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”The Rambus
decision provides
a clear warning
that manipulation
of standards
setting processes
can result in
close antitrust
scrutiny. Potential
remedies...include
compulsory royaltyfree [patent]
licensing.“

The recent Federal Trade Commission
opinion concerning Rambus, Inc.1
provides important lessons for
companies that participate in standards
setting organizations (SSOs). The
FTC found that Rambus’ misconduct
in concealing its pending patent
applications from an SSO had harmed
competition. To remedy this harm,
the FTC imposed mandatory patent
licensing terms on Rambus, with royalty
rates dropping to zero after three years.
Two dissenting commissioners expressed
their opinions that Rambus should have
been forced to license its patents for
free.
This Client Alert discusses SSOs,
reviews the FTC’s opinion, and presents
high-level guidance for companies
participating – or contemplating
participating – in SSOs.

Standards Setting
Organizations – A Primer
Many industries have created SSOs to
promulgate technical standards, the
objective generally being to ensure
that a company’s products can interface
with products from other suppliers.
Standards facilitate and thereby promote
compatibility and interoperability
among products offered by different
suppliers and/or competitors.
Standards setting activities can have

procompetitive effects if they increase
the number of suppliers in the market
and/or assure potential customers
that standardized products will be
generally available and supported in the
future. While competitors collaborate
to achieve greater compatibility and
interoperability, they continue to
compete on implementation and other
differentiating features of product and
service offerings.
Companies that develop products in
compliance with a standard can confront
patent infringement claims from holders
of patents that may be essential to or
necessary to practice the standard. Most
SSOs have adopted policies to create
IPR (intellectual property rights) safe
harbors and reduce the risk of patent
hold-ups. Although the terms of SSO
IPR policies vary significantly, a common
goal of such policies is to prevent
an SSO member from concealing its
patents or pending patent applications
relating to a proposed standard under
consideration, only to assert the patents
later – after the standard has been
adopted and the market “locked in.”
Manipulation of standards setting
activities may harm competition
and chill standards setting efforts.
In contrast, accurate and timely
patent disclosures along with ex ante
license disclosure obligations promote
informed decision-making by SSO
members concerning the benefits of the
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patented technology and non-patented
alternatives. This can be an important
factor in selecting among competing
standard proposals. Most SSO IPR
policies require that members agree
to license essential patents on at least
reasonable and non-discriminatory
(RAND) terms.2

Rambus and JEDEC
The Joint Electron Device Engineering
Council (JEDEC) is an SSO focused
on standardizing technologies for the
solid state industry. JEDEC has a patent
policy that requires participants and/or
members to disclose whether they have
any issued (or pending) patents that
may relate to, or cover, the technology
under consideration for adoption.3
For example, Section 8.3 of the
JEDEC Manual 21-L, now states “The
chairperson of any JEDEC committee
must call to the attention of all those
present the requirements contained in
JEDEC Legal Guides and the obligation
of all participants to inform the meeting
of any knowledge they may have of
any patents, or pending patents, that
might be involved in the work they are
undertaking.”4 JEDEC’s patent policy
also requires that the patent owner
indicate its willingness to grant licenses
on RAND or FRAND (free, reasonable
and non-discriminatory, also referred to
as royalty free, RF) terms.
JEDEC’s written patent policy has been
revised over time to clarify that patent
applications as well as issued patents
must be disclosed. Both the FTC and the
Court of Appeals for the Federal Circuit
have addressed the various revisions
and have reached diametrically opposed
conclusions as to the guidance they
provided to JEDEC participants. The
FTC stated that although the applicable
JEDEC policy was “not a model of
clarity, a duty of good faith underlies
the standard-setting process” and
noted that Rambus and other JEDEC
members understood that patent
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applications needed to be disclosed.5
Conversely, the Federal Circuit opined
that Rambus had no duty to disclose
its intention to amend pending claims
to cover the proposed standards under
consideration.6
Rambus was a member of the JEDEC
subcommittee addressing standards
for dynamic random access memory
(DRAM) chips7 from February 1992
until June 1996. During this time
period, Rambus had pending patent
applications with disclosures broad
enough to cover technologies for the
standards under consideration. Using
information from the JEDEC meetings,
Rambus repeatedly amended pending
patent claims and filed a series of
divisional applications in order to build
a patent portfolio that would cover the
standards. Rambus did not disclose this
patent activity to JEDEC.8
In June 1996, several months after
learning of an FTC consent order
involving Dell Computer’s failure
to disclose a patent to an SSO,9
Rambus notified JEDEC that it was
withdrawing from the organization.
Rambus’ notification letter included
a list of Rambus patents. The list,
however, did not include “the only
then-issued patent that Rambus
believed covered technology under
consideration by JEDEC.” Even after
terminating its JEDEC membership,
Rambus actively sought information as
to features of devices being proposed
for standardization. Rambus continued
to use this type of information in filing
and amending its patent applications.
Internal Rambus communications
advised the company not to assert its
patents “until ramp reached a point
of no return.” The FTC determined
that “after leaving JEDEC, Rambus
strategically maintained its silence,
thereby prolonging the misimpression
created by its prior conduct.”10
Rambus subsequently launched an
aggressive patent licensing campaign
against the manufacturers of industry-
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standard DRAM chips, backed by
several lawsuits. This campaign resulted
in helping the company increase its
annual revenue to nearly $200 million in
2006, most of this being patent licensing
revenue.11

