against the distributor of the same devices. OLG Karlsruhe,
8 23 April 2015
= Case No. 6 U 44/15
Germany The more detailed the infringement notification is, the less time is available to the implementer to Saint Lawrence v Vodafone,
express its willingness to conclude a FRAND licensing agreement. The implementer did not comply LG Diisseldorf, 31 March 2016
with the Huawei requirements, since it took more than five months to react to SEP holder’s notifica- Case No. 40 0 73/14
B tion of infringement and its reaction consisted only in asking for proof of the alleged infringement.
]
° Germany The implementer did not sufficiently express its willingness to conclude a FRAND licensing agree- Saint Lawrence v Deutsche Telekom,
3 ment, since it took him more than three months to request a license from the SEP holder, after it had = LG Mannheim,
= become aware of the court action brought by the SEP holder against the distributor of its products 27 November 2015
2 using the SEP in question. Case No. 2 O 106/14
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Step 3

Term

SEP owner’s offer

practices

Recognised commercial

Portfolio license

Country

Germany

Germany

Germany

Germany

Germany

Italy

Germany

Germany

Germany

UK

Interpretation

SEP holder’s offer made only towards the parent company of the implementer is in line with the Huawei
requirements. It is not required that SEP holders submit an individual offer to each company within a group of
companies.

SEP holder’s offer must contain all essential contractual terms and specify the conditions in a way that, in
order to conclude a licensing agreement, the implementer only has to accept the offer. The calculation of
the license fee must be explained in a manner that enables the implementer to objectively assess its FRAND
conformity. SEP holder meets the Huawei requirements, even if its offer lies slightly above the FRAND
threshold. This is, however, no longer the case, if the SEP holder offers conditions to the implementer that
are manifestly economically less favourable than the conditions offered to other licensees without objective
justification. In this context, the court is only required to determine on the basis of a summary assessment,
whether SEP holder’s licensing offer evidently violates FRAND. (In variance with the decision Pioneer v Acer,
LG Mannheim, 8 January 2016, Case No 7 O 96/14.)

If the implementer does not express its willingness to conclude a licensing agreement in due time, the SEP
holder can submit a licensing offer on FRAND terms even in the course of ongoing litigation against the
implementer.

SEP holder’s offer has to fully qualify as FRAND. Offers, which lie even slightly above the FRAND threshold,
are not in line with the Huawei requirements. The court competent for the injunction proceedings has to finally
assess the FRAND compatibility of SEP holder’s offer. A summary assessment of whether SEP holder’s offer is
evidently non-FRAND does not suffice.

SEP holder’s offer must contain all essential contractual terms and specify the conditions in a way that, in
order to conclude a licensing agreement, the implementer only has to accept the offer. The calculation of

the license fee must be explained in a manner that enables the implementer to objectively assess its FRAND
conformity. In the case of quota license agreements, it is not sufficient to indicate the royalties per unit without
substantiating their FRAND character. The royalty amount must be made sufficiently transparent, for instance
by reference to an existing standard licensing program or by indicating other reference values allowing to
deduce the royalty demanded, such as a pool license fee covering patents also relevant for the standard in
question. The court repeated that in this context, the court competent for the injunction proceedings is only
required to determine on basis of a summary assessment, whether SEP holder’s licensing offer evidently
violates FRAND (and not to fully assess FRAND conformity as requested in OLG Karlsruhe, 31 May 2016,
Case No. 6 U 55/16).

SEP holder’s offer for a licensing agreement towards the parent company of the implementer does not need to
meet the Huawei requirements, if SEP holder brings an action only against the implementer.

SEP holder’s offer for a worldwide portfolio license addressed to the parent company of a group of companies
complies with the Huwaei requirements, since it corresponds to the respective recognised commercial prac-
tice in the field of standards applicable worldwide.

Recognised commercial practice in the relevant sector has to be considered, when determining whether the
(geographical) scope of the licensing agreement offered by the SEP holder complies with FRAND.

