50

Looking with an Equitable Lens at Hold-Ups of Standard Setting:
Qualcomm v. Broadcom’s Remedy for Misuse

he 2008 Federal Circuit decision in Qualcomm v.

Broadcom' is best known for its dramatic elec-

tronic discovery developments. The most notorious
feature of the case for most lawyers was the disclosure at trial
of previously unproduced e-mails leading to multimillion-
dollar sanctions against both the client and the attorneys.?
The actions of counsel in this case strike at the heart of the
attorney-client relationship and provide a clear example of
how not to handle electronic discovery issues.

However, less dramatic features of the case—the equitable
features shaping the ultimate remedy in Qualcomm—offer
other important lessons about how to consider patent misuse
in the context of standard-setting organization (SSO) pro-
cesses and also about how courts will shape injunctive relief
for parties that may be injured as a result of violations of
rules governing these processes. Misuse or rule violations can
occur if a patent holder belonging to one of these organiza-
tions improperly influences the standard-setting process in
order to position its product in a particular market. The rel-
evant equity considerations governing the proper remedy in
this setting can be seen by considering the facts of Qualcomm
in the context of case law developments in other patent law
areas where equitable considerations have been important,
such as case law concerning patent misuse and inequitable
conduct. This article places the remedy in Qualcomm in this
equitable context and indicates how equitable considerations
concerning patent enforcement relief in SSO processes and
other transactional settings should be analyzed in the future.

Disputes Surrounding Qualcomm v. Broadcom
Qualcomm and Broadcom’s litigation regarding SSO prac-
tices was conducted against a backdrop of several other cases
involving these parties. A number of important legal issues
were addressed in opinions rendered in these additional
cases. One 2008 decision by the Federal Circuit? is generally
noted for its refinement of the treatment of an opinion of
counsel in the context of allegations of willful infringement,
following up on the court’s earlier decisions in the same area
in Knorr-Bremse* and Seagate.> Another decision by the
Third Circuit® addressed the circumstances in which decep-
tive conduct in an SSO process can adequately set forth a
Sherman Act cause of action.
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Qualcomm’s Activities Leading to

the Patent Enforcement Litigation

The dispute underlying Qualcomm stemmed from
Qualcomm’s participation in deliberations of the Joint Video
Team (JVT), an SSO in the video field. JVT was formed to
develop a single “technically aligned, fully interoperable”
industry standard for video compression technology. The
aim of the technology was to make digital video files small
enough to send over cell phones, and to then restore them

to viewability once they arrived.” JVT developed the H.264
video compression standard for technology that accomplished
the desired compression and a number of parties, including
Broadcom, adopted that technology.

Qualcomm held patents that covered technology fol-
lowing the H.264 standard. These were U.S. Patent Nos.
5,452,104 (’104 Patent) and 5,576,767 (767 Patent), which
addressed, respectively, an “Adaptive Block Size Image
Compression Method and System” and an “Interframe
Video Encoding and Decoding System.” The patents were in
existence while JVT did its work. Qualcomm subsequently
claimed that Broadcom infringed these patents. Broadcom
responded, in part, with a defense that Qualcomm’s patents
were unenforceable due to Qualcomm’s failure to disclose
the patents while participating in the JVT standard-setting
process.

During pretrial discovery and most of the trial, Qualcomm
denied that it participated in JVT’s development of the
H.264 standard and, hence, argued that it had no duty to
tell JVT about the patents. Qualcomm’s version of the facts
surrounding the timing and the level of its involvement and
its contentions as to what it should have disclosed were
severely undercut when a witness admitted, on the stand in a
seemingly Perry Mason—worthy moment of drama, that she
had received JVT e-mails, thereby confirming the previously
denied involvement in the JVT process.

The resulting sanction of $8.5 million in fees and costs
is used as an attention-getter in electronic discovery semi-
nars by many,? the author included. Given the widespread
attention to these sanctions, the particular mistake that led
to these notorious sanctions may be unlikely to occur again.
Of more lasting importance, perhaps, are the reasons that
the subjects of the 21 key e-mails affect the patent enforce-
ment remedy in the case. This is the rarely considered “back
story” to the commonly heard drama of discovery sanctions
in Qualcomm. The court of appeals’ decision resolving this
issue provides a cogent discussion of oft-confused variations
in equitable considerations underlying doctrines concerning
“inequitable conduct” and “patent misuse.”



Standard-Setting Organization Disclosure Policies

SSOs regularly require that participants in standard-setting
processes disclose whether or not they have intellectual
property rights relating to the standards being developed. To
be sure, SSOs vary in the clarity and completeness of their
policies, but the basic disclosure duties are clear.’

SSOs provide a public benefit in devising standards of two
general types: minimum functional standards and interoper-
ability standards.'® The former type is easy to understand.
One wants to be sure when one uses nuts and bolts, car seats,
helmets, and the like that these items have been consistently
made and will perform as expected. The second type of stan-
dard, concerning interoperability, is the type implicated in the
JVT technology. If a consistently implemented compression
technology adhering to the H.264 standard is used across dif-
ferent cell-phone models, then a video sent from one phone
will be capable of being received and viewed on a different
phone. Innovation and competition in the underlying prod-
ucts are fostered and consumers are better off.

One problem with intellectual property in the SSO context
is that a patent can be asserted after an industry has committed
to follow a standard covered by the patent, permitting what
is quaintly identified in the legal literature as a “hold up.”"!
The patent owner can demand tribute from those following
the standard, threaten to seek an injunction, and dominate the
industry. When this occurs, at a minimum, the patent owner
may drive up competitors’ costs and, therefore, consumers’
prices. Where an SSO has clear rules to prevent a “hold up”
and those rules are violated by the holder of an undisclosed
patent, a court can decide that the violating patent owner
cannot enforce its patent. SSOs can go farther, even requiring
that participants make their patents available for licensing on
reasonable and nondiscriminatory (RAND) terms. '

Enforceability Analyses in Patent “Fraud,”
Inequitable Conduct, and Patent Misuse Cases

Before focusing our equitable lens on the SSO facts in
Qualcomm, we should recognize that sometimes courts focus
their analytical lenses too narrowly in evaluating patent enforce-
ability, or even point these lenses in the wrong directions.
Separate criteria for limiting patent enforceability based on
the conduct of a patent holder have grown up in cases dealing
with patent “fraud,” inequitable conduct, and patent misuse. A
number of decisions in these lines of cases appear to be either
looking in the wrong direction to properly assess the relevant
equitable factors or focusing so narrowly as to miss important
equitable considerations because of underinclusiveness.

Cases that seem to look in the wrong direction to consider
equitable factors include those that address the unenforce-
ability of patents due to “technical fraud” towards the Patent
Office, which may be either improper conduct towards the
Patent Office that involves incomplete or inaccurate disclo-
sures but is not fraud at all,'* or common law fraud involving a
knowing and willful misrepresentation.'* These cases involve
some sort of misconduct in obtaining a patent and effectively
treat the resulting patent as tainted and unenforceable, thereby
effectively ignoring the equity factors that may make this result
somewhat unfair in a particular case. Qualcomm does not fit

either of the two “technical fraud” models.

Cases concerning inequitable conduct towards the Patent
Office take a different approach to addressing equitable fac-
tors, an approach stemming from the roots of these cases in
earlier case law concerning legal proceedings pursued with
“unclean hands.” Courts have long refused to permit plain-
tiffs to obtain an advantage in legal proceedings where the
plaintiffs have approached or conducted the proceedings with
unfair practices that have left the wrongdoers with an unfairly
obtained status or “unclean hands.”' This doctrine can be
invoked in a way that is consistent with long-established
equitable principles in any legal situation where the miscon-
duct of plaintiffs is connected with the subject matter at issue.

In patent cases, an unclean hands defense first arose in
situations involving oppressive patent licensing terms—what
might be called unconscionable contracts in modern usage.'¢
An unclean hands defense was subsequently recognized for
abusive activities of patent applicants—ensuring, for example,
that patent applicants who lie to examiners in the Patent Office
are not permitted to enforce the resulting patents. Today, these
situations are generally not seen as a special variety of actions
by parties with “unclean hands” but are rather referred to as
involving “inequitable conduct” that must meet a specialized
set of misconduct standards to limit patent enforceability."”
Analyses in these inequitable conduct cases also appear to be
pointed in the wrong direction to consider some relevant equi-
table remedy considerations by treating patents as irretrievably
unenforceable once the specially required type of misconduct
in obtaining the patents is shown.

Underinclusiveness in considering relevant equity factors
is manifest in the use by courts of lists of patent misuse cat-
egories, which may correspond to the facts of historic cases
but do not necessarily cover all situations raising important
equitable considerations. While the extension of the unclean
hands defense to patent cases, as discussed above, provides
some historical and analytical guidance for patent misuse
analyses as well as inequitable conduct analyses, recent pat-
ent misuse decisions have attempted to categorize, label, and
list types of patent-related conduct that have been recognized
to be misuse without tying these lists to underlying equitable
considerations. The courts that have characterized, labeled,
and listed instances of misuse seem to consider all misuse
authority to stem from a common basis in antitrust law, even
though the patent enforcement cases they are deciding vary
from antitrust claims in ways that raise significant equitable
considerations that are not taken into account. C.R. Bard,
Inc. v. M3 Systems, Inc.,'s for example, discusses “classic
grounds of patent misuse, such as tying or enforced package
licensing or price restraints or extended royalty terms.”"
More recently, Telecom Technical Services Inc. v. Rolm Co.*
found “that patent holders who unilaterally refuse to license
their products are exempt from the antitrust laws unless one
of three conditions exist [sic]: (1) the patent was obtained by
fraud on the Patent Office, (2) the patent holder tied the sale
of the patent to other goods or services, or (3) the patent holder
brought sham enforcement proceedings to interfere with a
competitor’s business.”* These analyses seem underinclusive
in their categorical approaches, without sufficient attention to
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the case-specific considerations that would be appropriate in a
complete equity analysis.

If one wanted to craft a more complete list of patent
misuse subcategories, it would include patent abuses involv-
ing (1) tying situations,? (2) price fixing,? (3) royalty abuses
in charging for unpatented items,* (4) enforcing a fraudu-
lently procured patent, (5) overextended royalty terms,?
(6) sham litigation,? (7) acquisition of patents to monopolize
an industry,?® (8) territorial restraints,” (9) extending royalty
payments past expiration,® and (10) predatorily designing
incompatibility and using patents to control components.*!

Standard-setting manipulation has not, however, histori-
cally been dealt with in the “misuse” cases.’? Rationales
such as laches,* estoppel,* or implied license*—equitable
doctrines—have provided equitable defenses to attempts to
enforce patents by parties who have abused SSO processes.
In addition, the anticompetitive abuse of standard-setting pro-
cesses has raised antitrust claims such as those leading to the
Federal Trade Commission’s complaint and the defendant’s
consent decree in In re Dell Computer Corp.*

Another source of confusion is the use of the term “per se
misuse” in some patent misuse cases. In Virginia Panel Corp. v.
MAC Panel Co.,” for example, the court described examples of
per se patent misuse. However, the court in Virginia Panel only
identified tying and collecting royalties beyond patent expira-
tion as enumerated per se misuse examples, thus leaving open
the question of what might make other types of patent-related
practices per se misuse. We therefore appear to have two types
of per se misconduct that are poorly defined and confusingly
referred to by similar labels depending on the context: per se
patent misuse, which serves as a defense to patent enforcement
regardless of equity factors in particular cases, and per se anti-
trust violations, which are independent sources of liability.*

In sum, inequitable conduct and patent misuse cases
incorporate many sources of potential confusion: inequitable
conduct cases appear to be a subset of unclean hands cases,
technical fraud has two different meanings, lists of patent
misuse categories are incomplete, and the per se label for
patent-related misconduct has different meanings in different
contexts. Proper analyses of equity considerations concern-
ing patent enforcement also depend on the substantive and
procedural contexts of the analyses—with very different
equity considerations potentially arising in connection with a
defense to an infringement accusation, a defendant’s excep-
tional case claim, an FTC unfair trade practice case, an anti-
trust case brought by the United States, or a private antitrust
counterclaim. Using the wrong analytic lens or looking in the
wrong direction can lead one to miss equitable case features
outside the field of view that are nonetheless particularly
important in one of these contexts.

Unenforceability Species Emerging from Inequitable
Conduct and Patent Misuse Cases

As a whole, cases addressing inequitable conduct and patent
misuse have recognized two species of patent unenforceability
due to equitable misconduct by patent owners: (1) unenforce-
ability of patents that cannot be enforced until the misconduct
ends and its effects are dissipated—the inequitable conduct
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being “purged”—and (2) unenforceability of patents that are
forever unenforceable because the misconduct related to the
patents in the Patent Office cannot be “undone.”

The first species of unenforceability, equitably recogniz-
ing the ability to “purge” the relevant misconduct, has been
recognized in cases decided under patent misuse standards.*
In Bard v. M3,* for example, the court noted that “patent
misuse arises in equity, and a holding of misuse renders the
patent unenforceable until the misuse is purged; it does not,
of itself, invalidate the patent.”*?

The initial point, stressing that patent misuse is addressed
as an equity doctrine, is fundamentally important. A court sit-
ting in equity decides with all the basic freedom to evaluate
facts and misdeeds that equity historically provides. Patent
misuse is not a body of “law.” Rather, it is defined by a
collection of fact scenarios considered by courts deciding in
equity. Patents subject to a patent misuse defense are unen-
forceable until the particular circumstances of a case indicate
that the misconduct supporting the defense has ended and
that its consequences have been undone.

The second species of unenforceability involves misconduct
that affects obtaining the patent itself and cannot be purged.
The irretrievably unenforceable patent can be treated as if it
were “invalid” due to “patent fraud.”? Patents subject to such
a defense are unenforceable until the misconduct is ended and
undone, but because the misconduct relates to the grant itself,
the misconduct, although ended, can never be undone.

An understanding of these two species of unenforceability
sets the stage for the court of appeals’ ruling in Qualcomm
v. Broadcom. There the court effectively defined a third
species of unenforceability: limited unenforceability based on
misconduct that irrevocably affects an industry and cannot be
“purged” with respect to that industry, but that does not affect
enforceability against products outside the industry affected
by the misconduct.

Affirmance of the Inequitable Conduct Ruling

In analyzing Qualcomm’s nondisclosure of its patent applica-
tions to JVT, the court of appeals considered (1) the existence
of a disclosure duty, (2) the scope of the disclosure duty, and
(3) whether there was a breach of the duty. After considering
JVT’s written policies and JVT participants’ understand-

ing of those policies, the court found there to be a duty of
disclosure. JVT’s requirements for disclosure of intellectual
property rights included rights “associated with” the subject
of JVT’s task and rights that “reasonably might be neces-
sary” in order to practice the standard. Qualcomm’s narrower
views, asserting that a disclosure duty only attached to a

JVT participant who submitted a “technical proposal,” were
rejected by the district court in Qualcomm. The court held
that Qualcomm violated its duty within the JVT SSO process
by not disclosing that its *104 Patent and *767 Patent could
provide a basis for suing companies that followed the JVT
standard, and the court of appeals affirmed.*

Change in Remedy for Inequitable Conduct
What to do to a party engaging in “inequitable conduct” in
an SSO process was the key question in Qualcomm—forever



bar it from enforcing the patents or permit it to “purge” the
misuse? Consideration of this question led to a thoughtful
evaluation of the scope of the equitable remedy rendered for
Qualcomm’s abusive conduct. The Qualcomm court con-
cluded that the SSO scenario is different than the normally
encountered patent misuse scenario, where it is possible to
undo the misconduct and have a patent enforceable in the
future, and also different from the patent fraud scenario,
where a patent can never be enforced because of the breach
of the uncompromising duty of candor to the Patent Office.
SSOs exist so that an industry can cooperate to the extent
needed to bring procompetitive innovations to fruition. An
industry segment can develop around the SSO-developed
standard. Thus, a patent owner who abuses an SSO process
and therefore has patents that dominate the implementation
of a standard resulting from an SSO process will be enjoined
from using its patents in this way.

The trial court enjoined Qualcomm from ever enforcing
the patents against anyone. The court of appeals found this
went too far. The patents themselves were obtained before
the JVT activities and could cover technology other than
the H.264 compression technology addressed in the JVT
SSO. Unlike “patent fraud,” the patents themselves were not
defective. But unlike “misuse,” the consequences of abusive
conduct could not be undone and misuse purged because an
industry built up around the standard and enforcement of the
patents would be unfair to that industry. The court of appeals
limited the remedy to barring enforcement against anyone
following the standard but did not prohibit enforcement
against someone else practicing non-H.264 technology.

Conclusion

Traditional equity principles first developed in “unclean
hands” analyses can be extended to SSO processes and can
bar enforcement of a patent involved in misconduct depending
on the relationship of the misconduct to (1) the existence of
the patent itself; (2) the development of an industry surround-
ing the subject of the misconduct; or (3) practices that occur
after issuance of the patent and development of the technol-
ogy, such as specific licensing abuses. The remedy for patent
infringement in the face of abusive practices by patent holders
will be tailored to the misconduct of particular patent holders.
Misconduct related to obtaining a patent will forever taint the
patent and render it completely unenforceable. Misconduct
(such as that in an SSO context) that encourages the develop-
ment of an industry will preclude enforcement of the patents
involved against participants in that industry, but not against
others. Misconduct that is related to specific business prac-
tices such as abusive licensing will result in patents being
unenforceable so long as the misconduct or its consequences
remain, but enforceability may be restored if the misconduct is
stopped and its consequences are undone. H
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