The FTC Gets Involved
Rambus’ conduct, documented in
various counterclaims brought by
DRAM suppliers it had sued for patent
infringement, attracted the FTC’s
attention.12 In June 2002, FTC Complaint
Counsel accused Rambus of engaging
in a pattern of anticompetitive acts and
alleged that such behavior caused or
threatened to cause harm to competition
and consumers in violation of Section
5 of the FTC Act (prohibiting unfair
or deceptive methods of competition)13
and Section 2 of the Sherman Act
(prohibiting monopolization).14 On
February 17, 2004, however, the ALJ
overseeing the proceeding entered an
initial decision in favor of Rambus.15
Complaint Counsel successfully
appealed the ALJ’s decision to the
Commission, which overturned it
in August 2006.16 In its opinion, the
Commission found that Rambus violated
the JEDEC patent policy through its
deliberate decision not to disclose its
patent rights. The Commission found
that “Rambus was able to distort the
standard-setting process and engage
in anticompetitive ‘hold up’ of the
computer memory industry.”17 The
Commission opined that “when a firm
engages in exclusionary conduct that
subverts the standard-setting process
and leads to the acquisition of monopoly
power, the procompetitive benefits
of standard setting cannot be fully
realized.”18 The Commission concluded
that “Rambus engaged in exclusionary
conduct that significantly contributed to
its acquisition of monopoly power in four
related [DRAM] markets.”19
It is significant that the FTC found
a Section 2 violation on these facts,
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reasoning that deception qualified as
an exclusionary practice and therefore
established the conduct element
of a monopolization claim.20 This is
generally regarded as an aggressive
antitrust theory, because in ordinary
circumstances companies are free to
keep their unpublished pending patents
secret. (Indeed, the law of trade secrets
proceeds from an assumption that
competition is fostered by maintaining
the confidentiality of certain technology
assets.) Nevertheless, the FTC very
clearly sided with full disclosure,
opining that in an SSO setting, the
prospect that nondisclosure could lead to
an illegitimate increase in patent-based
monopoly power was the paramount
concern.21 Rambus’ own documents
provided significant evidence of
“deceptive conduct,”22 which set up the
comparatively easy argument that there
is no social value in deceit.

The FTC Sets Compulsory
(Including Royalty-Free)
Licensing Terms
Following its August 2006 liability
decision, the Commission ordered
additional briefing and hearings as
to the appropriate remedy. Rambus
contended that the FTC did not have the
authority to impose compulsory licensing
terms or to order Rambus to license its
disputed patent portfolio on royalty-free
licensing terms. In a February 5, 2007
decision, however, the Commission
disagreed, finding such remedies
well within its authority to balance
competition and prevent consumer
harm.23
The Commission found that compulsory
licensing terms were justified, both
to remedy the effects of the unlawful
monopoly Rambus obtained and “to
inspire confidence in the standardsetting process.”24 It concluded that
to determine the appropriate royalty
rate, it would have to consider the
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“but for” world – in other words, what
would have happened if Rambus had
properly disclosed its pending patent
applications. The Commission
reviewed the evidence establishing
that (1) Rambus’ technologies were
superior to alternatives, (2) nonetheless
alternatives were available, (3) JEDEC
had a stated preference for open,
patent-free standards, (4) JEDEC’s
members were highly cost-sensitive, and
(5) Rambus had had a strong economic
incentive to do what was necessary
to ensure that its technology was
incorporated into JEDEC’s standards.
After reviewing the evidence, the
Commission concluded that if Rambus
had properly disclosed its pending
patents, it likely would have resulted
in ex ante licensing negotiations for
the next generation SDRAM and DDR
SDRAM technologies.25
The Commission determined the
appropriate royalty rates by reviewing
and extrapolating from Rambus’ actual
RDRAM license agreements and
applying a Georgia Pacific analysis.26
Using this approach, the Commission
ordered that Rambus could charge
maximum royalty rates of 0.5 percent
for DDR SDRAM and 0.25 percent
for SDRAM for three years. After the
three-year royalty period, Rambus is
precluded from seeking further patent
license royalties with respect to those
technologies.27 Two commissioners
dissented, stating that the remedies
did not go far enough and that Rambus
should have been forced to license its
patents without receiving any royalty.
The Commission also prohibited Rambus
from misrepresenting its patents or
patent applications to any SSO or its
members. It ordered Rambus to comply
with SSO requirements or policies to
make complete, accurate and timely
disclosures of its patents and patent
applications. To ensure and oversee
such compliance, the order requires
Rambus to employ a Commissionapproved compliance officer to ensure
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disclosure of patent rights and to verify
the accuracy of Rambus’ periodic audit
reports to the Commission.28
Rambus has filed a motion to stay this
remedy pending appeal.29

Guidance for Companies
Participating in Standards
Setting Activities
The Rambus decision provides a clear
warning that manipulation of standards
setting processes can result in close
antitrust scrutiny. Potential remedies
for such behavior include compulsory
royalty-free licensing that can encumber
patents covering next generation
technologies.
It is critically important that companies
participating in SSOs understand the
applicable patent policy and comply
with it. The FTC and European
regulators, e.g., DG Competition of
the European Commission, emphasize
the importance of an SSO’s written
patent disclosure policy as a means
to minimize the risk of the “patent
ambush” perpetrated by Rambus.30
Thus, the logical first step is to review
the written IPR policy. The Rambus
case, however, demonstrates that
further investigation may be necessary.
If the written policy does not provide
clear guidance on what, when, how
and to whom members must disclose
essential IPR, courts and investigating
agencies may look to the practices and
understandings of fellow SSO members
to ascertain what disclosures are
required. In the litigation context, such
members may have financial motivations
to support a finding that the patent
policy was violated. Accordingly, an
SSO participant may decide to proceed
proactively and seek clarification of the
patent policy.
Companies with pending or issued
patents that may cover certain
technologies being considered for
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inclusion in standards should implement
an internal company process to ensure
timely and accurate disclosures pursuant
to the policy. Given the potential
penalties for failing to disclose, as
evidenced by Rambus, companies may
choose to err on the side of caution and
disclose potentially essential issued
patents and pending applications.
Special consideration may need to be
given during the patent prosecution
process to the effect of contemplated
claim amendments.
For companies with substantial patent
portfolios, compliance with patent
disclosure obligations can be a daunting
and difficult task. As a result, a
common debate concerning SSO patent
disclosure policies is whether or not
a participant company should have a
duty to search its entire patent portfolio
for potentially applicable patents and
pending patents.31 Proponents of such
a duty note that the anticompetitive
impact of a failure to disclose can
be the same whether the failure was
knowing or inadvertent. Furthermore,
excusing “inadvertent” failures can
lead to situations where a company’s
SSO representative is deliberately kept
uninformed as to patents and pending
applications. Opponents of such a duty
cite to the chilling effect on participation
that may result from a “strict liability”
policy. Knowledge of the applicable
disclosure policy in this regard is
fundamental.
Certain SSOs have adopted IPR/patent
policies that include more specific ex
ante license disclosure obligations.
For example, VITA (an international
trade association) recently changed
its IPR/patent licensing obligation to
include more specific ex ante licensing
disclosure of maximum royalty rates
for any non-RF licensing commitments
for disclosed patents.32 However, while
ex ante licensing commitments and
discussions are appealing for the
potential increased certainty of license
terms compared with the ambiguous
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F/RAND terms, such licensing raises
antitrust and competition considerations
of its own. Unlike patent pools, most
SSOs are not set up to oversee the
establishment of common and capped
royalty rates for essential patents (e.g.,
most SSO IPR policies forbid discussions
of pricing, distribution, marketing,
suppliers, and patent licensing royalty
rates among SSO members, who are
often competitors).33 Furthermore,
agreements to manipulate the adoption/
rejection of a particular standard
can themselves give rise to antitrust
scrutiny.34
The complexities and strategic
implications of the issues discussed
above are meant to provide guidelines
for practitioners, and to also highlight
when specialized advice from IPR/
patent and antitrust experts would be
appropriate.
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