SEP holder’s offer for a (worldwide) portfolio license is in line with the Huawei requirements.

SEP holder’s offer for a (worldwide) portfolio license is not contrary to competition law.

Step 3 continued on next page

Case Reference

Sisvel v Haier,
LG Disseldorf, 3 November 2015
Case No. 40 0 93/14

Sisvel v Haier,
LG Diusseldorf, 3 November 2015
Case No. 4a O 144/14

Pioneer v Acer,
LG Mannheim, 8 January 2016
Case No. 7 0 96/14

NTT DoCoMo v HTC,
LG Mannheim, 29 January 2016
Case No. 7 0 66/15

Saint Lawrence v Vodafone,
LG Dusseldorf, 31 March 2016
Case No. 4a 0 73/14

Saint Lawrence v Vodafone,
LG Diisseldorf, 31 March 2016
Case No. 4a O 126/14

Pioneer v Acer,
OLG Karlsruhe, 31 May 2016
Case No. 6 U 55/16

Philips v Archos,
LG Mannheim, 1 July 2016
Case No. 7 0 209/15

Philips v Archos,
LG Mannheim, 17 November 2016
Case No. 7 0 19/16

Sisvel v ZTE,

Tribunale Ordinario di Torino,
18 January 2016

Case No. 30308/20215 R.G.

Pioneer v Acer,
LG Mannheim, 8 January 2016
Case No. 7 0 96/14

Saint Lawrence v Vodafone,
LG Dusseldorf, 31 March 2016
Case No. 4a 0 73/14

Saint Lawrence v Vodafone,
LG Disseldorf, 31 March 2016
Case No. 4a O 126/14

Saint Lawrence v Vodafone,
LG Disseldorf, 31 March 2016
Case No. 4a 0 73/14

Saint Lawrence v Vodafone,
LG Disseldorf, 31 March 2016
Case No. 4a O 126/14

Unwired Planet v Huawei,

High Court of Justice, 5 April 2017
Case No. HP-2014-000005,

[2017] EWHC 711 (Pat)
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Step 3 (continued)

Term

FRAND

Comparable

Worldwide portfolio license

range

agreements

Confidentiality

Non-disclosure

218

agreement

Country

Germany

Germany

UK

UK

Germany

Germany

Germany

Interpretation

SEP holder’s offer for a worldwide portfolio license addressed to the parent company of a group of companies
complies with the Huwaei requirements, since it corresponds to the respective recognised commercial practice
in the field of standards applicable worldwide.

SEP holder’s offer for a (worldwide) portfolio license is in line with the Huawei requirements, unless
the circumstances of the specific case (for instance, if the implementer limits its market activity to one
geographical market) require a modification.

SEP holder’s offer for a worldwide portfolio license is not contrary to competition law. As willing and
reasonable parties would agree on a worldwide portfolio license, the insistence by the implementer on a
license which was limited to a single market (UK) is not FRAND compliant.

In each individual case, there is only a single FRAND compliant set of terms (including royalty rates); the
so-called “true FRAND” terms. However, the fact that an opening offered rate is higher than the “true FRAND”
rate does not mean of itself that a SEP holder has failed to take a FRAND approach.

In court proceedings, SEP holders relying upon existing comparable licensing agreements with third parties for
specifying a FRAND licensing offer need to particularly justify the existence of confidentiality interests, in case
they seek protection of confidential information contained in such agreements. In general, considering the non-
discriminating element of SEP holders’ FRAND undertaking, it is not directly apparent which interest worthy

of legal protection SEP holders could have in keeping conditions agreed in comparable licensing agreements
confidential.

Parties to court proceedings seeking protection of confidential information, upon which they rely for specifying
a FRAND licensing offer, must (1) identify such information and concretely explain why it constitutes a
business secret; (2) present in detail which measures were taken so far for securing confidentiality with respect
to the information in question; (3) demonstrate in a substantiated and verifiable manner (for each information
separately), which concrete disadvantages would be suffered, if the information would be disclosed, and (4)
explain, with which degree of certainty the said disadvantages are expected to occur.

