








NONCONFIDENTIAL VERSION

SUMMARY OF ARGUMENT

Because two of the three patents in suit will expire in September, well before
any exclusion order could effectively be put in place, this appeal will focus on
fundarﬁental errors in the ITC’s adjudication on one patent only, the ‘106 Patent.
The principal errors are twofold. First, while the ITC arrived at a correct claim
construction of the ‘106 Patent, jt&)neously changed that construction midway
through the process of applying it to the accused products below. Second, the ITC
failed to revisit or correct the Administrative Law Judge’s (“ALJ”) unnecessary
and unprecedented departures from basic principles of patent exhaustion. Each of
these errors is plain, and readily remediable.

To be sure, the ITC answered correctly aimost all of the questions presented
below concerning the scope, validity, and infringement of the ‘106 Patent. In one
of these determinations, is correctly construed a claim term of the ‘106 patent
reciting a “top layer” of a semiconductor package, whose exposed terminals are
protected from contamination by the claimed invention during the encapsulation
process. However, after construing the term and then correctly applying the
construction to a first set of accused products, the ITC stumbled in the middle of
applying it to a second set of accused products, and added an unsupported

supplemental requirement that the claimed “top layer” could not include solder

mask material. This was error. Under the settled law of this Court, proper
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application of the correct claim construction compels the conclusion that all, not
just some, of the products at issue infringe the 106 Patent.

Despite finding infringement by some products, the ITC declined to provide
relief, because it chose not to address the ALJ’s sweeping and erroneous revision
of the law of exhaustion. The ALJ’s mistakes transformed it from a doctrine that
protects against double patent recoveries into one that prevents even a single
recovery, and that transmutes a licensee’s willful failure to satisfy the
preconditions of a license grant into a risk-free “authorization” permitting all
comers to use patented inventions for free. He did so in the face of explicit
contractual undertakings by Tessera’s licensees establishing that royalties must be
paid before license rights are provided, and without recognizing the simple
procedures proposed by Tessera that would have allowed licensed products to be
distinguished from unlicensed ones and protected from unwarranted exclusion.
The ALJ sought in vain to find support for his novel exhaustion theory in a flawed
analysis of California sales and contract law, and failed to recognize the overriding
patent law principles that would in any event trump a contrary state doctrine, had
one existed.

Tessera respectfully requests that this Court correct these errors, and instruct
the ITC promptly to effectuate an exclusion order preventing the ongoing entry of

infringing goods into the United States.
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ARGUMENT

L THE ITC’S CLAIM CONSTRUCTION WAS CORRECT AND
COMPELLED AN INFRINGEMENT FINDING—UNTIL IT WAS
ERRONEOUSLY CHANGED.

The construction of most terms of the Asserted Claims of the ‘106 Patent,
and their proper application to features of Respondents’ Accused Packages, are not
matters in dispute here. JA17739. The structure of Respondents’ Accused
Packages and the principal elements of their encapsulation processes are also not
subject to material dispute. JA17738. The focal point of this appeal is the proper
construction of the claim term “top layer.””*

As demonstrated below, the ITC arrived at an explicit construction of the

‘106 Patent that was correct, applied that construction to the Accused pBGAs, and

_correctly found that they infringe. However, the ITC then strayed from its own

initial construction when it came to apply that construction to the Accused
wBGAs; the ITC added a new, improper limitation to its construction, requiring
that “solder mask” be excluded from the “top layer.” As explained below, if the
ITC’s initial construction of “top layer” is applied to the Accused wBGAs, all of

Respondents’ Accused Packages should be found to infringe the ‘106 Patent.

* In the phrase “top layer with an array of exposed terminals thereon” in
106 Claim 1, the ITC construed both the term “top layer” and the term “thereon.”
JA17-25. Because these terms are closely related, this brief sometimes references
them collectively as the construed “top layer” term.
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A. The ITC’s Initial Claim Construction Did Not Exclude Solder
Mask From The Top Layer.

Claim 1 requires “a semiconductor chip assembly having a fop layer with an
array of exposed terminals thereon.” Based on the intrinsic evidence, Tessera
proposed construing “top layer” as “a layer disposed upward of the active surface
of the chip and which carries the terminals.” JA11559;JA17743;JA17552-55. The
ITC Staff took a similar position, proposing that if “top layer” were to be
construed, it should be construed as “a layer on the active side of the chip that
carries the terminals.” JA7801,7880-81. Respondents disagreed; they contended
that “top layer” should be construed to mean “the outer layer of the chip assembly
upon which the terminals are fixed,” should exclude any composite layer, and
should exclude all top layers carrying the terminals on their bottom surface.
JA8744-45;JA22477,22520-24;,JA22589,22633-64;JA18-25&nn 4-5.

In its Final Determination, the ITC rejected Respondents’ arguments and
entered an explicit claim construction materially identical to what Tessera had
proposed. JA17-25. After examining the intrinsic evidence and the parties’
arguments, the ITC held that “top layer” should be construed as “a layer disposed
on the active side of the chip and which carries the terminals;” “should not be
limited to a single layer”—i.e., the “top layer” may be a composite layer; and may

carry the terminals on any side. JA18,21,22.
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The ITC proceeded to apply its construction to Respondents’ Accused
#BGAs, and came to the correct conclusion that “the HBGA packages meet each
limitation of asserted claim 1 of the ‘106 Patent.” JA2S.

As it began to apply its construction to the Accused wBGAs, however, the
ITC unaccountably changed its construction of “top layer.” The ITC imported a
new limitation found nowhere in its initial construction or the claim language: a
requirement that the “top layer” could not include “solder mask.” JA21-22. On

the sole basis of this newly-devised restriction, the ITC concluded that the Accused

B.  The ITC’s Initial Claim Construction Was Correct.

The principal claim construction disputes below concerned two related

side, of the claimed “top layer” may still be deemed to be “on” the “top layer’—
l.e., whether “top layer” should be interpreted in accordance with its plain language
or should instead be restricted to the “upper surface of the top layer”;® and (2)
whether the top layer can be a composite layer of materials. JA22491-

92;JA22626-30,22633-34. As the ITC correctly concluded, terminals can be “on”

* In quotations in this brief, all emphases are added, unless otherwise
indicated.
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a “top layer” if they are on either side of the top layer, and the “top layer” may be
composed of multiple materials. JA18-24.
1.  The Intrinsic Evidence
To understand why the ITC’s initial construction was correct, it is useful to
briefly tour the relevant embodiments in the ‘106 Patent disclosure, including the
‘106 Patent’s own specification and the ‘265 and ‘611 Patents it incorporates by
reference.’

(a) The Incorporated ‘265 Patent

The ‘265 Patent expressly defines a directional frame of reference from
which the meaning of terms such as “top” and “bottom” can be ascertained.

Specifically, the patent defines the active surface of the chip (which has the

_ “contacts” connecting to circuitry on the chip) as the “top” of the chip. JA18-

19;JA141367(°265Pat.)(9:22-33):

The front or contact-bearing face 22 of the chip is regarded as
defining the top of the chip. Thus, in specifying direction pointing out
of front face 22, and away from the chip, i.e., the direction pointing
out of the plane of the drawing towards the viewer in FIG. 1. The
downward direction is the opposite direction.”

% The embodiments described in the ‘265 and ‘611 Patents comprise
embodiments of the ‘106 Patent. JA113288-89(“106Pat.)(7:26-39,9:16-31). Each
is “effectively part of the [‘106 Patent] as if it were explicitly contained therein,”
Cook Biotech Inc. v. Acell, Inc., 460 F.3d 1365, 1376 (Fed. Cir. 2006).

7 Defining the frame of reference based on the orientation of the active
surface rather than on the direction gravity pulls ensures that, when assemblies are
rotated, their “top” remains their “top.” See JA141367(‘265Patent )at9:22-33.
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This definition is useful, later, in identifying the “top layer” of the package.

The ‘265 Patent then goes on to describe a variety of embodiments, some of
which have terminals on the fop surface of the top layer of the package, and others
of which have terminals on the botfom surface of the top layer of the package—
underscoring why claims that simply require terminals “on” a top layer (but not on
a particular surface of that top layer) can include either configuration. In the
embodiment shown in Figures 1-3, for instance, chip 20 has peripheral contacts 30
on its active surface that are electrically connected to terminals on the interposer 36

(i.e., the package substrate), which overlies the chip’s active surface.

FIG. 1 - FIG. 2
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When the package substrate overlies the active face of the chip (as it does

here and in all of the Accused Packages), the package substrate is “above” the
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chip, and the side of the package substrate facing away from the chip is its “top”

side. E.g., FIG. 3

Bottom
Layer

Chip

As Figure 3 illustrates, package substrate 36 has a top layer 38 facing away from
the chip and a bottom layer 40 facing the chip. JA141367(id.)(9:48-66,10:40-47).
In this embodiment, terminals 48 are positioned on the top surface of that top
layer. This assembly is then encapsulated. JA141352,141367(id.)(Fig.4;10:63-
11:13).

In other embodiments, the leads and terminals are located on the bottom
surface of the top layer. In Figure 7, for instance, interposer 136 includes top layer
138, with terminals on the underside of that layer. JA141369(id.)(14:19-30). The
top layer is, nevertheless, described as having the “leads and contacts thereon.”

1d.(14:30-32).
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Terminal

Bottom
Layer

40

Chip

Much like the embodiment of Figures 1-3, the embodiment of Figure 7 has
encapsulant 158 applied to encapsulate chip coﬁtacts 130 and outward extensions
154 of leads 150. To provide access to terminals 148 from above interposer 136,
portions of top layer 138 above the terminals are patterned and removed to form
holes 160 aligned with the terminals. 7d.(14:52-57).

The ‘265 Patent also teaches that “layers” can be composed of sublayers of
different matenials. For example, the patent instructs that the elastomeric bottom
“layer” of the interposer can “incorporat[e]” more than one material, i.e., a layer
can be composite. /d.(14:32-34).

In summary, the ‘265 Patent (1) identifies the chip’s active surface as the

frame of reference for determining what is on “top,” (2) discloses a package
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substrate above the chip having a “top layer” with top and bottom surfaces,
(3) teaches that terminals can be carried “on” (or “thereon”) either the top or
bottom surface of the top layer, and (4) refers fo both single and composite layers
as “layers.” JA141367-69(id.)(9:48-10:35,14:19-34).
(b) The Incorporated ‘611 Patent

The ‘611 Patent, also incorporated by reference into the ‘106 Patent
disclosure, teaches how to form an elastomeric underlayer (bottom layer) of the
interposer (package substrate) by introducing a liquid elastomer between the
dielectric layer (top layer) of the interposer and the chip. JA109376-78(‘611Pat.)
(1:1-2:39).2

The ‘611 Patent teaches that the terminals are “on one side” of the top layer

__but, like its predecessor the ‘265 Patent, does not restrict them to any particular

surface of that top layer. Id. JA109377(3:1-3). Indeed, the patent describes in
detail an embodiment in which leads 20 and terminals 30 are attached to the
bottom surface of top layer 28. Id. JA109371-72,109377(3:57-5:8;Figs.1-2). The
patent could hardly be clearer: leads 29 “are attached to the bottom of the

dielectric layer” (i.e., top layer) 28. Id.(4:38-40). In Figure 2, the ends of leads 29

8 The ‘611 Patent uses the same directional frame of reference as the ‘265
Patent. 1d.(3:62-4:9).
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on the bottom surface of top layer 28 are actually obscured from view by the
overlying top layer.
The patent then goes on to describe how this assembly can be encapsulated,

as illustrated below.
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JA109371-74(id.)(Figs.1-2,4-6).
Like the ‘265 Patent, the ‘611 Patent teaches encapsulation of assemblies

having terminals carried “on” the bottom surface of their top layer.

(¢c) The ‘106 Patent

The ‘106 Patent, building on the disclosures of the earlier ‘265 and ‘611

Patents, focuses on terminal contamination—a problem that had not yet been
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satisfactorily resolved, particularly for terminals that remain exposed during
encapsulation. Such contamination was the most difficult problem facing Tessera
in 1993: it was preventing the company from fabricating packages in high volume
and delaying production and introduction of parts into the market. JA100000,
100007-11,100043-44,100327(179:5-180:7,180:13-19);JA142967-71(QQ122-41).
The problem was particularly acute in configurations where the active chip surface
faced the package substrate (known in the industry as “face-down” packages),
because in these configurations the bond leads to be encapsulated were on the same
side of the package as, and in close proximity to, the terminals. JA100044-
45(180:20-181:11);JA142954-55(Q38),142969-71(QQ133-
41);JA113285(*106Pat.)(1:29-37). |

Much like the ‘265 and ‘611 Patents it incorporates, the ‘106 Patent
discloses a semiconductor assembly with a chip with its active surface facing the
package substrate, and a chip carrier (i.e., package substrate) that includes (i) a top
layer and (i1) an elastomeric layer disposed between the top layer and the chip.
JA113280,113285(106Pat.)(1:14-41,5:8-41,FIG.1)

Rather than simply warning against contamination of exposed terminals or
passively avoiding the problem, as the 265 and ‘611 Patents did, the ‘106 Patent
actively solves this problem with a method that includes use of a “protective

barrier” and “encapsulation barrier.” The encapsulation barrier is a structure

-20-
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adjacent the semiconductor chip assembly that at least partially defines the area to
be encapsulated, such as a can, a ring, or a mold. 7d.(2:3-23). The protective
barrier is a “physical barrier” that contacts the top layer of the chip assembly to
prevent liquid encapsulant from contaminating the exposed terminals during
encapsulation. Id.(1:45-57,8:44-46). The protective barrier can be “a dam, a cap, a
cover, or any other means which protects the exposed terminals on the top layer of
the semiconductor assembly,” such as a solder mask. Id.(2:24-28,2:58-61).

The first preferred embodiment of the ‘106 Patent, shown in Figures 1 and 6,
uses solder mask as a protective barrier. “Solder mask” is a layer of material
disposed during assembly in the Accused wBGAs to mask or cover an area to
control where solder will be applied. Id.(2:24-3'4,4:19-21,5:60-6:4,FIG.4);
industry, “[tThe purpose of a solder mask is to restrict the solder to the places
where it is supposed to be.” JA172111-17,172237,JA142818-19(QQ125-26);
JA142969-70(QQ134-36);JA113826-27;,JA153663-67.

As Figures 1 and 6 illustrate, in this first preferred embodiment, the leads are
disposed on the bottom surface of top layer 16, above elastomeric pad 20, and
Figure 6 shows that the upper ends of leads 22 are covered by the top layer. In
other words, as in Figure 2 of the ‘611 Patent, the leads are on the bottom surface

of the top layer. Because the terminals are necessarily connected to leads 22, the
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terminals too can reside on the bottom surface of the top layer, even though raised
portions of the terminals may extend above the top layer. JA100588,100738-39,

100767-71(903:16-907:20);JA102027,102139-41(2272:6-2274:13).

34 32 48 16 14
30 22 20 26 : 12
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28
» 12
FIG. 1 FIG. 6

To protect the exposed terminals in this first preferred embodiment, a layer
of solder mask 30 is provided “in contact with and preferably connected to the top
side of the walls of can 28 and the top surface 18 of the chip carrier 14.” Id.
defined by the encapsulation barrier 28, and prevents excess encapsulant from
contaminating the terminals during encapsulation. Id. JA113285(1:45-55).

Although the ‘106 Patent discloses solder mask as one potential “physical
barrier,” it teaches that solder mask need not be used as the “protective barrier”: in
fact, it expressly teaches “the use of a solder mask or other physical barrier to
protect the terminals.” Id. JA113285-88(2:58-61,8:39-46). Indeed, the ‘106 Patent

discloses numerous embodiments using structures other than solder mask as
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“protective barriers.” For example, F igure 5 depicts the use of a dam 44, and

Figure 8 depicts the use of a shield 46, as the “protective barrier.” Id.(6:56-7:14).

FIG. 5 “ FG. 8
2. “Top Layer,” Properly Construed

As the ITC recognized, the claim term “top” modifies “layer” by providing a
directional reference, so the “top” is the side facing the same direction as the active
face of the chip. JA1 8-19;JA141367(“265Pat.)(9:22-
33);JA109377(°611Pat. )(3 62-4:9). Thus, the top layer must be a layer d1sposed on
the active side of the ch1p Respondents proposed construction would have
effectively replaced the word “top” with the word “outer,” which provides no
directional reference, and would be equally applicable to “bottom” and “top”
layers as well as “side” layers, because “outer” does not specify any particular
direction. JA18-19;JA8744-45. Such a construction, of course, would modify the
claim, not interpret its actual language.

Respondents also sought to limit the claimed “top layer” to the “top surface”

of the “top layer,” JA19562-64;JA8746, but the ITC correctly refused to import
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any limitations concerning where or how the “exposed terminals” were provided
on the “top layer.” JA21-25. During prosecution, Tessera told the examiner that
the top layer denoted “the layer bearing exposed terminals.” JA924-26,1272-75.
All parties agreed that the top layer should be construed to carry exposed
terminals. JA19559;JA7881;JA8744-45. The patent disclosure contains no
indication, however, that the exposed terminals must be on the top surface of the
top layer, and indeed provides numerous preferred embodiments in which such
terminals are plainly on the bottom surface of that top layer. See supra §1-
B.1;JA21-22.

Finally, the ITC correctly rejected Respondents’ argument that “top layer”
meant a single layer of material and could not bea composite layer. JA19-21. In
the first place, as the ITC noted, the inventors were quite clear that “layer” could
refer to a composite “layer” of more than one material. JA20n.4 (citing
JA141369(°265Pat.)(14:32-34)). The fact that, in some embodiments, the layer
was not composite only underscored the breadth of the term, as the ITC

recognized:

Importantly, neither the specification of the ‘106 patent, the ‘265
patent, nor the ‘611 patent include any language indicating that the
patentees expressly limited the claim term [“top layer”] to a single
layer .... Even if there is no disclosure in the specification showing
the top layer as a composite or multi-tiered layer, because nothing in
the intrinsic evidence limits the claim term to a single layer, [there is
no justification for] limit[ing] the claim term.
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JA20-21 (citing Liebel-Flarsheim Co. v. Medrad, Inc., 358 F.3d 898, 906 (Fed.
Cir. 2004)); see also Phillips v. AWH Corp., 415 F.3d at 1303, 1323 (Fed. Cir.
2005) (en banc) (warning that claims generally are not confined to specifically
described embodiments).

Consistent with this intrinsic disclosure, the ITC initially, and correctly,
construed “top layer” as “a layer disposed on the active side of the chip... which
carries the terminals” on any side, and which may be either a single or a composite

layer. JA18-25.

3.  Halfway Through Its Infringement Analysis, The ITC
Inexplicably Switched To An Incorrect Claim Construction.

It is well-settled that “[p]atent infringement is a two step inquiry. First, the
court must construe the asserted claim.... Second, the court must determine
whether the accused product or process contains each limitation of the properly
construed claims ....” Freedman Seating Co. v. Am. Seating Co., 420 F.3d 1350,
1356-57 (Fed. Cir. 2005). And it appeared, at first, that the ITC would follow
these steps. The ITC correctly arrived at an explicit claim construction, JA19-25,
and initiated a separate analysis purporting to apply that coﬁstmction to determine
“infringement.” JA25-27 (citing Markman, 52 F.3d at 976).

In that second section, the ITC even applied its correct construction of “top

layer” to the Accused pBGAs to find infringement. But then, in determining
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whether the Accused wBGA s infringed, the ITC improperly altered its
construction—and engrafted a new negative claim limitation onto “top layer,”
categorically excluding solder mask from that layer. JA29 (declaring that “[t]he
solder mask layer... cannot be the top layer” because “the top layer cannot include
the solder mask layer”). The Court should correct this error, and hold that all the

Accused Packages infringe.

(a) This Court Reviews The Modified Construction De
Novo.

The ITC’s holding regarding the wBGA packages turned on claim
construction, and in particular its re-construction of “top layer” as excluding solder
mask, a finding purportedly grounded in “intrinsic evidence” and claim
differentiation. JA28-29. That construction is a question of law that should be
reviewed de novo. Markman v. Westview Instruments, Inc., 517 U.S. 370, 384
(1996).

(b) The ITC’s Supplemental “No Solder Mask”
Limitation Is Plainly Incorrect.

The ITC’s “no solder mask” restriction is unsupported either by the plain
claim language or the intrinsic evidence.

It is elementary that “the language of the claim frames and ultimately
resolves all issues of claim interpretation.” Abtox, Inc. v. Exitron Corp., 122 F.3d

1019, 1023 (Fed. Cir. 1997). On that subject, as the ITC implicitly concedes, the
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claims “are not facially limited to... embodiments” in which the top layer excludes
solder mask. JA21,26-28. The actual claim language simply requires a “top
layer.”

It is equally well-settled that the claims, not the preferred embodiments in
the specification, define the scope of the right to exclude. Laitram Corp. v.
Cambridge Wire Cloth Co., 863.F.2d 855, 865 (Fed. Cir. 1988) (“[R]eferences to a
preferred embodiment, such as those often present in a specification, are not claim
limitations”). The ITC’s re-construction, however, replaced plain claim language
with inferences from preferred embodiments. The ITC contends that a particular
preferred embodiment requires the exclusion of solder mask from the top layer
because it supposedly “makes clear that the solder mask layer and the claimed ‘top
layer’. are distinct components.” JA28-29. However, “claim scope is not limited to
the disclosed embodiments ‘unless the patentee has demonstrated a clear intention
to do s0.”” Trading Techs. Int’l, Inc. v. eSpeed, Inc., 595 F.3d 1340, 1353 (Fed.
Cir. 2010) (alteration marks omitted) (quoting Saunders Group, Inc. v. Comfortrac,
Inc., 492 F.3d 1326, 1332 (Fed. Cir. 2007)); accord Decisioning.com, Inc. v.
Federated Dep 't Stores, Inc., 527 F.3d 1300, 1313 (Fed. Cir. 2008) (“[The]
description of a preferred embodiment, in the absence of a clear intention to limit
claim scope, is an insufficient basis on which to narrow the claims.”). The only

“intrinsic evidence” to which the ITC points is that certain embodiments depicted
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in a few figures of the ‘106 Patent identify solder mask separately from the top

(113 292

layer, and several expressly “prefer[red]’”” embodiments are described as having a
solder mask attached to the top layer. JA28-29. But the ITC points to absolutely
nothing in the patent indicating a clear intention on the part of the inventors to
actually exclude solder mask from the top layer.

The ITC notes that in these preferred embodiments, the solder mask serves
as the claimed “protective barrier,” not as the “top layer,” and is not expressly
described as being included in the “top layer.” JA29 (citing JA113280-
85(‘106Pat.)(2:35-40;FI1G.1)). The ITC suggests that this description reflects a
clear intention to limit the scope of the claims. JA29. But “it is generally
impermissible to limit claim terms by a preferréd embodiment ex-inferences drawn

Jfrom the description of a preferred embodiment.” B&ll Atl. Network Servs., Inc. v.

Covad Comm’ns Group, Inc., 262 F.3d 1258, 1273 (Fed. Cir. 2001).9 If one were

? Moreover, what the ITC infers about the preferred embodiment to which it
points does not follow from the patent disclosure. The patent, in fact, explicitly
teaches that the solder mask need not be the protective barrier.
JA113288(‘106Patent)(8:40-42). Furthermore, the ITC assumes that there can be
only one “solder mask” in a semiconductor package. Nothing in the record
supports such a conclusion REDACTED

. Infra §11-A.2(a);
JA142799(Q83);JA19568,19576-77 (showing CX-1178(JA111139), CX-
1328(JA112453), CX-1484(JA113090) and CX-1685(JA113304), all having
multiple solder mask layers). The notion that distinguishing between a “top layer”
and a layer of solder mask forecloses the presence of another solder mask layer in
the “top layer” is a non sequitur.
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construction), where it is improper to import limitations into the claims from the
disclosed embodiments, and where the specification and prosecution history fail to

show a “clear intention” to make the limitation inherent in the claims.

(¢) The ITC’s Claim Differentiation Argument Inverts
Black Letter Law

The ITC argues that the doctrine of claim differentiation supports its
importation of “no solder mask” into the claim term “top layer.” JA29. Claim
differentiation is a rebuttable construction presumption under which, “[w]here
some claims are broad and others narrow, the narrow claim limitations cannot be
read into the broad.” D.M.L, Inc. v. Deere & Co., 775 F.2d 1570, 1574 (Fed. Cir.
1985). The ITC’s argument turns claim differentiation on its head.

The ITC relies, JA29, on unasserted claim 22 of the ‘106 Patent, which

~ depends from claim 1:

22. The method in claim 1, wherein said top layer includes a top
surface on which the array of terminals are disposed, said protective
barrier includes a sheetlike mask, and said providing step includes
attaching said mask to said top surface of said top layer and to said
encapsulant barrier such that said mask extends over said
encapsulation area.

JA113289-92(10:47-52, Cert. of Corr.). According to the ITC, this claim supports
the exclusion of solder mask from the top layer because it “teaches attaching the

solder mask layer to the top layer,” so “[t]he solder mask layer, therefore, cannot
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be the top layer.” JA29. But even if the ITC were correct that the “mask” in claim
22 is limited to solder mask, which it is not,'® the ITCis misapplying the
presumption of claim differentiation,. |
As a threshold legal matter, claim differentiation is categorically
inapplicable here because “multiple differences exist between the two claims.”
Macrovision Corp. v. Dwight Cavendish Devs. Ltd., 105 F, Supp. 2d 1070, 1074
(N.D.Cal. 2000); Tandon Corp. v. ITC, 831 F.2d 1017, 1023 (Fed. Cir. 1987). And
as a threshold factual matter, claim 22 addresses the composition of the “protective
barrier” in contact with the top layer; it says nothing about the type of material
used to make the top layer itself. Nothing in the plain claim language would
prevent the top layer from being solder mask.
~ Buteven if claim 22 were understood in the manner urged by the ITC and
the claim differentiation doctrine was applicable, it would suggest the opposite
result from the one the ITC urges—for it presumes that the limitations of the
narrow Claim 22 should not be read into the broad Claim 1 D.MI,775F.2d at

1574. Thus, if Claim 22 excluded solder mask from the top layer, the doctrine of

solely to “solder mask”—or excluding any of the other mask types commonly
employed in semiconductor processing. JA3335,3349-50&n.5. The ¢ 106 patent,
for instance, refers to “masks” that can be dielectric, €poxy acrylic, or other
materials. E.g., JA] 13289-90(¢1 O6Patent)(10:67-11 :7)(Claims 27,28).
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claim differentiation would suggest that Claim 1 must not exclude solder mask
from the top layer, and the top layer in Claim 1 may or may not “include[] a

sheetlike mask” as recited in Claim 22."

II. UNDER THE UNDISPUTED FACTS AND THE ITC’S ‘106
CONSTRUCTION, ALL ACCUSED PRODUCTS INFRINGE.

Infringement is shown by a preponderance of the evidence. Enercon GmbH
v. ITC, 151 F.3d 1376, 1384 (Féd. Cir. 1998). ITC factfinding is reviewed for
substantial evidence. Id. at 1381. Upon reversal, remand is unnecessary where
“the evidence of record compels a finding of infringement.” Linear Tech. Corp. v.

ITC, 566 F.3d 1049, 1063-64 (Fed. Cir. 2009).

" Several Respondents contended below that Tessera took an “initial
position” that the claimed “encapsulation barrier” could be solder mask, and that
this somehow foreclosed the possibility that the “top layer” could be solder mask.
JA3335,3346-50&n.5; ANPRespToQs42 (citing Complaint). This argument
mischaracterizes not only Tessera’s “initial position,” but the logical ramifications
of that position. Tessera never stated that the solder mask in Respondents’
laminate Accused Products is separate from the top layer. JA4212-36(q175,
184,191,199,207,215,223,231,239). To the contrary, Tessera and the ITC Staff
have both taken the position that the “top layer” in these packages includes or is
the solder mask. E.g., JA142799-803QQ83-4),142812-14(Q113,116),142829-
34(QQ163,170,172),142850-52(QQ223,226),JA142865-70(QQ270,278,280)
,142880-84(QQ321,328,330);JA107.
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A. Under The ITC’s Proper Construction, Both The Laminate And
Polyimide Accused Products Infringe Claim 1.

This section summarizes the structure and encapsulation of the Accused
uBGAs and Accused wBGAs, and then explains why they infringe under the
correct construction.

1. The Accused Polyimide (uBGA) Packages

(a) pBGA Structure

REDACTED

2 In spatial order from the chip’s active surface
upwards, the structure of the accused pBGA packages includes the semiconductor
chip, an elastomeric layer incorporating adhesives on its top and bottom surfaces, a

layer of polyimide, and copper leads and solder-ball pads. Id.;JA17737-39;

~ JA171242-46(QQ325-33). The contacts on the chip face are aligned in two

columns along the center of the chip face and electrically connected to copper
leads that run between the elastomeric layer and polyimide layer. JA17737-
39;JA142799-804(QQ83-85),JA142866-67(Q272). The leads extend into a

window cut through the elastomeric and polyimide layers and terminate at the

12 REDACTED
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copper solder-ball pads (i.e., “terminals”). Id. The solder-ball pads are arranged in
an array, and are exposed prior to encapsulation. 1d;;JA171243-45(QQ327-31).

REDACTED

(b) Encapsulation

REDACTED

During encapsulation, each semiconductor chip assembly is placed in a mold
cavity defined by a first and second mold chase. JA17739;JA142804-06(QQ86-
87),JA171237-38(Q303),171243-44(Q329). The first mold chase, which in the
context of the ‘106 Patent is the “encapsulation barrier,” at least partially defines
an encapsulation area about the back surface and lateral sides of the chip. /d. The
second mold chase, which is the “protective barrier,” presses against and comes

into contact with the side of the package substrate bearing the exposed solder-ball
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pads. JA142804-06(QQ86-87),142818-19(Q126). That is, in the Accused
uBGAs, the second mold chase comes into direct contact with the polyimide layer,
and in the Accused wBGAs the second mold chase comes into direct contact with
the outer solder mask. Id.

The following cross-sectional drawing illustrates how, for uBGAs, the mold
chases surround the chip assemblies during encapsulation. JA171237-38(Q303),
171243-44(Q329);JA27;JA109." The two mold portions are referred to below as

the “first mold chase” and “second mold chase,” respectively.

3 This exhibit, like RX-324C(JA173360) infra, was provided by
Respondents, and REDACTED
in the frame of reference of the ‘106 Patent, the
and vice versa. JA18-19.

In fact,

REDACTED .
is on top,
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REDACTED

Once the mold c?amber is closed around the chip assembly, heated liquid
encapsulant (identified as “Mold Compound” in RX-323C(JA0173344) and RX-
324C(JA173360) supra) is introduced into the mold cavity and fills the
encapsulation area which covers the back surface and lateral sides of the chip and
the space within and immediately around the window in the package substrate
through which the chip contacts are bonded. JA17739;JA142804-06(QQ86-87).
The encapsulation process is performed at elevated temperature, which causes the

encapsulant to begin curing (or hardening) within the mold. /d. After the
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encapsulant cures to a substantially solid state, the encapsulated chip assembly is
removed from the mold and further cured in an oven at elevated temperature. 1d.
(c) The Accused pBGAs Infringe ‘106 Claim 1

As the ITC already found, the Accused pBGAs practice the ‘106 patent.
JA28. This infringement finding should come as no surprise, for the cross-sections
of the Accused pBGAs shown above bear an unmistakable resemblance to the
embodiment depicted in ‘265 Figure 7, as well as in ‘106 Figure 1. Indeed, except
for the contacts running down the center of the chip instead of the periphery,
REDACTED

Accused pBGAs appear materially indistinguishable from the

embodiment described in ‘265 Figure 7. See also JA141369(‘265Pat)(14:19-49):

REDACTED

JA141355: <265 Patent, Fig. 7

Claim 1, as construed, is readily mapped to the Accused iBGAs.
e Preamble: As previously noted, in uBGA packages, the claimed

“top layer” corresponds to the polyimide layer, which is disposed
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upward of the active surface of the chip and has an array of solder-
ball pads (“terminals™) on its bottom surface. JA17676-82,17743;
JA142869-70(QQ278,280). The terminals are exposed at the time
of encapsulation because the polyimide immediately above the
pads is removed prior to encapsulation. Id. The solder-ball pads
are electrically connected to the chip via the copper leads.
JA17740,17743;JA142871-72(Q284).

First Step Limitation: The first mold chase is the “encapsulant
barrier” that is placed adjacent the semiconductor chip assembly
and at least partially defines the encapsulation area, i.e., the empty
volume of the mold cavity arouhd the semiconductor chip
assembly. JA17740,JA142872(Q285).

Second Step Limitation: The second mold chase is the “protective
barrier” that is provided in contact with the polyimide layer (“top
layer”) for protecting the solder-ball pads (“terminals”) on the top
layer from encapsulation material. JA17740;JA142836-38
(QQ180-83),142855-56(QQ234-36),142872-73(QQ287-88).
Third Step Limitation: The encapsulation material is introduced
into at least a portion of the encapsulation area so that the

encapsulation material flows to fill the encapsulation area and then
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cures to a substantially solid condition. JA17741;JA142873
(Q289). The second mold chase (“protective barrier”) prevents the
encapsulation material from contacting the solder-ball pads
(“terminals”) on the polyimide layer (“top layer”). Id.

As the ITC found, “the uBGA packages meet each limitation of asserted claim 1 of

the ