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Fedegal Trade Commission

Dongld-Clark, Secretary

Offige of the Secretary

Room. 159

6th Street and Pennsylvania Avenue, N.W.
Washington, DC 20580

Re:  Inthe Matter of Dell Computer Cdrpg;éég_tion,
File No, 931-0097 CL

amwibne

Dear Mr. Clark:

The Alliance for Telecommunications Industry Solutions,
Inc. (“ATIS”) submits these comments in connection with the
proposed consent agreement in the above-referenced proigeedngg‘é; i
response to the Notice published at 60 Federal Register 57870,

dated November 22, 1995.

ATIS submits that it is important and appropriate that the
proposed consent agreement seeks to address conduct presumably
involving an intentiona! failure to disclose relevant intellectual
property rights (“IPR”) in the voluntary standard setting context.
Such conduct can be antithetical to the open procedures that are
essential to voluntary standards setting, and could result in
anticompetitive or competitively unfair effects that, in appropriate
circumstances, should properly be challenged under Section 2 of
the Sherman Act or Section 5 of the Federal Trade Commission
Act.

ATIS also submits, however, that the proposed consent
agreement must be cognizant of and accommodate the legitimate
rights of IPR owners, including respondent, and thereby foster the
significant procompetitive benefits that result from an IPR holder’s
exercise of its exclusive rights. Accordingly, unwarranted
obligations should not be imposed upon respondent, and by
implication upon other patent owners, that would have the
unintended effect of stifling innovation, limiting access to desirable
technology and otherwise creating disincentives for participation in
voluntary standards development.
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For these reasons, ATIS submits that it may be appropriate for the Commission to
reconstder certain aspects of the proposed consent agreement in this proceeding, particularly
Section IV. While some language of the Section appears to be too narrowly drawn, other
proposed terms may be too broad.

BACKGROUND

ATIS (formerly the Exchange Carriers Standards Association) was established in 1983 as
a not-for-profit corporation by members of the wireline exchange carrier industry to develop
exchange carrier telecommunication interconnection standards and to address other technical
issues in response to and as part of the divestiture of the former Bell system. In 1993, recognizing
the rapid evolution occurring in the telecommunications industry and the need to be responsive to
an even wider array of participants in the marketplace, ATIS expanded its membership to include,
in addition to exchange carriers, interexchange carriers, competitive access providers, cellular
carriers and others. Most recently, in the fall of 1995, ATIS expanded its membership further to
include North American and World Zone I Caribbean telecommunications service providers,
telecommunications equipment manufacturers, resellers of telecommunications services, and
enhanced service providers.

The primary purpose of ATIS remains to promote the timely resolution of national and
international issues involving telecommunications standards and the development of operational
guidelines through the sponsorship and support of open industry committees and forums. These
groups address such issues as network interconnection, open network architecture, network
outage analysis, installation, testing and maintenance, ordering and billing, toll fraud prevention,
and electronic data interchange. '

One of ATIS’ sponsored committees is Committee T1, which was established and
accredited by the American National Standards Institute (‘“ANSI”) in October 1984. Committee
T1 develops technical standards and reports supporting the interconnection and interoperability of
telecommunications networks at interfaces with end-user systems, carriers, information and
enhanced service providers and customer premises equipment. At this time, Committee T1 has
sixty-four (64) voting members and forty-four (44) non-voting members, and approximately
fifteen hundred (1,500) domestic and foreign engineers and subject matter experts take part in its
voluntary standards development activities. Such individuals represent exchange carriers,
interexchange carriers, manufacturers and users. In addition, representatives of foreign
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governments, including Japan, Korea, Australia and various South American countries, participate
in T1's activities.

T1 develops standards not only for the U.S. public telecommunications network, but also
serves as the primary source of U.S. technical contributions to the Telecommunications Sector of
the International Telecommunication Union (“ITU-T”) through the U.S. State Department.
Contributions from T1 to the ITU-T total approximately 1,000 annually. T1's pace for developing
American National Standards and/or technical reports has reached an output rate of one and one-
half per week.

As respects all of its activities, Committee T1 is highly cognizant of issues relating to IPR,
and specifically patented technology. The ANSI patent policy has been adopted by Committee
T1, and to date it has successfully served to accommodate the need for both the effective and
timely development of standards, including those that might incorporate proprietary technology,
as well as the interests of patent owners in controlling their inventions. (A copy of the ANSI
patent policy as adopted by Committee T1 is annexed hereto as Exhibit A.)

More specifically, by reliance on the ANSI patent policy, Committee T1 has permitted
patent owners the ability to contribute proprietary technologies to the standards process without
forfeiting the opportunity to be adequately reimbursed for the time, money and effort that was
required to develop their patented inventions. As a result, the procompetitive interests of
encouraging invention and the requisite investment for creating new technologies is
accommodated by Committee T1 through its utilization of the ANSI patent policy.

Likewise, the clear economic benefit of having one’s proprietary technology adopted as a
voluntary industry standard serves as a strong incentive for patent owners to contribute their
protected works to the standards process. This has permitted the industry as a whole to benefit
by having access to the most technologically meritorious alternatives, irrespective of IPR claims,
for purposes of developing telecommunications standards.

The ANSI patent policy as adopted by Committee T1 also serves to encourage the
disclosure and identification of patent rights and proposed license terms early in the standards
process by allowing a patent owner the opportunity to negotiate license arrangements on a
bilateral confidential basis. T1's procedures also call for (but do not mandate) the disclosure of
relevant patents throughout the standards development process. Specifically, at afl levels,
including in T1 technical subcommittees, letter ballots (the medium through which it is determined
whether a consensus exists) request the disclosure of patents relevant to the matter being balloted
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based upon the best knowledge at the time of the T1 member casting the ballot. In addition,
meetings of the various T1 technical subcommittees are opened with a request for disclosure of
known patents by the patent holder or others who may have knowledge that a patent exists.

More stringent or mandatory requirements in this regard have been determined to be
inappropriate and unworkable by Committee T1. For example, in its deliberations as respects a
proper patent policy, T1 expressly rejected a requirement mandating the disclosure of relevant
patents. In so doing, T1 recognized the enormous and unreasonable burden that would be placed
on firms with large patent portfolios that participate in numerous standards-setting forums, if such
firms faced potential liability, if they did not review their portfolios for relevant patents in
connection with each standard being developed in each organization. Moreover, such reviews
would be ongoing because of the dynamic nature of standards development. Faced with such an
allegation, it was feared that firms would sooner withdraw from the T1 standards-setting process
than incur the costs and expend the effort that would be required.

Thus, T1 seeks to rely upon marketplace incentives for early disclosure of patents, and to
date has succeeded in this approach. Moreover, if any mandatory disclosure requirements existed,
Committee T1 would become an enforcement agency, rather than an impartial vehicle through
which the most technologically advantageous telecommunications standards could be developed.

Thus, as Committee T'1 has recognized, to realize the optimal benefits from standards-
setting, a balance must exist between the complementary interests of the industry at large and the
rights and interests of IPR owners. Such a balance will not be possible to attain, however, if
unnecessary risks of liability arise from the imposition upon IPR owners of unwarranted legal
duties or obligations.

DISCUSSION
A. Intentional Non-Disclosure of IPR Undermines The Voluntary Standards Process.

There should be no dispute that the intentional non-disclosure of a patent that is necessary
for the implementation of a standard could have the effect of undermining the voluntary standards
process, if the owner of such a patent later sought to enforce its rights and thereby exclude
competition or otherwise improperly exercise monopoly power in a market defined by the
patented technology or the standard incorporating that technology. This so-called “snake in the
grass” scenario would be particularly deleterious in circumstances where a voluntarily developed
standard has gained widespread market acceptance prior to the assertion of any rights by a patent
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holder. Thus, we are pleased to advise that such conduct has not been encountered by Committee
T1, and we understand it is rare in other ANSI committees.

In the off-chance that such conduct were to occur, however, established legal principles
under Section 2 of the Sherman Act and Section 5 of the Federal Trade Commission Act exist
that should provide the Commission with & basis to challenge it.! In essence, a claim could be
made that through a willful non-disclosure, a patent holder unlawfully used its monopoly power in
a patented technology to exclude or raise the cost of entry by its rivals. Assuming, of course, that
evidence existed proving the patented technology to be a properly defined relevant market and
that the patent owner’s challenged conduct was an improper use of monopoly power, then such a
claim would succeed.

From a standards setting organization’s perspective, compelling reasons exist for such
conduct to be challenged on such grounds. Indeed, if such conduct were left unchallenged, the
incentive for industry members to participate in the voluntary standards process could be
undermined. .

Most particularly, significant investment is made by participants in the standards setting
process toward the development of private technical industry standards. As respects Committee
T1, for example, such investment is reflected by the time and support provided by members to
T1's efforts through attendance at meetings, preparation of technical contributions, serving in
leadership roles, and the like. If it became impossible or too expensive to benefit from T1-
developed standards as the result of after-the-fact assertions of patent rights, the advantages of
participating in the standards process would be lost and the costs of doing so would likely no
longer be justifiable.

Another negative consequence that might arise from an improper and intentional failure to
disclose relevant IPR would be that the most appropriate of alternative technologies might not be
selected for standardization. The possibility that implementation of a standard may require use of
a patented technology is certainly a factor that may be relevant in developing a consensus
regarding the selection of a technology for standardization, and an intentional withholding of
information regarding potentially relevant patent rights would deny the industry timely access to
such information and could cause the selection of the patented technology to the exclusion of a
preferable competitive technology.

' A private party could also raise equitable defenses, including waiver and estoppel, to a
patent owner’s attempt to enforce a patent that was intentionally withheld from disclosure.

5
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B. The Rights of IPR Owners Must Be Accommodated.

In assessing the scope of conduct that should properly be subject to challenge in
connection with the non-disclosure of IPR, however, accommodation of the legitimate rights of
IPR owners must also be made. If, in an attempt to address what might appear to be otherwise
improper conduct, such rights were compromised, the required balance between such rights and
the industry’s interest in gaining access to proprietary technology would be disrupted, and the
procompetitive benefits that are derived from an owner’s exercise of its exclusive IPR would be
lost.

Thus, at one end of the spectrum, an easy case would be the type of situation described
above, where a patent owner participates in a standards-setting group that is developing a
standard based upon the patent owner’s technology, and for the purpose of excluding competing
technologies from the market or to raise the cost of entry for such competing technologies, the
patent owner intenttonally fails to disclose the existence of a patent it knows exists and knows is
relevant to the standard under development. Then, assuming evidence exists sufficient to prove
that such conduct was undertaken by a monopolist, there should be little issue of the IPR owner’s
anticompetitive use of its proprietary exclusivity to the detriment of the standards process and
consumer welfare.

On the other hand, where a patent owner unknowingly fails to disclose its proprietary
rights, but discovers later, after adoption of a standard, that utilization of the standard implicates
its patent, there would appear to be no basis for a legal challenge if the patent owner then either
disclaims any intention to enforce its rights or indicates a willingness to license its patent royalty
free. No negative impact on the standards setting process would likely arise in such
circumstances because the patent owner’s willingness to make its proprietary technology available
would eliminate any likelihood that the patent owner would be able to obtain any unfair
competitive advantage.

Even a willingness to license on reasonable and non-discriminatory terms and conditions in
such circumstances should avoid the types of adverse effects identified above. Such license terms
would be consistent with the requirements of ANSI’s (and Committee T1's) patent policy, and
would recognize the balance that must be made between the legitimate rights of patent owners
and participants in the standards process. More specifically, absent the ability to extend such a
license, a patent owner would have to choose between either dedicating its invention to the public
through a disclaimer of its intention to enforce its patent rights or by extending royalty free
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licenses, or precluding any use of the invention thereby depriving the industry of the standard.
Either alternative would be unsatisfactory.

Further, even if a patent owner unintentionally did not disclose the existence of a relevant
patent, and then, upon its discovery of the patent’s relevance, declined to grant any licenses for its
utilization, no antitrust claim would be appropriate. The patent owner’s decision to grant no
licenses would not create an anticompetitive effect, but would rather be an exercise of its
legitimate rights under the patent.

Nor would it be appropriate to consider as improper a patent owner’s failure to investigate
its patent holdings to determine if any of its patents are relevant to the implementation of a
standard under consideration. As discussed above, whereas Committee T1 requests the
disclosure of relevant patents throughout the standards development process, such disclosure is
not mandated because of the prospect that holders of even modest patent portfolios would sooner
opt to withdraw from the standards setting process than face the daunting, if not impossible, task
of ascertaining with any degree of accuracy whether in connection with each phase of a standard
being developed one of its patents might be implicated.

C. Reconsideration Of Section IV Of The Proposed Consent Agreement May Be

Appropriate.

In view of the foregoing, it may be appropriate if the Commission were to reconsider
certain aspects of Section I'V of the proposed consent agreement. As presently drafted, this
Section would preclude respondent from enforcing or threatening to enforce any patent rights, by
asserting or alleging that any person’s or entity’s use or implementation of an industry standard
infringes such patent rights, if, in response to a written inquiry from a standard-setting
organization the respondent “intentionally failed to disclose such patent rights while such industry
standard was under consideration.”

First, limiting Section IV solely to circumstances where a patent owner fails to disclose its
patent in response to a written inquiry from a standard-setting organization appears to be too
narrowly focused. Not all standards developing organizations request such disclosure, much less
make their requests in writing. Likewise, some organizations, including Committee T1,
purposefully have avoided imposition of any mandatory obligation to respond to inquiries
regarding the possible existence of relevant patents as respects a specific standard. Yet, an
intentional exclusionary non-disclosure could have the same effect if it occurs in response to any
type of inquiry, or simply is based upon a patent owner’s own volition. The conduct either will or
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will not be exclusionary in purpose and effect, and the existence or absence of such effects should
be dispositive for purposes of the consent agreement.

Second, Section IV as presently drafted, especially when considered in conjunction with
Section V of the proposed decree, may be ambiguous regarding whether the “intentional” conduct
contemplated would include an intentional decision not to investigate regarding the potential
relevance of any of respondent’s patents to a contemplated standard, whether or not a request for
disclosure is made by a standards body. As previously discussed, the imposition of such an
obligation would not be appropriate, and ATIS suggests that the language of Section IV be
reviewed to ensure that no such interpretation is possible.

Respectfully submitted,

ALLIANCE FOR TELECOMMUNICATIONS
INDUSTRY SOLUTIONS, INC.

Susan M. Milier
ice President and General Counsel



14. PATENT POLICY

Committee T1 has adopted the ANS] Patent
Policy which is reprinted here. This maierial is
reproduced with ANSI's permission from
Appendix I of the ANSI publication: Procedures
Jor the Development and Coordination of
American National Standards, copyright 1987.

14.1 Inclusion of Patents in American National
Standards.

There is no objection in principle to drafting a
proposed American National Standard in terms
that include the use of a patented item, if it is
considered that technical reasons justify this
approach,

If the Institute receives a notice that a proposed
American National Standard may require the use
of a patented invention, the procedure in Sections
142 through 14.5 shall be followed.

14.2 Statement from Patent Holder,

Prior 10 approval of such a proposed American
National Standard, the Institute shall receive from
the patent holder (in a form approved by the
Institute) either: assurance in the form of a
general disclaimer to the effect that the patentee
does not hold and does not anticipate holding any
invention whose use would be required for
compliance with the proposed American Nationa}
Standard or assurance that:

(1) A license will be made available without
compensation to applicants desiring o
utilize the jicense for the purpose of
implementing the standard, or

(2) A license will be made available 0
applicants under reasonable terms and
conditions that are demonsurably free of any
unfair discrimination.

The terms and conditions of any license shall be
submited to ANSI for review by its counsel,
together with a statement of the number of
independen: licensees, if any, which have
accepted or indicated their acceptance of terms
and conditions of the license.

14.3 Record of Statement.

A record of the patent holder's statement (and a
statement of the basis for considering such terms
and conditions free of any unfair discrimination)
shall be placed and retained in the files of the
Institute,

ATTACHMENT A

American National Standards
Institute Patent Policy as

adopted by Committee T1

14.4 Notice.

When the Institute reccives from a patent holder
the assurance set forth in 14.2(1) or 14.2(2). the
standard shall include a note as foliows:

.NOTE: The user's auention is called to the possibility that

compliance with this standard may require use of an invention
covered by patent rights.

By publication of this siandard, no position is taken with
respect o the validity of this claim or of any patent rights in
connection therewith. The patent holder has, however, filed a
suuemnent of willingness 10 grant a license under these rights on
rezsconable and nondiscriminatory terms and conditions 1o
applicants desiring 10 obtain such & license. Deuils may be
obtained from the publisher.

14.5 Responsibility for Identifying Patents.

The Institute shall not be responsible for
identifying all patents for which a license may be
required by an American National Standard or for
conducting inquiries into the legal validity or
scope of those patents that are brought to its
atlention.
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Federal ‘Trade Commission Washington D .C. 20580 (202) 326-2180

FOR RELEASE: NOVEMBER 2, 1995 .

DELL COMPUTER SKI'TLES FTC CBARGES;
WON'T ENFORCE PATENT RIGATS FOR WIDELY USED COMPUTER FEATURE

In & precedent-setting decision announced todzy, Dell Computer Corporation has agreed
to drop patent claims that affect millions of personel computers using the industry standard “VL-
bus”. The decision follows Federal Trade Commission charges that Dell restricted competition
in the personal computer industcy and undermined the standard-setting process by threatening to
exercise undisclosed patent rights against computer companies adopting the VL-bus standard.
To settle the FTC chasges, Dell bas-agreed not to enforce its patent rights against computer
martifaerurers using the VL-bus, 2 mechanism w wansfer insuuctions between the computer’s
centra! processing unit and its peripherals, such as a hard disk drive or video display hardware.
VL-bus is the technology of choice in computers that use “486" chips.

Dell, 2 leading U.S. manufacturer of personal computers, is based in Austin, Texas.

According to the FTC complaint detailing the charges, Dell was a member of the Video
Electronics Standards Association (VESA), a non-profit standards-sctting organization, when the
association began setting a design standard for a computer bus design to rcspcnd to demand for
faster praphics performance, VESA miembers, representing virtually all major U.S. computer
hardware snd software manufacturers, voted to approve the new VL-bus standard in 1992. As

part of that approval, a Dell representative allegedly certified that he knew of no patent,
trademark or copvright that the bus design would violate,

After the VESA VL-bus design standard became successful and computer manufacturers
had sold more than 1.4 million personal computers incorporating the VL-bus, Dell contacted
certain VESA members and asserted that it obtained a patent in 1991 that they were violating by

using the VL-bus standand, the complaint aliegcs .
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company' for acting through » standardesctting assaciation to unilete
its rivals ttwough abuss of the standard-setting process, according o

the FTC's Buzeat of Competition.
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William J. Beer, Director of
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“Voluntary standard-setting in high tech industries results in greater compatibility among

products, which in tam gives consumets & broader 1ange of choices,” gaid Bacr, Open,

Rl a0, SR

{naustry-wide standards al30 benafit coasumers because they

can be used by evexyone without

cost. Thissettlementmakesitclmmuﬁmsmmmuuﬂttomopcnmdud,mdthm,aﬂzr

it becomes successtul, assert patent rights inan effort v

price through reyalty payments. In this case, Dell's certification 0 the Association

industry to believe the standard was truly opea. If Dell bad

patent claims during the standard-setting, process,

block use of the design or drive up the

led the

informed the Association of its

the Association could have adopted a different
standard that would not have conflicted with the patent,” he gaid,

The £TC charged that Dell's actions were unfair and that they unreasonably restrained
competition in the following ways, according to the complaint:

—industry acceptance of the VESA VL-bus standard was hindered pendin

resolution of the patent issue;

ga

—companies avoided usingsystems incorporating the VL-bus design because they
were concemed that the patent issuc would chill its acceptance as the industry

-standard;

—~yncertainty about uwépmncc of the design standard raised the cost of
implementing the VL-bus design and the costs of developing competing bus

designs; and

~willingniess 1o participate in industry standard-setting efforts hes been chilled.

To settle the charges, Dell has agreed not to enfo
manufacturers incorporating the VL.-bus design in their p

rcc its patent against computer
roducts. In addition, Dell would be

prohibited from enforcing any of its patent rights that it intentionally fails to disclose upon
request of any standard-setting organization during the standard-setting process. The settlement

also contains various reporting requircments that wou

compliance,

Id assist the FTC in ensuring Dell’s

The Commission"s vote to accept the proposed settlement for public comment was 4-1,

with Commissioner Mary L. Azcuéndga dissenting. In her

Azcuenaga said, “Because the compiaint docs not allege and the evidence does not
violation of Section § of the FTC Act under any established theory of law, and beca
novel theory the competitive implications of the conduct alleged remain unclear, 1 dissent.One
antitrust theory might be that Delt intentionally misied VESA regarding the scope ¢

Jissenting statement, Comynissioner

support
use under any

fits patent
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rights; that VESA, relying on Dell’s misrepreseatations, adopted a standard that conflicted with
Dell's rights; and that as a resuit of the standard, Dell acquired markst powet., No cvidence
supports a finding of such intentional conduet...Another Section 5 theory might be that by
participating in 2 private trade association’s standard-setting activities, 2 firm assuines an
affirmative duty to identify the boundaries of its intellectual propesty rights and to wam the
association of aay potential conflicts...Adoption of this novel theory of liability may affect 2
“* rangs of standard-setting organizations. In creating a new antitrust-bassd duty of care for
participants in the voluntary standacd-setting process, a host of questions needs to be resolved. 1
welcome public comment on the appropriate nature and scope of any such duty, and I took
forward to reassessing the case at the end of the comment period.”

4o

The sgreement will be published in the Federal Register shortly and will be subject to
public comment for 60 days, after which the Commission will decide whether to make it final.
Comments should be addressed to the FTC, Office of the Secretary, 6th Strect and Penagylvania
Avenus, N.W., Washington, D.C. 20580,

NOTE: A consant agreement is for settlerment purposes only and does not constitute an
admission of 2 law violation. When the Commission issues a consent order on a final basis, it
carries the force of law with respect to future actions. Each violation of such an order may resuls
in a civil penalty of $10,000.

Capies of the complaint, proposed consent agreement and an analysis of the
agreement te assist the public in commenting, are avatlable from the FTC's Publie
Reference Branch, Room 130, 6th Street and Pennsylvanin Avenue, N.W., Washingtoa,
D.C. 20580; 202-326-2232; TTY for the hearing impaired 202-326-2502. To find out the
latest FTC news as it is announced, call the FTC's NewsPhone recording at 202-326-2710.
FTC news releases and other materials also are available on the Internetat the FXC's
World Wide Web Site at: http:/www.{te.gov

HHE#

MEDIA CONTACT: Claudia Bourne Farrell, Office of Public Affairs
202-326-2181

STAFF CONTACT: William J. Baer, Bureau of Competition
202-326-2932

(FTC File No. 931 0097) (Delil)
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UNTTED STATES OF AMRRICA
BEFORE PEDEWAL TRADE COMMISSION .

In the Matter of File No. 931-0097 ;

AGRRENPNT CONTAINING
CONSENY ORDER TO
CHASE AND DRSIST

DELL COMFUTER CORVORATION,.
a corporation.

The Federal Trade Commission ("Commimsion®). having initiated
an investigation of certaip acts and practices of the Dell
Computer Corporation (*Dell*), and it now appearing that Dell
Computer Corporation, hereipafter sometimas referred to as
proposed respondent, ils willing to entexr into an agreement
containing an oxrder to cease and desist from engaging in the acts
and practices being investigated, and providing for other relief,

IT I8 MEREBY AGREED by and between the. proposed respondent,
by its duly authorized officer and its attorney and counsel for
the Commission that: '

1. Proposed resppundent Dell is a corporation oxganized,
existing and doing business under and by virtue of the laws of
the State of Delawarae, with its offices and principal place of
business locatad at 2214 West Braker Lane, Austin, Texas 7875B.

2. Proposed respondent admits all the jurisdictional facts
set forth in the draft of complaint here attached.

3. Proposed respondent waives:

(a) any further procedural steps;

(b) the requiremant that the Commigsion’s decisicn
contain a statement of findings of fact and
conclusions of law; veome =

(c) all rights to seek judicial review ox otherwise to
challenge ox contest the validity of the ordex -
entered pursuant to this agreement; and

(d) any claim under the Equal Access to Justice Act.

q. Proposed respondent shall submit with this agreemEnt an

indtial report signed by the proposed respondent secting forth in
precise detail the manper in which the proposed respondent will

comply with Paragraph, TV of fhe o igﬁggign d if entered. - Such
report will not beco .;%c!éf g-'};é b Cﬂ_’ Ebrfam#s and until
LN L] D s ' :

IR R TR VoL

(Min Not Ramnue)
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the accompanying agreement apd order are accepted by the
Cemmisgion. At the Lime guch report is submitted, proposad
respondent may request confidentiality for.any portion thareof
with a precise ghowing of justification therefox.

5. This agreement shall not becoma part of the public
record of the proceeding unless and until it is accepted by the
Commission. ~If this agreement is accepted by the commiassion it,
together with the draft of complaint contexplated thereby, will
be placed on the public record for A riod of sixty (60) days
and information in respect thereto licly releaged. The
Commission thereafter may eithex withdraw its acceptance of this
agreement and so nétify. the proposed regpondent, in which event
it will take such action as it may consider appropriate, or issue
and serve its complaist (in such form as the circumstaaces may

require) and decision,. in dispoaition of the proceeding.

§. <Thig agreement ig for gettlement purposes cnly and does
not constitute an admisgion by proposed respondent that the law
has been viclated as alleged in the draft of complaint hexe
attached, or that the facts as alleged in the draft complaint,
othey than jurisdictional facts, are true.

1. This agreement contemplates that, if it jg accepted bY
che Commission, and if such acceptance is not subsequently
withdrawn by the Commigsion pursuant to the provisions of § 2.34
of the Commigsion’s Rules of Practice, the Commission may,
without further notice to the proposed respoadent, (1) issue its
.complaint corresponding in form and substance with the draft
complaint here attached and its decision containing the following
order to cease and degist in disposition of the proceeding, and
(2) make information public in respect thereto. When 80 entered,
che order to cease and desist shall have the same force and :
effect and may be altared, modified, or set aside in the same
mamner and within the same time provided by statute for other
orders. The ordex shall become fipmal upon gaervice. Delivery by
the U.S. Postal Service of the complaint and decision containing
the agreed-to order to proposed respondent’s address as gtated in
this agreement shall conatitute gervice. Proposad respondent
wajves any right it may have toO any other manner of service. The
complaint may be used in construing the terms of the ordex, and
no agreement, understanding, representation, -or interpretation
not contained in the order or agreement may be used to vary or
contradict the terms of the order.

g. Proposed respondent has read the proposed complaint and
order contemplated hereby. Proposed respondent understands that
once the order has been issued, it will be regquired to file one
or more compliance reports showing that it has fully complied
with the order. Proposed respondent further understands that it F
may be liable for civil penalties in the amount provided by law R
for each violation of the ordex after it becomes final.

-2-
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ORDER
I

1T IS ORDERED that, as used in this order, the £0llowing
definitions shall -apply: .

A. *Respondeat® or "Dell"” means Dell Computer Corporation,
its predecessore, subsidiaries, divisions, groups, and affiliates
controlled by Dell Computer Coxporation, their successors and
assiges, and their directors, officers, employees, agente and
representatives. . ’

B. =Designated reprasentative’ means the person appointed
by Dell to the standard-setting organization who communicates
respondant’s position regqarding respondeunt’s patent rights
related to any standard under consideration by the standard-

setting organization.

C. wYBSA" mesns the Video Electronics Standards
Association, located at 2150 North First Street, Sulte 440, San

Joge, califormia, 95131.

D. *VL-bug® means the computar local bus design standard |
vESA asranlished in August 1992 for the tramsmission of computer
information batween a computer’s central processing unit and
certain computer peripheral devices.

E. °"’481 patent"imeans United States patent number
5,036,481.

F. *Comnigssion" means ;he RPederal Trade Commission.

IT

IT IS PURTHER ORDERED that, within thirty (30) days after
the date this order becomes final, and until July 31, 2008,
respondent shall cease and desist all efforts {t has undertaken
by any means, including without limitation the threat,
prosecution or defense of amy suits or other acticns, whether
legal, eqguitable, or administrative, as well as any arbitrations,
mediations, or any other form of privatedispute -resolution;
through or in which respondent hag asserted that any person or
entity, by using or applying Vi-bus in its manufacture of .
computer equipment, has infringed the °481 patent. ¢

IIT
IT IS FURTHER ORDERED that, until July 31, 2008, respondent
ghall not undertake any new efforts to enforce the '481 patent by

threatening, prosecuting or defending amy suit or other action,
whether legal, equitable, or administrative, as well as any

-3~
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arbitration, mediation, or other form of private dispute
resolution, through or in which respondent claims that any person
or eptity. by useing oxr applying VL-bua in .its manufacture of
computer equipment, has infringed the ‘481 patent.

Iv

IT TS FURTHER ORDERED tbat, £or a period of ten (104 years
after the date this.order becomes final, reaspondent shall cease
and desist from enforcing or-threatening to enforce auy patent
rights by asaerting or slleging that any person’s or eamtity’s uge
or implementation of an induatiy design standard infringes such
patent rights, if, in response to a written inguiry from the
standard-getting organization to respoadent’s designated
representative, regpondent intentionally failed to disclose such
patent rights while such industry stapdard was under _
consideration. .

v

IT IS FURTHER ORDERED that, for a perlod of ten (10} years
after thig order becomas final, respondent ghall maintain the
proceduxe for assurieg compliance with Paragraph IV of this
order, as accepted by the Commiasion pursuant to ¥Yaragraph 4 of
the Agreement Containing Consent Order to Cease and Desist.

vi
IT YS FURTHER ORDERED that respondent shall:

A. Within thirty (30) days after the date this order
becomes final, distribute a copy of this order, complaint and the
announicement shown in Appendix A to this order to VESA, to those
members of VESA that Dell comtacted regarding possible
infringement of the ‘481 patent, and to any other perscn O
entity te whom respondent has sent notice regarding its claim
that the implementation of the VL-bus standard conflicts with or
infringes the ‘481 patent. . '

B. Within thirty (30) days after the date this order
becomes final, dimstribute a copy of thig order, complaint and the
announcement shown in Appendix A to this order to every officer
and director 'of reapondent, and to every employee of respondent
whose respongibilitieg include acting as regpondent ‘s designated
representative to any standard-setting organization, group or
similar body of which respondent is a member.

b
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c. For a period of five (5) years after the date this
order becomes final, furnish a copy of this order and complaint
to each new officer and director of respondent and Lo €Very new
employee of respondent whose responsibilivies will or do include
acting as respondent’s designated representative to any standaxd-
setting organization, group or similar body of which respondent.
is a member. Such copies must be furmished within thirty (30)
days after any such pergons assume their position as an officer,
director or employee. For purposes of this paragraph VI.C., *new
employee® shall include without limitation any of regpondent’'s
enployees whome duties change during their employment to include
acting ag respondent’s designated repregsentative to any
standards-setting organization, group or similar body of which
respondent is a membex.

D.. For a period of ten (10) years after the date this
order becowes fimal, respondent shall furmish each atandard- .
setting organization of which it is a member and which it joins a
copy of the ordar and respondent shall identify to each such
organization the name of the parson who will serve as
respondent’s designated representative to the gtamniard-setting

"m’“if‘mi‘%“]?ax-mu VIUSIBREL LUAL LSS WMTLL Gl o

. Within sinety: (90) days after the date this order
becomes final, and annually thereafter for five (5) years on the
anniversary of the date this order beccmes final, and at such
other times ag the Commission may, by written notice to the
respondent, require, file a verified written report with the
Commission setting forth in detall the manner and form in which
the respondent has complied and is complying with this order.

B. Por a period of ten (10) years after the date this order
becomes final, maintain and make available to Commission staff,
for inspection and copying upon reasonable notice, xecords
adequate to describe in detail any actiom taken in cohnection
with the activities covered by Paragraphs V and VI of this order.

C. Notify the Commigsion at least -thirty (30) days prior to
any proposed change in respondent such as dissolution, assignment
or sale resulting im the emergence of a successor corporationm,
the creation or dissolution of subsidiaries, or any other change
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in respondent that may affect compliance obligations arising out
of this order.

day of A 5. R

Sigped this

COUNSEL FOR FEDERAL TRADE COMMISSLON DELL{EQMPUTER CORPORATION.

Richapd .Sal
Vice-President and Depuly
General Counsel for

Dell Computer Corporation

Paul J. Nol

Daniel Silver

Dell Computer Corporatiocn

APPROVED:

k.

Richard B. Dagen ()
Deputy Asgistant Director

N2 BHLA,

Michael E. Antalics
Asgistant Director

/mmm@lpk L

Barbare—a—Ciark Mark D. onlener
Director for—-titrgation—

Wl () (e

Mary—Lew-Staptoe Wiliam J. e~

kecing Dlrector
Bureau of Competition
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Appendix A

announcament

Dell Compucer Corporation has entered intco a comsent
agreement with the Federal Trade Commission. Pursuant to this
consent agreement, the Commigsion issued an order on {Date] that
prohibits Dell from enforcing its United States patent number
5,036,481 against any company for such compaoy’s use cf the Vvideo
glectronice Standards Association’s VL-bus standarxd.

For more specific information, please refer to the FIC order
seself, a copy of which is attached for your ipformation.

General Counsel
Dell Computaxr Corporation
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UNITED STATES OF AMERICA.
BEEQRE THE FEDERAL TRADE COMMISSION

In the Matter of .
File No. 931-0097

DELL COMPUTER CORPORATION,
a corporation.

Nt S Ad Tt et

INITIAL REPORT OF DELL COMPUTER CORPORATION CONCERNING
COMPLIANCE WITH CONSENT ORDER

Fursuant to Paragraph 4 of the Agreement Containing Consent Order To Cease
And Desist dated April _, 1995, Delt Computer Corporation (“Dell”) submits this
reponaetth\gforﬂ-t&wmminwhid:ﬂwﬂl comply with Paragraph IV of the
Consent Order (“the Order”) when and if entered.

Paragraph IV requires tl;at, for & period of ten (10) years after the Order becomes
final, Dell will cease and desist from enforcing or threatening to enforce any patent
rights by asserting or alleging that any person’s or entity’s use or itnplementation of an
industry design standard infringes such patent right if, in response tc;a written inquiry
from the standard-setting organization to Deil's designated representative, Dell
intentionally failed to disclose such patent rights while such industry standard was
under consideration. To comply with this provision; Dell will institute the following
procedusxe if and when the Order becomes firal, which procedure shall be maintained
for a period of ten (10) years after the Order becomes final: '

A, Dell will identify one or more employees who shall maintain familiarity
with Dell’s intellectual property fights; |
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B. Upon receipt of written inquiry from a standard-setting association as
provided in Paragraph IV of the Order, Dell’s designated representative to that
association will confer, prior to responding o such written inquiry, with ax employee
identified pursuant to Paragraph A above, as to whether the Propose;i standard -
infringes any of Dall’s patent rights; | !

.  Dell will maintain a file containing a copy of (1) gach written inquiry

received front a standard-setting assodation as provided in Paragraph IV of the Order

and (2) any reply to such written inquiry; and
D. Inthe event that Dell proposes toenforce or threaten to enforce, any

patent rights by asserting or alleging that any person’s or entity’s use or

hnplmnﬁmofmmdummmmﬁhgﬁmPamtﬁght&Deﬂshﬁ .

cause.ﬁzéﬁlemtedpmuﬁmmPangnphCabove,bbeseaxdmdformymfermce

to the industry design standard whose use or Implementation is being proposed as the

basis for the accusation of nfringement.
' Respectfully submitted,

?MJ;/

Richard Salwen

Vice-President and Deputy Genera.l
Counsel for -

Dell Computer Corporation

Dated:

P TOVTVD PROSE (1)

= aw
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‘ ONITED STATES OF AMERICA
BEFORE FEDERAL TRADE COMMISSION

In the Mattar of

DELL COMEUTER CORPORATION.
a corporatiom.

Sl Sl sl St Sl sl N ot
o
-

COMPLAINY

Pursuant to the provisions of the Federal Trade Commission
Act, and by virtue of the authority vegted in it by said Act, the
Federal Trade Commission, having resson to believe that the
respondent, Dell Computer Corporation, a corporation, has
‘wvioclated the provisions of said Act, and it appearing to the
Commisgsion that a proceeding by it in respect thereof would be in,
the public interest, hereby issues its complaint, stating its
charges as follows:

PARAGRAPH ONE: Respondent Dell Computer Corporation ("Dell*) is
a corporation oxganized; existing and doing business under and by
virtue of the laws of the State of Delaware, with its principal
office and place of business at 2214 West Brakar lLane, Texas
78758.

PARAGRAPH TWO: Respondent is a publicly traded for-profitc
corporation engaged in the innovation, development, “wmanufacture,
and sale of personal computer systems throughout the United
States. By virtue of ite purposes and activities, respondent is
a8 corporation within the meaning of Section 4 of the Federal
Trade Commission Act, 15 U.S.C. § 44. ‘

PARAGRAPE THREE: Dell’s acts and practices, including the acts
and practices alleged in this complaint, are in or affect
commerce as defined in the Federal Trade Commission Act.

PARAGRAPE FOUR: In February 1992 Dell became a member of the
Video Electronics Standards Association ("VESA*), a non-profit
standards-setting association composed of virtually all major
U.S. computer hardware and software manufacturers.

PARAGRAPH FIVE: At or about the same time, VESA began the
process of setting a design standard for a computer bus design,
later to be known as the VESA Local Bus or "Vi-bus". Like &ll
computer buses, the VL-bus carries information or instructions
between the c¢omputer’s central processing unit and the computer’'s
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peripheral devices such as & hard disk drive, a videc display
terminal, or a modem. .

PARAGRAPH SIX: By June 1992 VESA'S Loacal Bus Committee, with:
Dell representatives sitting as members, approved the VL-bus
design standard, which improved upon then-existing technology by
more quickly and efficiently meeting the transmission needs of
naw, video-intensive software. One year earliexr, in July 19931,
Dell had received United States patent number 5,036,481 {the
"1481 patent"), which, according to Dell, gives it "exclusive
rights to the mechanical slot configuration used on the
motherboard to receive tha VL-bus card.* Nonetheless, at no time
prier to or after June 1992 did Dell discloge te VESA's Local Bus
Committee the existence of the ‘481 patent.

PARAGRAPH SEVEN: After comittee approval of the VL-bus design
standard, VES2 sought the approval of the VL~-bus design standard
by all of its voting members. On July 20, 1992, Dell voted to
approve the preliminary proposal for the Vi-bus standard. As
part of this approval, a Dell representative certified in writing
that, to the begt of his knowledge, *"this proposal does not
infringe on any trademarks, copyrights, or patents™ that Dell
possessed. On August 6, 1992, Dell gave final approval to the
VL~bus design standard. As part of this final approval, the Dell,
representative again certified in writing that, to the best of
his knowledge, "this proposal dees not infringe onr any '
trademarks, copyrights, or patents”" that Dell possessed.

PARAGRAPE EIGHY: After VESA’s VL-bus design standard became very
successful, having been included in over 1.4 million computers
sold in the eight months immediately following its adoption, Dell
informed certain VESA wmembers who were manufacturing computers
using the new design standard that their "implementation of the
VL-bus is a violation of Dell’'s exclusive rights." .Dell demanded
that these companies meet with its representatives to “detexmine
. - . the mannar in which Dell’e exclugive rights will be
recognized . . . .* Dell followed up its initial demands by
meeting with several companies, and it has never renounced the
¢laimed infringement.

PARAGRAPE NINE: By engaging in the acts or practices described in
paragraphs Four through Eight of this complaint, respondent Dell
has unreasonably restrained competition in the feollowing ways,
ameong others: '

(a} Industry acceptance of the VL-bus design standard
was hindered because some computer manufacturers
delayed their use of the design standard until the
patent issue was clarified.

(b} Systems utilizing the VL-bus design standard were
' avoided due to concexns that patent issues would

- _ . . .

P-4
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affect the VL-bus' success as an industry design

standard.

{c) The uncertainty concerning the acceptance ef the
VL-bug design standaxd raised the costs of
implementing the Vi-bus design as well as the
costs of developing competing bus desigms.

)

{(d} Willingness to participate in industry standard-

setting efferts have been chilled.

PARAGRAPH TEN: The acts or practices of respondent alleged

herein were and are to the prejudice and injury of
The acts or practices constitute unfair metheds of
or affecting commerce in violation of Section 5 of
Trade Commission Act. These acts or practices are
will continue, or may recur, in the absence of the

requested.

the public.
competition in
the Federal
continuing and
relief

WHEREFORE, THE PREMISES CONSIDERED, the Federal Trade

Commission on this day of
complaint against said respondent.

By the Commission.

Donald &, Clark

Secretary

[seal]

A.D., 1995,

iggues its
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Dell Computer Corporation

ANALYSIS OF PROPOSED
CONSENT ORDER TO AID PUBLIC COMMENT

The Faderal Trade Commission nhas accepted an agreemént to a
proposed consent order from Dell Computer Corporation (*Dell"),
which is located in Austin, Texas. The ag:eeﬁent would settle
charges by the Commission that the proposed respondent violated
Section S of the Federal Trade Commission Act by engaging in '

practices that restricted competition related to VL-bus design

standards for persconal computing systems.

The proposed consent order has been placed on the public
record for sixty (60) days for reception of comments by
interested persons. Comments received during this period will
become part of the publié record. After sixty (60) days, the
Commission will again review the agreement and decide whether it
should withdraw from the agreement or make‘final the agreement’'s

proposed order.

The Complaint

The ctomplaint preﬁared for issuance by the Commission along
with the proposed order alleged that Dell has engaged in acts and
practices that have unreasonably restrained competition to use
the VL-bus design for personal qomputers. The complaint alleges
that in February 1992.De11 became a member of the Video

Eleccronics Standards Association ("VESA")., a non-profic
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standards-setting association composed.of virtually all major

U.5. computar hardware and software manufacturers. At or about

the same time, VESA becan the process of setting a design

gtandard for a computer bus design, later to be known as;the VESA
Local Bus or *VL-bus®. "Like all computer huses, the_VL-sus
carries information or instructions between the computer’s
central processing unit and the computer’'s peripheral devices

such as a hard disk drive, a video display terminal, or a noden.

According to the complaint, by June 1992 VESA's local Bus
Committee, with Dell representatives sitting as members, approved
the VL-bus dasian standard, which improved upon then-existing
technology by more quickly and effilciently meeting the’
transmission needs of new,‘video-intensive software. OCne year

earlier, in July 1991, Dell had received United States patent
number §,036,481 (the "’481 patent”}, which, according to Dell,

gives it *exclusive rights to the rmechanical slot configuration

used on the motherboard to receive the VL-bus card.”

-

The complaint states that on July 20, 1332, Dell voted to
approve the preliminary proposal for the VL-bus standafd. As
part of this approval, a Dell representative certified in writing
chat; to the best of his knowledge, *this proposal does not
infringe on any trademafks, copyrights, oxr patents* that Dell
possessed. After committee aﬁproval of the VL-bus design |
standard, VESA sought the approval of the VL-bug design standard

by all of its voting members. On August 6, 1952, Dell’s
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representa;ive approved the final VL-bus design standard. As
paxt of its approval, a Dell representative again certified in
writing that, to the best of his knowledge, "this p;oposal does
not infringe on any trademarks, copyrighta, or patents® Phat Dell
poagessed. At no time during the standard-setting proce;s éid

Dall digelose to VESA’s Local Bue Committee the existence of the

‘481 patent.

The complaint alleges that after VESA’'s VL-bus design
standard became very successful, having been included in over 1.4
million computers sold in the eight months immediately following
its adoption, Dell informed certain VESA members who were
manufacturing computers using the new design standard that their
"implementation of the VL-bus is a wviolation of Dell's exclusive
rights."” Dell demanded;that these companies meet with its
representatives to "determine . . . the manner in which Dell‘'s
exclusive rights will be recognized . . . .* Dell followed up
its initial demands by meeting with several companies, and it has

never renounced the claimed infringement.

The complaint also alleges that the purpose or effects of

the challenged acts or practices have been to restrain

competition unreasonably in the following ways:

(a2} Industry acceptance of the VL-bus design standard

was hindered because some computer manufacturers

LN
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delayed their use of the design standard untiil the

patent issue wag clarified.

(b} Systems utilizing the VL-bus design gtandard were
f

avoided due to concerns that patent issues would

affact the VL-bus’ success as an industry design

standard.

(¢} The uncertainty concerning the acceptance of the
Vi-bus design standard raised the costs of
implementing the VL-bus design as well as the

costes of developing competing bus designs.

{d) Willingness to participate in industry standard-

setting efforts have been chilled.

1f a company wisrepresents its patent rights to a standard-
setting organization, thereby leading the organization to adopt a
particular standard that wmay infringe on the company's patent
rights, the cowmpany‘s later efforts to take advantage of market
power resulting from the standard, rather than fram some inherent
value of the patent, constitutes a violation of Section 5. Cf.
Potter Instrument Co. v. Storage Technology Corp,, 641 F.2d 190
(4th Cir.) {court would estop enforcement of patent where patent
holder participated in a standard-serting process, intentidnally
failed- to disclose the existence of its patent, and waited six

years until the standard was widely adopted before seeking ta
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enforce the patent), gert. denied 454 U.S. 832 (1981); IiI P.
Areeda, Antitrust Law § 707h at 14i-42 (1978) (negligent

migrepresentation to patent office can constitute exclusionary

act for squitable antitrust puxposes).

Br ged gant O

Part I of the oxder covers definitions. These definitions
make clear that the consent ordér applies to the directors,
officers,'employees, agents and representatives of Dell. Tke
order also defines the texms VL-bus, VESA, and "designated
representative, " which means the person appeinted by Dell to the
standard-setting organization who communicates Dell’s position
regarding its patent riéhts related to any standard undér

congideration by the standard-setting organization.

Part II of the order requires Dell to cease and desist from
all enforcement efforts where it has asserted that any person or
entity, by using or applying VL-bus in its manufacture of

computer equipment, has infringed Dell’'s *481 patent.

Part III of the order prohibits Dell from underxtaking any:
new efforts to enforce the 481l patent in which Dell would claim
that any person or entity, by using or applying VL-bus in its

manufacture of computer equipment, has infringed the 481 patent.
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Part IV of the order requires that for a period of tem (10) = .
years after the date the order becomes £inal, Dall shall cease
and desist from enforcing or threatening to enforce any patent
rights by asserting or alleging that any person’s ox ent%ty'a use
or implementation of an industry design st&ndaﬁd infringes such
patent rights if, in response to 2 written inquixy from the
standard-setting organization to respendent's designated
representative, Dell intentionally failed to disclose such patent

rights while such industxy standard was under consideration.

Part V of the order requires that for a period of ten (10)
vears after this order becomes final, Dell shall maintain the
procedure for assuring compliance with Paragraph IV of the order (7
consistent with a compliance procedure Dell has submitted to the h

Commission.

part VI of the order requires Dell te distribute a copy of
this order, complaint and an annduncemcnt to VESA, to those
members of VESA that Dell contacted regarding possible
infringement of the ‘481 patent, and to other persons respondent

has sent notice regarding the ‘481l patent <laim,

part VI also requires that Dell distribute a copy of this’
order, complaint and the announcement to new officers and
‘directors of Dell; to every employee of Dell whose

respongibilities include acting as Dell’s designated
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representative to any standard-setting organization, group or

gimilar body of which respondent is a member; and to each

gtandard-setting organization of which Dell is a member. Dell

must also identify te each standard-setting organization it joins

the name of the person who will serve as its designated

representative to the standard-setting organization.

Part VII requires Dell to file compliance reports for five

years.
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DISSENTING STATEMENT OF COMMISSIONER MARY L. AZCUENAGA
in Rell Cowputer Corp., File No. 931-0097

Today, the Commission accepts fox public comment a ¢onsent
order that prohibits Dell Computer Carp. ("Dell”) f£xom atteqpting
to enforce itsw“&ﬂl‘patent“ against anyone “using or applying
VI-bus in its manufacture of computer equipment, * because Dell
failed to warn the Video Electroni¢s Standards Association
(;VESA') of Dell’s intellectual property rights when VESA adopted
its computer local bus design standard (“VL-bus”). Because the
complaint does not allege and the evidence does not support a
viclation of Section § of the FTC Act under any established
theoxry of law, and because under any novel:theéry the compatitive
implications of the conduct alleged remain unclear, I dissent.

VESA is a private standard-setting association, the members
of which include both computér hardware . and software
manufacturers. In early 1992, 2 VESA committee developed a
proposed standard for a computer bus to carry information batween
the central procassing unit and the peripheral gevices of a

computer., In August 1992, VESA members, including Dell, voted to

spprove the proposed standaxd. The trade asgociation’s ballot
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required each member’s authorized representative to VESA to sian
a4 statement that “to the best of my knowleage,' the proposal did
nbt infringe the wember company’s intellectual property rights.
pDell subsequently asserted that implementation of the VL-bus by

othars infringed Dell’s patent rights. )

One antitrust theory might be that Dell intentionally hisled
VESA regarding the scope of its patent rights; that VESA, relying
on Dell’s misrepresentations, adopted a standard that conflicted
with Dell’s rights; ;nd that as a yesult of the gtandard, Dell
acquired maxiet power. No evidence supports a finding of such
intentiohal conduct, and the aliegations in the complaint 4o not
seem sufficient Lo support 2 finding of liability on the basis of
this theory. 1 welcome.comment on the factual showing that would
be nadessary and appropriate under this theory.

Another Section 5 theory might be that by participating in a
private trade associanion‘s‘standard+sectin§ activities, a firm
assumes an affirmative duty to identify the.boundafies of its
intellectual property xights and to warn the association of any
potential conflicts. Alternatively, the Commigsion might impose
such a duty only if a firm recurns 2 ba;lot with g certification
like VESA's, so that a firm could escape antitrust exposure by

simply not voting.
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Adoption of this novel theory of liability may affect a
range of standard-setting organizations. In creating a new
antitrust-based duty of care for participants in the veluntary
_standard setting process, a host of questions need to ke
resolved. I welcome public comment on the appﬁopriate nature and

scope of any such duty, and I look forward to reassessing the

case at the ead of the comment period.

Lab

4 TOTAL PAGE.Q13 &
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" FTC NEWS

Federal Trade Commission Washinston, D.C. 20580 (202) 326-2180 °

FOR RELEASE: NOVEMBER 2, 1995 )

DELL COMPUTER SEITLES FTC CBARGES;
WON'T ENFORCE PATENT RIGHTS FOR WIDELY USED COMPUTER FEATURE

In & precedent-setting decision announced today, Dell Computer Corporation has agreed
to drop patent claims that affect millions of personal computers using the industry standerd “VL-
bus”. The decision follows Federal Trade Commission charges that Dell restricted competition
in the personal computer industry and undermined the standard-setting process by threatenting to
exercise undisciosed patent rights against computer companies adopting the VL-bus standard.
To settie the FTC charges, Dell has;agmed not to enforce its patent rights against computer
madUfacTurers using the VL-bus, & meshanism u uansfer iusuuctions between the computer’s

central processing unit and its peripherals, such as 2 hard disk drive or video display hardware.

L4

VL.bus is the technology of choice in computers that use “486" chips.
Dell, a leading U.S. manufacturer of personal computers, is based in Austin, Texas.

According to the FTC complaint detailing the charges, Dell wasa member of the Video
Electranics Standards Association (VESA), a non-profit standards-sctting organization, when the
association began setting a design standard for a computer bus design to respond to demand for
fastar praphics performance. VESA members, representing virtually all major U.S. computer
hardware sad software manufacturers, voted to approve the new VL-bus standard in 1992. As -
part of that approval, a Dell representative aliegedly certified that he knew of no patent, '
trademnark or copyright that the bus design would violate,

After the VESA VL-bus design standard became successful and computer manufacturers
had sold more than 1.4 million personal computers incorporating the VE-bus, Dell contacted
certain VESA members and asserted that it obtained a patent in 1991 that they were violating by
using the VL-bus standard, the complaint alleges.

n .
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(Delt—11/2/95)

corppany for acting through a standardesciting assacistion to unileterally seek to IMpoOsT COStE On
its rivals through abuse of the standard-setting process, accordlng to William J. Baer, Director of
the FTC's Bureau of Competition. ' : )

“Voluntary standard-setting in high tech industries results in greater compatibility among
products, which in tamn gives consumess 4 broader range of choices,” gaid Bacr. s Opes,
industry-wide standarda algo bonafit coasumars bocause they can be used by everyone Without
cost. This settlement makes it clear that firms cannot commit to an open standard, and then, after
't becomes successful, assert patent rights inan effortto l;lo‘ck use of the design or drive up the
price through royalty payments. In this case, Dell's certification to the Association led the
industry to believe the standard was truly opea. 1f Dell bad informed the Association of its
patent claims during the standard-setting process, the Association could have adopted a diffecent
standand that would not have conflicted with the patent,” he said.

The FIC chuged&mnd!‘saaiommmﬁkandthﬂ&wyunmsonab!yremined
competition in the following ways, according lo the complaint:

—industry acceptance of the VESA VL-bus standard was hindered pending 2
resolution of the patent issue;

—companies avoided usingisystems incorporating the VL-bus design because they
were concerned that the patent issue would chill its acceptance as the industry
-statdard;

—-uncertainty about acceptance of the design standard raised the cost of
implementing the VL-bus design and the casts of developing competing bus
designs; and

—willingness to participate in industry standard-setting efforts has been chitied.

To settle the charges, Dell has agreed not to enforce its patent against computer
manufacturers incorporating the VL-bus design in their products. In addition, Dell would be
prohibited from enforcing any of its patent rights that it intentionally fails to disclose upon
request of any standard-setting organization during the standard-setting process, The settlement
also contains various reporting requircments that would assist the FTC in ensuring Dell’s
compliance,

The Commission's vote to accept the proposed settlement for public comment was 4-1,
with Commissioner Mary L. Azcuenaga dissenting. In her dissenting statement, Commissioner
Azcuenaga said, “Because the complaint does not allege and the evidence does not supporta
violation of Section S of the FTC Act under any established theory of law, and because under any
aovel theory the competitive implications of the conduct alleged remain unclear, T dissent QOne
antitrust theory might be that Delt intentionally misted VESA cegarding the scope of its patent
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rights; that VESA, relying on Dell’s misrepresentations, adopted a standard that conflicted with
Dell's rights; and that as a result of the standard, Dell acquired market powee., No evidence
supports a finding of such intentional conduct... Another Section 5 theory might be that by
participating in a private trade assaciation’s standard-sctting activities, a firm assumes an
affinnative duty to identify the boundaries of its intellectual property rights and to wam the
association of aay potential conflicts...Adoption of this navel theory of liability may affect a

" range of standard-setting organizations. In creating a new artitrust-based duty of care for  *~
participants in the voluntary standard-setting process, & host of questions needs to be resolved. 1
welcome public comment on the appropriate nature and scope of any such duty, and I took
forward to reassessing the case at the end of the comment period.”

The sgreement will be published in the Federal Register shortly and will be subject to
public corment for 60 days, after which the Commission will decide whether to make it final.
Comments should be addressed to the FTC, Office of the Secretary, 6th Strect and Pennsylvania
Avenus, N.W., Washington, D.C. 20580,

NOTE: A consent agreement is for settlement purposes only and does not constitute an
admission of & law violation. When the Commission issues a consent order on a final basis, it
carries the force of law with sespect to future actions. Each violation of such an order may result
in a civil penalty of $10,000.

Capies of the complaint, proposed tonsent agreement and an analysis of the
agreement te assist the public in commenting, are available from the FTC's Publie
Reference Branch, Room 130, 6th Street and Penusylvania Aveaue, N.W., Washington,
D.C. 20580; 202-326-2222; TTY for the hearing impaired 202-326-2502. Yo find out the
latest FTC news as it fs announced, call the FTC's NewsPhone recording at 202-326-2710.
FT'C news releases and other materials also are available on the Internet at the FIC's
World Wide Web Site at: hitp:/fwww.{te.gov

HH#

MEDIA CONTACT: Claudia Boumne Farrell, Office of Public Affairs
202-326-2181

STAFF CONTACT: William J. Baer, Bureau of Competition
202-326-2932

(FTC File No. 931 0057) (Delll)
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UNITED STATES OF AMERICA
BEFORE PEDERAL TRADE COMMISSION .

In the Mattaer of File No. 931-0097 ,

AGRREMENT CONTAINING
CONSRNT ORDER TO
CEASE ARD DRSIST

DELL COMPUTER CORPORATION,.
a corporation.

Luwvvvww

The Federal Trade Commission (*Commimsion®). having initiated
an investigation of certain acts and practices of the Dell
Computer Corporation (*Dell®), and it now appearing that Dell
Computer Corporation, hereinafter gomatimas referred to as
proposed respondent, is willing to enter into an agreement
containing an order to cease and desist Zfrom engaging in the acts
and practices being investigated, and providing for othexr relief,

IT IS MEBREBY AGREED by and between the. proposed respondent, |
by its duly authorized officer and its attorney and counsel for °
the Commission that:

1. Proposed resppndent Dell is a corporaticn oxganized,
existing and doing businems under and by virtue of the laws of
the State of Delawara, with its offices and principal place of
business locatad st 2214 West Braker Lane, Augtin, Texas 78758B.

2. Proposed respondent admits all the juriadictional facts
set forth in the draft of complaint here attached.

3. Proposed respondent waives:
{a) sany further procedural steps;
(b} the requirement that the Commission's decision
contain a statement of findings of fact and

conclusions of law;

(c) all rights to seek judicial review ox otherwise to
challenge ox contest the validity of the order -
entered pursuant to this agreement; and

(d) any claim under the Equal Access to Justice Act.
4. Proposed respoandent shall submit with this agreemeat an

initial report signed by the proposed respondent secting forth in
precise detail the mammer in which the proposed respondent will
comply with Paragra £, she o W d if entered. - Such
report will not beco U t!éf i'}l.é 6l ﬁ‘ @r@;?d?}éés and until
] HE ST R ) L
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the accompanying agreement and order are accaeptad by the
Cemmission., At the time such report is submitted, proposad
respondent may requeat confidentiality for.any portion thereof
with a precise showing of Justification therefox.

5. This agreement shall not become part of the public
record of the proceeding unpleas and until it is accepted by the
Commiseion. "If this agreement is accepted by the Commission it,
together with the draft of complaint contemplated thereby, willl
be placed on the public yecord for a period of aixty (60) days
and information in respect thereto licly releangsed. The
Commigssion thereafter may eithexr withdraw its acceptance of this
agreement and so nétify- the proposed respondent, in which event
it will take such action as it may consider appropriate, or issue
and serve its complaint (in such form a8 the circumstances may

require) and decision, in disposition of the proceeding.

€. This agreement ig fox gettlement purposes culy and does
not constitute an admission by proposed respondent that the law
has been vioclated as alleged in the draft of complaint herxe
attached, or that the facts 28 alleged in the draft complaint,
other than jurisdictional facts, axe true.

7. This agreement contemplates that, if it is accepted by
the Commissicon, and if such acceptance 48 net subgequently
withdrawn by the Commigsion pursuant to the provisions of § 2.34
of the Commission’sg Rules of practice, the Commission may,
without further motice to the proposed respondent, (1) iasue its
complaint corresponding in form and substance with the draft
complaint here attached and its Qecision containing the following
ordar to cease and desist in disposgition of the proceeding, and
(2} make information public in respect thereto. When so entered,
the ordar to cease and desist shall have the game force and
effect and may be altared, modified, or set aside in the same
ramner and within the same time provided by statute for other
orders. The order shall become final upon garvice. Delivery by
the U.S. Postal Service of the complaint and decision containing
the agreed-to order to proposed respondeunt’s address as stated in
this agreement shall comnstitute service. Proposaed respondent
wajves any right it may have CO any other manner of service. The
complaint may be used in construing the terms of the order, and
no agreement, understanding, representation, -or interpretation
not contained in the order or agreement may be used to vary or
contradict the terms of the orxdar.

8. Proposad respoodent has read the proposed complaint and
order contemplated hereby. Proposed respondent uUnderstands that
once the order has been issued, it will be required to file one
or more compliance reports showing that it has fully complied
with the order. Proposed respondeant further understands that it
may be liable for civil penalties in the amount provided by law
for each violation of the order after it becomes final.

~-2-
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* ORDER
) o

IT IS ORDERED that, as used in this order, the following
definitiona shall -apply: :

A. *"Respondent® or "Dell" meags Dell Computer Corporatien,
its predecessors, subsidiaries, divisions, groups, and affiliates
controlled by Dell Cemputer Coxporation, their successors and
assigos, and their divectors, officers, employees, agents and
representatives, ’

B. *pesignated reprasentative” means the person appointed
by Dell to the standard-setting organization who communicates
respondant’s position regarding respondent’s patent rights
related to any standard under consideration by the standard-
setting organization.

C. YURSA' means the Video Electronics Standards
Association, located at 2150 North First Street, Suite 440, San
Joge, Califoxmia, 95131,

D. *VL-bugs* means the computer local bus design standard
VEKSA astablished in August 1992 for the tramsmiseion of computer
information batween a computer’s central processing unit and
certain computer peripheral devices.

. E. "’481 patent”means United States patent number
5,036,481.
F. *Commission” means the Federal Trade Commission.
II

L J

IT IS PURTHER ORDERED that, withip thirty (30) days after
the date this order becomes £inal, and until July 31, 2008,
respondent shall cease and desist all efforts it has undertaken
by any means, including without limitation the threat,
prosecution or defense of any suits or othar acticms, whether
legal, equitable, or administrative, as well as any arbitrations,
mediations, or any other form of private—dispute ‘resalution;
through or in which respopdent has asserted that any person ox
entity, by using or applying VL-bus in its manufacture of :
computer equipment, has infringed the '481 patent. ‘

IIX
. IT IS FURTHER ORDERED that, until July 31, 2008, respondent
shall not undertake any new efforts to enforce the '481 patent by
threatening, prosecuting or defending apy suit or other action,
whether legal, equitable, or administrative, as well as any

-q-
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arbityation, mediation, or other form of private diapute
resolution, through or ir which respondent claimsg that any pexson
or entity., by using or applying ViL-bus in .its manufacture of
computer equipment, has infringed the 1481 patent.

Iv

IT IS FURTHER ORDERED that, .£0r a periocd of tem (104 years
after the date this.order becomes final, respondent shall cease
and desist from enforcing or-threatening to enforce any patent
rights by asserting or alleging that any person’s or entity’s use .
or implementation of an induatyry design standard infiringes such
patent righcs, if, in response to a written inquiry f£rom the
standard-getting organization to respondent’s designated
representative, regpondent jntentionally failed to disclose guch
patent rights while such industry standard was under
censideration.

v

YT IS FURTHER ORDERED that, for & perlod of ten {10} years
after this order becomas final, respondent ghall maintain the
procedure for agsuring compliance with Parxagraph IV of this
order, as accepted by the Commission pursuant to Paragraph ¢ of
the Agreement Containing Consent Order to Cease and Desist.

vI
IT YS FURTHER ORDRRED that respondent shall:

A. Within thirty (30) days after the date this order
becemes final, distribute & copy of this order, complaint and the
announcement shown iu Appendix A to this order to VESA, to those
members of VESA that Dell contacted regarding possible
infringement of the ‘481 patent, and to any other perscn or
entity to whom respondent has sent notice regarding its claim
that the implementation of the VL-bus standard conflicts with or
infringes the ‘481 patent. .

B. wWithin thirty (30) days after the date this order
becomes final, distribute a copy of this order, complaint and the
announcement shown in Appendix R to this orxder to every officer
and director of respondent, and to every employee of respondent
whose responsibilities include acting as respondent’s designated
representative to any standard-setting organization, group or
similar body of which respondent is a member.
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c. For a period of five (5) years after the date this
order becomes final, furnish a copy of this order and complaint
to each new officer and director of respondent and to every new
employee of respondeat whose respongibiliries will or do include
acting as respondent’s designated representative to any standard-
setting organigzation, group or similar body of which respondent
ia 2 member. Such copies must be furmished within thirty (30)
days after any such persons assume their position as’ an officer,
director or employee. For purposes of this paragraph VI.C., *new
employee® ghall include without limitatica any of regpondent’s
employees whosa duties chenge duxing their employment to include
acting as respondent’s desigoated representative to any
standards-setting organization, group oO¥ gimilar body of which
regpondent is a membex.

D.. For a period of ten (10) years after the date this
order becomes final, respondent shall furnish each standard-
setting organization of which it is a member and which it joins a
copy of the crder and respondent shall identify to each such
organization the name of the person who will serve as
respondent’s designated representative to the gtandard-secting

nmani‘f‘a{'gnpﬂwfum UNLIGKREL UG L LSRR RAAMTUL  Ostthdd

) Within ninety' (90) days after the date this order
becomes final, and annudlly thereafter for five (5) years on the
anniversary of the date this order becomes final, and at such
other times as the Commission may, by written motice to the
respendent, require, file a verified written report with the
Cesmission setting forth in detall the manner and form in which
the respondent has complied and is complying with this order.

B. For a period of ten (10) years after the date this order
becomes final, maintain and make available to Commission staff,
for inspection and copying upon reascnable notice, xecords
adequate to describe in detail any action taken in cohnection
with the activities covered by Paragraphs V and VI of this order.

C. Notify the Commigsion at least -thirty (30} days priex to
any proposed change in respondent such as dissolution, aggignment
or sale resulting in the emergence of a successor corporation,
rhe creation or dissolution of subsidiaries, or any other change
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in respondent that may affect compliance obligations arisipng out
of this order.

gigned this day of . 19

COUNSHL FOR FEDERAL TRADE COMMISSION  DELL COMPUTER CORRORATYON

Paul J. N Richard. sal
as ol Vice-President and Deputy

Ganeral Counsel for
Dpll Computer Corporation

Daniel Silver

Dell Computer Corporation

Richard B. Dagen {
Deputy Asgistant Director

N2 AU,

Michael E. Antalics
Assistant Directoxr

Mlom/

Parbera-A-——Etark Mark D whikentr
Director -fer—titigation

L) P |

MaryLeu—Stahroe William J. Pder~

Rty D:Lrector
Bureau of Competition
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Appendix A

Announcament

Dell CompuCer Corporation has antered into a consent
agreement with Che Fedaral Trade Commisaion. Pursuant to this
consent agreement, the Commigsion issued an order on {Date} that
prohibits Dell from enforcing its United States patent number
5,036,481 against any company for such company’s use cf the Video
Electronice Standards Association’s VL-bus standard.

Por more specific information, please refer to the FIC order
jeself, a copy of which is attached for your ipformation.

General Counsel
pDell Computar Corporation
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UNITED STATES OF AMERICA
BEFORE THE FEDERAL TRADE COMMISSION

In the Matter of . .
File No. 931-0087

DELL COMPUTER CORPORATION,
a corporation

L

INITIAL REPORT OF DELL COMPUTER CORPORATION CONCERNING
COMPLIANCE WITH CONSENT ORDER

Pursuant to Paragraph 4 of the Agreement Containing Consent Order To Cease
And Desist dated April __, 1995, Dell Computer Corporation (“Dell”) submits this ,
mPOrtsetth\gforﬂx&temminwhidﬂtwﬂlmmplyﬁﬂthgmphwofﬂw
Consent Order (“the Order”) when and if entered. '

Paragraph IV requires tt;at, for a peciod of ten (10} years after the Order becomes
final, Dell will cease and destst from enforcing or threatening to enforce any patent
rights by asserting or alleging that any person’s or entity’s use or implementation of an
industry design standard infringes such patent right if, in response to a written inquiry
from the standard-setting organization to Dell’s designated representative, Dell
intentionally failed to disclose such patent rights while such industry standard was
under consideration. To comply with this provision; Dell will institute the following
procedure if and when the Order becomes final, which procedure shall be maintained
for a period of ten (10) years after the Order becomes fmal: |

A, Dell will identify one or more employees who shall maintain familiarity
with Dell’s intellectual property rights;
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B. Uponmoeiptofwﬁ&minquixy&omastandaxd-setﬁngassodaﬁonas
provided in Paragraph [V of the Order, Dell’s designated representative to that
association will confer, pﬁarm:spmdmgbmdwamquﬁy with an employee
identified pursuant to Paragraph A above, as towhetherﬂteproposed standard
infringes any of Dell’s patent rights; ' "

C.  Dell will maintain a file containing.a copy of (1) gach written inquiry
received from » standard-setting association as provided in Paragraph IV of the Order
and (2) any reply to such written inquiry; and

D. Inthe event that Dell proposes to enforce, or threaten to enforce, any
patent rights by asserting or alleging that any person’s or entity’s use or
implementation of an industry design standard infringes such patent rights, Dell shall .
cause the Sle created purswant to Paragraph C sbove, to be searched for any reference
to the industry design standard whose use or implementation is being proposed as the
basis for the accusation of infringement.

Respectfully submitted,

(G S

Richard Salwen
Vice-President and Deputy General
Counsel for

Deil Computer Corporation

Dated:
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UNITED STATES OF AMERICA
BEFORE FEDERAL TRADE COMMISSION

in the Mattar of

DELL COMRUTER CORPORATION, DOCRET NO.

a corporation.

st Nl Nl Tant Nl Nl NP gt

COMPLAINT

Pursuant to the provisions of the Federal Trade Commission
Act, and by virtue of the authority vested in it by said Act, the
Federal Trade Commission, having reason to believe that the
‘respondent, Dell Computer Corporation, a corporation, has
viclated the provisions of said Act, and it &ppearing to the
Commission that a proceeding by it in xespect thereof would be in.
the public interast, hereby issues its complaint, stating its
charges as follows:

PARAGRAPH ONE: Respondent Dell Computer Corporation ("Dell®} is
a corporation organized; existing and doing business under and by
virtue of the laws of the State of Delaware, with its principal
office and place of buainess at 2214 West Braker Lane, Texas
78758.

PARAGRAPH TWO: Respondent is a publicly traded for-profit
corporation engaged in the innovation, development, “wanufacture,
and sale of personal computer systems threughout the United
States. By virtue of its purposes and activities, respondent is
a corporation within the meaning of Section 4 of the Federal
Trade Commission Act, 1S5 U.S5.C. § 44.

PARAGRAPH THREE: Dell’s acts and practices, including the ucts
and practices alleged in this compladint, are in or affect
commerce as defined in the Federal Trade Commission Act.

PARAGRAPH FOUR: In February 1992 Dell became a member of the
Video Electronics Standards Association ("VESA"), a non-prefit
standards-setting association compesed of virtually all major
U.S. computer hardware and software manufacturers.

PARAGRAPR FIVE: At or about the same time, VESA began the
process of getting a design standard for a computer bus design,
later to be known as the VESA Local Bus or “Vi-bus". Like all
computer buses, the VL-bus carries information or instructiens
between the computer’s central processing unit and the computer’s
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perxipheral devices such as & hard disk drive, a videc display
terminal, or a madem. '

PARAGRAPH BIX: By June 1992 VESA’s Local Bua Committee, wich:
Dell representatives sitting as members, approved the VIL-bus
design standard, which improved upon then-existing technology by
more quickly and efficiently meeting the transmission needs of
new, video-intensive software. One year earlier, in July 1991,
Dell had received United States patent number 5,036,481 {(the
"'481 patent"), which, accoxding to Dell, gives it “exclusive
rights to the mechanical slot configuration used on the
motherboard to receive tha VL-bus cazrd.* Nonetheless, at no time
prior to or after June 1992 4did Dell disclose to VESA’s Local Bus
Committee the existence of the ‘481 patent.

PARAGRAPH SEVEN: After committee approval of the VL-bus design
standard, VESA sought the approval of the VL-bus design standard
by all of its voting members. On July 20, 1992, Dell voted to
approve the preliminary proposal for the Vi-bue standard. As
part of this approval, a Dell representative certified in writing
that, to the begt of his knowladge, "this proposal does not
infringe on any trademarks, copyrights, or patents™ that Dell
possessed. On August 6, 1992, Dell gave final approval to the
VL-bus design standard. As parc of this final approval, the Dell,
representative again certified in writing that, to the best of
his knowledge, "this proposal dces not infringe on any
trademarks, copyrights, or patents® that Dell pessessed.

PARAGRAPE EIGHY: After VESA's VL-bus design standard became very
sucgessful, having bean included in over 1.4 million computers
sold in the eight months immediately folleowing its adoption, Dell
informed cextain VESA members who were manufacturing computers
using the new design standard that their "implementation of the
VL-bug is a violation of Dell’'s exclusive rights." .Dell demanded
that these companies meet with its representatives to *"detexmine
- - . the manner in which Dell‘’s exclugive rights will be
recognized . . . .* Dell followaed up its initial demands by
meeting with several companies, and it has never renounced the
claimed infringement.

PARAGRAPE NINE: By engaging in the acts or practices deacribed in
paragraphs Four through Eight’ of this complaint., respondent Dell
has unreasonably restrained competition in the fellowing ways,
among others: '

(a} Industyy acceptance of the VL-bus design standard
was hindered because some computer manufacturers
delayed their use of the design standard until the
patent issue was clarified.

{b} Systems utilizing the VL-bus degign standard were
avoided due to concexns that patent issues wquld

-2 '
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affact the VL-bus' success as an industry design
standard.

{c} The uncertainty concerning the acceptance of the
VL-bus design standaxd raised the costs of
implementing the VL-bus design as well as the

costs of developing competing bus designas.
4

(d} Willingness to participate in industry standard-
setting efforts have been chilled.

PARAGRAPE TEN: The acts or practices of raspondent alleged
herein were and are to the prejudice and injury of the public,
The acts or practices constitute unfairxr mwethods of competition in
ar affecting commerce in violation of Section § of the Federal
Trade Commission Act. These acts or practices are continuing and
will continue, or may recuyr, in the absence of the relief
requested.

WHEREFORE, THE PREMISES CONSIDERED, the Federal Trade
Commission on this day of A.D., 1995, isgsues its
complaint against said respondent.

By the Commission.

Donald 8, Clark
Secretary

[seall
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Dell Computer Corporation

ANALYSIS OF PROPOSED
CONSENT ORDER TO AID PUBLIC COMMENT

The Federal Trade Commission ﬁas accepted an agreemént to a
propesed consent order from Dell Computer Corporation ("Dell*),
which is located in Auatin, Texas. The agree&ant would settle
charges by the Commission that the proposed respondent violated
Section S of the Federal Trade Commission Act by engaging in
practices that restricted competition related to VL-bus design

standards for personal computing systems.

The proposed consent order has been placed on the public
record for sixty (60) days for reception of comments by
interested persons. Comments received during this period will
become part of the public record. After sixty (60) days, the
Commigsion will again review the agreement and decide whether it
should withdraw from the agreement or make final the agreement’s

proposed order.

The Complaint

The complaint prepared for issuance by the Commission along
with the proposed order alleged that Dell has engaged in acts and
practices that have unreasonably restrained competition to use
the VL-bus design for personal computers. The complaint alleges
that in February 1%92 Dell became a member of the Videc

Elecrronics Standards Association ("VESA"), a non-profic
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standards-setting association composed.of virtually all major

U.S. computer hardware and software wanufacturers. At or about
the same time, VESA‘began the process of ueéting a design
standard for a computer bus design, later to be known aa;the VESA
Local Bus or "VL-bus®. Like all computer buses, the VL-ﬁus
carries information or instructions between the computer’s
central processing unit and the computer’s peripheral devices

such as a hard disk drive, a video display terminal, or a modem.

According to the complaint, by June 1992 VESA‘s Loecal Bus
Committee, with Dell representatives sitting as members, approved
the VL-bus design standard, which improved upon then-existing
technology by more quickly and efficiently meeting the’
transmission needs of new,_video~intensive software. One year

earlier, in July 1991, Dell had received United States patent
number §,038,481 (the *-481 patent"}, which, according to Dell,

gives it *exclusive rights to the mechanical slot configuration
used on the motherboard to receive the Vi-bus card.; N

The complaint states that on July 20, 1392, Dell voted to
approve the preliminary proposal for the VL-hus standard. As
part of this approval, a Dell representative certified in writing
chat, to the best of his knowledge, *this proposal does net
infringe on any trademarks, copyrights, or patents" that Dell
possessed. After committee aéproval of the VL-bus design
srandard, VESA sought the approval of the VL-bus design standard

by all of its voting members. On August 6, 19592, Dell’s
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representative approved the final VL-bus design standard. As
part of its approval, a Dell representative again certified in
writing that, to the best of his knowledge, "this p;oposal does
not infringe on any trademarks, copyrighta, or patents* that Dell
poasessed. At no time during the standard-setting proce;s did

Dall disclose to VESA‘s Loce) Bus Committee the existence of the

‘481 patent.

The complaint alleges that after VESA's VL-bus design
standard became very successful, having been included in over 1.4
million computers sold in the eight months immediately following
its adoption, Dell informed certain VESA members who were
manufacturing computers using the new design standard that their
"implementation of the VL-bus is a violat?on of Dell‘’s exclusive
rights.” Dell demanded;that these companies meet with its
representatives to *determine , . . the manner in which Dell‘s
exclusive rights will be recognized . . . .* Dell followed up
its initial demands by meeting with several companies, and it has

never renocunced the claimed infringement.

The complaint also alleges that the purpose or effects of
the challenged acts or practices have been to restrain

competition unreascnably in the following ways:

(a) Industry acceptance of the VL-bus design standard

was hindered because some computer manufacturers

.\
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delayed their use of the design standard until the

patent jissue was clarified.

{b} Systems utilizing the VI-bus design sgtandard ware
!

avoided due to concerns that patent issues would

affect the VL-bus’ séuccess as an industry design

standard.

(c) The uncertainty concerning the acceptance of the
VL~bus design standard raiged the costs of
implementing the VL-bus design as well as the

cogts of developing competing bus designs.

{d) Willingness to participate in industry standard-

setting efforts have been chilled.

1f a company wmisrepresents its patent rights to a standard-
setting organization, thereby leading the organization to adopt a
particular standard that way infringe on the company’s patent
rights, the company’'s later efforts to take advantage of market
power resulting from the standard, rather than fram some inherent
value of the patent, constitutes a viclation of Section 5. Cf.
Potter Instrument Co. v. Storxage Technoloqy Qg:ﬁ,, €41 F.24 190
(4th Cir.) {(court would estop enforcement of patent where patent
holder participated in a standard-setting process, incentionally
failed to disclose the existence of its patent, and waited six

years until the standard was widely adopted before seeking ta
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enforce the patent}, gert. denied 454 U.S. 832 (1981} ; III P.
Areeda, Antitzust Law § 707h at 141-42 (1978) (negligent
misrepresentation to patent offica can constitute exclusionary

act for equitable antitrust puxposes).

. Pr sed gent O

Part I of the order covers definitions. These definitions
make clear that the consent crder applies to the directors,
officers, employees, agents and representatives of Dell. The
order alfo defines the terms VL-bus, VESA, and "designated
representative, " which means the person appointed by Dell to the '
standard-setting organization who communicates Dell‘s position
regarding its patent riéhts related to any standard under

consideration by the standard-setting organization.

Part II of the order requires Dell to cease and desist from
all enforcement efforts where it has asserted that any person or
entity, by using or applying VL-bus in its manufacture of

computer ecquipment, has infringed Dell’s ‘481 patent.

Part I1I of the order prohibits Dell from undextaking any:
new efforts to enforce the 481 patent in which Dell would claim
that any person or entity, by using or applying VL-bus in its

manufacture of computer equipment, has infringed the ‘481 patent.
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Part IV of the order requires that for a period of ten (10}
years after the date the order becomes final, Dell shall cease
and desist from enforecing or threatening to enforce'any patent
rights by asserting or alleging that any person’s or.ent%ty's use
or implementation of an industry design standard infringes such
patent rights if, in response to a written inguixy from the
standard-setting organization to respondent'’'s designated
representative, Dell intentionally failed to disclose such patent

rights while such industxy standard was undexr consideration.

Part V of the order requires ﬁhat for a period of ten (10}
vears after this order becomes final, Dell shall maintain the
procedure for aassuring compliance with Paragraph IV of the oxder
consistent with a compliance procedure Dell has submitted to the

Commission.

Part VI of the order requires Dell teo distribute a copy of
this order, complaint and an announcement to VESA, to those
members of VESA that Dell contacted regarding possible
infringement of the ‘481 patent, and to other persons respondent

has sent notice regarding the ‘48L patent claim.

Part VI also requires that Dell distribute a copy of this’
order, complaint and the announcement to new officers and
directors of Dell; to every employee of Dell whose

responsibilities include acting as Dell’s designated
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representative to any gtandard-setting organization, group or
similar bedy of which respondent is a member; and to each
gstandard-secting organization of which Dall is a wmember. Dell
must also identify to each standard-setting organization‘it joins
the name of the person who will sexve as its designated |

representative to the standard-setting organization.

Part VIY requires Dell to file compliance reports for five

vears.



3 'eS 15:@? FROM 282 S15-5@53 TQ 53“?‘?06'?48 PRGE.QIL/OL3

o -

DISSENTING STATEMERT OF COMMISSIONER MARY L. AZCUENAGA
in Rell Cowputer Corp., File No. 931-0037

Today, the Commission accepts for public comment a ¢onsent
order that prohibits Dell Computer Carp. ("Dell”) fxbm attempting
' to enforce its *‘481 patent” against anyone “uging or applying
VI-bus in its manufacture of computer equipment,* because Dell
falled to warn the Video Electronids Standards Asseciation
(;VESA') of DPell’s intellectual property rights when VESA adopted
its computer local bus design standard (“WL-bus®). Because the
complaint does pot allege and the evidence does not support a
viclation of Section § of the FTC Act under any established
theory of law, and because under any novel theory the compatitive
implications of the conduct alleged remain unclear, I dissent.

VESA is a private standard-setting association, the members
of which include both computer hardware.aAd software
manufacturers. In early 1992, a VESA committee developed a
proposed standard for a computer bus to carry information between
the central processing unit and the peripheral gdevices of a

computer. In Rugust 1992, VESA membexs, including Dell, voted to

apprcve the propeosed standard. The trade association’s ballot
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required each wember’s authorized representative to VESA to sign
a statement that “to the best of my knowle&ge,' the proposal did
not infringe the wmembex company’s intellectual property rights..

Dell subsequently asserted that implementation of the VL-bus by

others infringed Dell‘s patent rights. .

One antitrust theory wight be that Dell intentionally misled
VESA regarding the scope of its patent rights; that VESA, relying
on Dell’s misrepresentations, adopted a standard that conflicted
with Dell’s rights; and that as a result of the gtandard, Dell
acquired maxket power. NoO evidence aupports a finding of such
intestional conduct, and the allegations in the complaint do not
seem sufficient to suppoxt 3 finding of liability on the basis of
this theory. 1 walcomevcomment on the factual showing that would
be necessary and appropriate under this theory.

Another Section 5 theory might be that by participating in a
private trade association’s standard-setting activities, a firm
assumes an affirmative duty to ;dentify the boundaries of its
intellectual properxty rights and to warn the association of any
potential conflicts. Alternatively, the Commission might impose
such a duty only if a firm returns 3 ballot with a certifjcation

1ike VESA‘s, so that a firm could escape antitrust exposure by

simply not voting.
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'; Adoption of this novel theory of liability may affect a
range of standard-gsetting organizations. 1In creating a new
antitrust-based duty of care for participants in the voluntary
.standard setting process, a host of questions need to be
resolved. I welcome public comment on the app;cpriate nature and

scope of any such duty, and I look forward to reassessing the

case at the end of the comment period.

i