Prior to disclosing confidential information in court proceedings, parties seeking protection of such
information must undertake efforts to sign a Non-disclosure agreement (NDA) with the opposing party (and
any intervener). If the opposing party (or an intervener) unjustifiably refuses to enter into an NDA, the party
seeking protection of confidentiality can meet its obligation to specify its FRAND licensing offer just by making
“merely indicative observations” in the trial, to the extent (and not beyond) that is required for protecting its
justified confidentiality interests.

les Nouvelles

Case Reference

Pioneer v Acer,
LG Mannheim, 8 January 2016
Case No. 7 0 96/14

Saint Lawrence v Vodafone,
LG Diisseldorf, 31 March 2016
Case No. 4a 0 73/14

Saint Lawrence v Vodafone,
LG Dusseldorf, 31 March 2016
Case No. 4a O 126/14

Unwired Planet v Huawei,

High Court of Justice, 5 April 2017
Case No. HP-2014-000005,

[2017] EWHC 711 (Pat)

Unwired Planet v Huawei,

High Court of Justice, 5 April 2017
Case No. HP-2014-000005.
EWHC 711 (Pat)

Higher Regional Court of
Diisseldorf, 25 April 2018,
Case No. -2 W 8/18

Higher Regional Court of
Disseldorf, 25 April 2018,
Case No. -2 W 8/18

Higher Regional Court of
Diisseldorf, 25 April 2018,
Case No. I-22 W 8/18



Step 4

Term Country

Without

Recognised commercial

FRAND-

Obligation to respond

delay

practices

Implementer’s counter-offer

range

Germany

Germany

Germany

Germany

Germany

Germany

Germany

Germany

Germany

Germany

UK

Interpretation

Even if SEP holder’s licensing offer is not FRAND, the implementer still has to react. (In variance with the
decision Sisvel v Haier, OLG Diisseldorf, 13 January 2016, Case No. 15 U 65/15.)

The implementer has to submit a FRAND counter-offer, irrespective of whether the preceding licensing offer
made by the SEP holder is FRAND. Implementer’s obligation is triggered when SEP holder’s offer formally
contains all information (in particular regarding the royalty calculation) required for the implementer to make
a FRAND counter-offer.

The implmenter is not required to respond to a SEP holder’s license offer, if the terms of such an offer are not
FRAND.

The implmenter is required to respond to SEP holder’s license offer even if, in his view, this offer is not FRAND.
This is not the case, when SEP holder’s offer is evidently not FRAND on basis of a summary assessment.
(Contrary to the decision Sisvel v Haier, OLG Diisseldorf, 13 January 2016, Case No. 15 U 65/15.)

Submitting a counter-offer only one and a half years after receiving SEP holder’s licensing offer and half a year
after the SEP holder brought an action against the implementer is not in line with the Huawei requirements.

The implementer’s obligation to respond to SEP holder’s offer is a manifestation of its due diligence obligations
arising from the principle of good faith as well as recognised commercial practice in the business
field in question.

A counter-offer needs to be made in due course, which means as soon as possible, taking into account the
recognised commercial practice in the field and the principle of good faith.

Implementer’s counter-offer is not “specific” in terms of the Huawei requirements, when the royalty amount is
not specified in the counter-offer itself, but shall be determined by an independent third party, instead.

Implementer’s counter-offer limited to a license for one single market (Germany) is non-FRAND, particularly if
implementer (or the group of companies it belongs to) distributes products using the SEP in question also in
other markets.

Implementer’s counter-offer does not meet the Huawei requirements, when the royalty amount shall be
determined by an independent third party and the counter-offer is limited to a license for one single market
(Germany), although the implementer (potentially) infringes the SEP in question in several countries in which
the SEP is protected.

In each individual case, there is only a single FRAND compliant set of terms (including royalty rates), the so-
called “true FRAND” terms. However, the fact that an offered rate is lower than the “true FRAND” rate does
not mean of itself that an implementer has failed to take a FRAND approach.

Case Reference

Sisvel v Haier,
LG Disseldorf, 3 November 2015
Case No. 40 0 93/14

Sisvel v Haier,
LG Diisseldorf, 3 November 2015
Case No. 4a O 144/14

Saint Lawrence v Deutsche
Telekom, LG Mannheim,

27 November 2015

Case No. 2 O 106/14

Sisvel v Haier,
OLG Disseldorf, 13 January 2016
Case No. 15U 65/15

NTT DoCoMo v HTC,
LG Mannheim, 29 January 2016
Case No. 7 0 66/15

Philips v Archos,
LG Mannheim, 1 July 2016
Case No. 7 0 209/15

Philips v Archos,
LG Mannheim, 17 November 2016
Case No. 7 0 19/16

LG Mannheim, 4 March 2016
Case No. 7 O 24/14

NTT DoCoMo v HTC,
LG Mannheim, 29 January 2016
Case No. 7 0 66/15

NTT DoCoMo v HTC,
LG Mannheim, 29 January 2016
Case No. 7 0 66/15

Philips v Archos,
LG Mannheim, 17 November 2016
Case No. 7 0 19/16

LG Mannheim, 4 March 2016
Case No. 7 O 24/14

Saint Lawrence v Deutsche
Telekom, LG Mannheim,

27 November 2015

Case No. 2 O 106/14

Pioneer v Acer,
LG Mannheim, 8 January 2016
Case No. 7 0 96/14

Saint Lawrence v Vodafone,
LG Diisseldorf, 31 March 2016
Case No. 4a 0 73/14

Saint Lawrence v Vodafone,
LG Dusseldorf, 31 March 2016
Case No. 4a O 126/14

Unwired Planet v Huawei,

High Court of Justice, 5 April 2017
Case No. HP-2014-000005.
EWHC 711 (Pat)
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Step5 &6

Term Country

Rendering of

Provision of security

accounts

Germany

Germany

Germany

Germany

Interpretation

The implementer is obliged to both render accounts regarding acts of use and to provide security for potential
royalties, both based on its counter-offer. The implementer has to fulfill this obligation after the rejection of

its first counter-offer, regardless of whether subsequent offers and counter-offers were made. Fulfilling this
obligation more than one month after implementer’s first counter-offer was rejected, does not meet the
Huawei requirements.

The fact that the implementer has - allegedly - terminated its use of the SEP does not remove its obligation to
provide security for past periods of use.

Security has to be provided after the rejection of the implementer’s first counter-offer by the SEP holder,
regardless of whether subsequent offers and counter-offers were made. Payment of security several months
after implementer’s first counter-offer was rejected does not meet the Huawei requirements. This is also
true, if implementer provides security only with respect to acts of use in one market (Germany). The Huawei
requirements are also not met, when the implementer only proposes to have the security - if requested by the
SEP holder - determined by an arbitration tribunal or by a different (English) court.

The fact that the implementer has - allegedly - terminated its use of the SEP, does not remove its obligation to
render accounts for past periods of use.

Case Reference

Sisvel v Haier,
LG Dusseldorf, 3 November 2015
Case No. 40 0 93/14

Pioneer v Acer,
LG Mannheim, 8 January 2016
Case No. 7 0 96/14

Saint Lawrence v Vodafone,
LG Disseldorf, 31 March 2016
Case No. 4a 0 73/14

Saint Lawrence v Vodafone,
LG Disseldorf, 31 March 2016
Case No. 4a O 126/14

Pioneer v Acer,
LG Mannheim, 8 January 2016
Case No. 7 0 96/14

Consult 4iP Council’s searchable summaries on case law after the CJEU ruling Huawei v ZTE.
These have been developed by expert independent researchers.

https://caselaw.4ipcouncil.com  www.4iPcouncil.com
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