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Connectivity will Change the Game for the Auto Industry

The increasing integration of information and communication technologies in vehicles is
creating new challenges for licensing patents in general, and for negotiating royalty

payments for standard-essential patents in particular.

Most market experts predict dramatic changes in the auto industry because of shifting
consumer preferences, new business models and emerging markets. The sector also looks
set to be heavily affected by new sustainability and environmental policy changes, as well
as by upcoming regulations on security issues. These forces are predicted to give rise to
disruptive technology trends, such as driverless vehicles, electrification and

interconnectivity.

Forecast studies posit that the smart car of the near future will be constantly exchanging
information with its environment. Car-to-X or car-to-car communication systems will
enable communication between cars, roadsides and infrastructure, while mechanical
elements will soon be embedded into computing systems within the internet
infrastructure. The auto industry is one of the first sectors to rely on Internet of Things
(loT) technologies, which connect devices, machines, buildings and other items with
electronics, software or sensors. Interconnectivity across multiple vehicle parts and units
relies on the specification of technology standards such as 4G or 5G, Wi-Fi, video
compression (HEVC/VVC), Digital Video Broadcasting (DVB) and Near Field

Communication (NFC) or the wireless charging Qi standard to name a few (figure 1).
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Figure 1: Connectivity standards implemented in vehicles

IEEE 802.11p, IEEE 1609.x

P IEEE 802.11ah
S —
— DVB. DVB-T2,
TSN AT = = = ISDB-T, AVC,

e S~ HEVC, VVC,
& ~ a [ —] [ —] .
Qi, Bluetooth

Wireless charging T
standards / _' , IEEE 802.11p

‘db

LF, UHF [} I

P IEEE 802.11a/b/g/n '

However, many of these standards implemented in cars are subject to an increasing
number of standard-essential patents (SEPs). The integration of highly patented
standardized technologies creates economic risks for vehicle manufacturers as royalty
rates that can be considered FRAND are yet debated in many cases also yielding SEP
litigation. While first organizations have started to set up licensing programs for e.g. 2G,
3G and 4G SEPs (e.g. AVANCI), many companies in the automotive supply chain still have
no access to a SEP license. Moreover, many of the automotive industry companies that
adopt standards subject to SEPs have little experience with negotiating a SEP license and
limited information about the SEP ownership situation. Understanding the overall SEP
landscape is, however, critical for the smooth adoption of connectivity standards,
maintaining profitability, and protecting the capacity to sell new products, components,

systems, or whole vehicles with enough access to third-party patent rights.

Figure 2 shows the number of declared patents for 3G, 4G and 5G that mention a vehicular
application. Here we can see a sharp increase in patent declarations since 2018 especially
driven by 5G declared patents that seem to increasingly describe the application of 5G in

vehicles.


https://www.iplytics.com/report/sep-litigation-trends-what-data-say/
https://www.iplytics.com/report/sep-litigation-trends-what-data-say/
https://www.avanci.com/
https://www.iplytics.com/report/count-valuate-sep-declarations-contribution-data-5g-wifi-vvc/
https://www.iplytics.com/report/count-valuate-sep-declarations-contribution-data-5g-wifi-vvc/
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Figure 2: Number of declared patents that mention a vehicular application as to declared

standards (IPlytics, 2021)
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Standard setting in the auto industry is mostly associated with either setting de facto
standards within the manufacturers’ production lines or ratifying safety standards set by
legislation. However, in the information and communication technology sector, standard
setting goes beyond the specification of compatibility standards and can be described as
the joint development of sophisticated technologies. Companies meet in standard-
setting working groups and present their innovative technology proposals for selection
and incorporation in highly complex standardized systems. Not only do development and
use of standards differ between the auto and communication industries; so too do the
patent licensing mechanisms. Patents in the automotive industry are usually licensed on
vertical levels. A Tier 1 manufacturer would not usually request licensing fees from an
original equipment manufacturer (OEM) but would rather incorporate these costs into its
component prices. This allows suppliers to ensure that their components are free of third-
party rights. When it comes to license negotiations, royalties are mostly based on a single
part improved by an invention - licensing costs have thus had only a marginal influence
on vehicle prices so far. The licensing of patents in the communication industry, by
contrast, focuses on the end device and thus targets OEMs. Consequently, royalties are
much higher by comparison, especially for manufacturers which do not own a patent

portfolio to cross-license.
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This prospect is already sparking interest among SEP owners about asserting their SEPs
against auto manufacturers, as companies from the telecommunications industry watch
to see what happens next. While the European Court of Justice (ECJ) and the U.S.
Department of Justice (DOJ) have set clear rules for SEP licensing and the use of injunctive
relief, there are no concrete guidelines on how to calculate fair, reasonable and non-
discriminatory (FRAND) licensing terms for SEPs. The interpretation of existing case law
differs radically between jurisdictions meaning that while injunctive relief is out of the
question in some countries, it is entirely possible in others, such as Germany, where
infringing manufacturers are often obliged to provide appropriate security payments

even before the initiation of court proceedings. This has created |legal uncertainty and

unpredictable costs for many car manufacturers.

Relevant Standards for Connected Cars

Future technologies will allow machines or cars to exchange information, directly
integrating the physical world into computer-based systems. Interconnectivity of these
different systems and communication across multiple devices rely on the common
specification of standards. Thus, standardization also needs to keep up with the
technological pace. Therefore, new working groups are being formed to deal with the
standardization of the latest technological achievements for connected vehicles. One of
the most active group is the 5G Automotive Association (5GAA) a global, cross-industry
organization of companies from both automotive and telecommunications industries. The
goal of the 5GAA is to develop end-to-end solutions for future mobility and
transportation services to avoid incompatibility. In other words, the group specifies the
implementation of connectivity standards (e.g. 4G/5G) making sure that the full potential
of the standardized technologies is utilized for the automotive application. Indeed, when
looking at the number of contributions submitted and approved at the different 5GAA
working groups at 3GPP (figure 3) the main contributors include handset, chip or network
manufacturer such as LG, Huawei, Samsung or Qualcomm, network carrier such as Orange,
Vodaphone or AT&T same as automotive companies such as Volkswagen, General

Motors, Robert Bosch or Continental.


https://www.iplytics.com/report/seps-legal-risks-across-industries/

Figure 3: Number of approved 3GPP contributions at the 5GAA working groups (IPlytics,

2021)
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Connectivity standards for vehicles are however not only developed at the 3GPP which
is the group to develop standards set by ETSI, but also across other standards developing
organizations. Figure 4 shows that supra national organizations such as ETRI or CEN as
well as national organizations such as DIN, BSI or NEN but also private standards
organizations such as IEEE, SAE or ASTM are set connectivity standards for the vehicular

application.
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Figure 4: Number of standard specifications published that describe a connected vehicle

application as to standards organization (IPlytics, 2021)
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Outlook

Similar to the mobile phone industry — where we observed a transition from feature
phones to smartphones, and where new business models, platforms and market
participants changed the way that profits were distributed among companies — we will
most likely soon observe shifts and profit redistributions within the auto industry. The
current trajectory points towards ever-greater connectivity, from currently used internet-
based infotainment systems to more advanced driver assistance systems to fully
driverless technologies. Connectivity in cars has the potential to fundamentally change

the automotive value chain.

To cope with these challenges, vehicle manufacturers need to face the complex licensing
world of the telecommunications industry and ensure that they not only have the right IP
strategy in place but also a seat at the table when technology standards are developed.
This includes a more comprehensive monitoring of patent filings, SEP declarations, as well
as patent pooling but also standards developing activities beyond the known
environment of competitors and suppliers in the auto industry. Standards which are

developed and set today may well become the fundamental technology platform for
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emerging technologies and applications in the future. The upcoming IPlytics webinar

about and The Role of Standard Essential Patents (October 12t 2021, 10:00 am EDT / 04:00

pm CET) will discuss these challenges for the Auto Industry in more detail.

The licensing of SEPs looks set to become a major issue for the whole auto industry. Senior

managers and directors of car manufacturers and car suppliers should bear in mind some

key considerations:

Future technologies that enable connectivity for vehicles will increasingly rely
on patented technology standards (eg, 4G and 5G, Wi-Fi, NFC, RFID and
Bluetooth, among others).

The number of SEPs is drastically increasing and needs to be considered when

implementing connectivity technologies. It is anticipated that patent holders

will actively monetize their SEPs or in some cases also enforce their SEPs in this

fast-moving, high-investment environment.

IP professionals should not only consider information retrieved from patent
filing data, but also understand more closely the implementation of standards
as well as the offerings in licensing programs and patent pools. However, not

all declared patents are essential and not all essential patents are declared.

Patent declaration data needs refinement, filtering and SEP determination.

IP professionals need to be aware that while the market for 5G and other
connectivity type technologies is fairly new, it is now time to be thinking about
what the business will need two, five and 10 years in the future, and hand in

hand with this, what the patent portfolio will need to support it.

For further information, please contact us.



https://www.iplytics.com/webinars/upcoming/
https://www.iplytics.com/report/seps-legal-risks-across-industries/
https://www.iplytics.com/report/seps-legal-risks-across-industries/
https://www.iplytics.com/report/seps-legal-risks-across-industries/
https://www.iplytics.com/report/ai-solution-skyrocketing-numbers-sep-declarations/
https://www.iplytics.com/report/ai-solution-skyrocketing-numbers-sep-declarations/
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https://hubs.ly/Q022_wG10
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IPlytics - The Gold Standard for SEPs and Standards

Empowering IP professionals to understand the complexity of patents and standards in
the connected world.

IPlytics is the first solution on the market to bring together comprehensive, highly
indexed technical standards information, declared SEPs, patent pools, global patents and
standards contribution data, to provide industry-leading analysis on the past, present and
future of standards-essential technology. Unlike other tools that are overly complex,
IPlytics provides fast, intuitive access to patents and standards to empower the user to
strategically align patent portfolios to protect innovations and proactively engage in
continuous strategic portfolio development as it relates to SEP assets, for initiatives such
as licensing, acquisitions and joining patent pools, or to understand the respective
positions of the competition. The next technology revolution will connect everything
making it even more challenging to understand how technologies and IP rights overlap.
IP professionals need to rethink - even revolutionize - how to approach both patent and
standards data, to provide business-ready insights for actionable decision making across

the organization.

To learn more visit us at

LexisNexis® Intellectual Property Solutions. . . .
Bringing clarity to innovation. www.LexisNexisIP.com/| P|ytICS
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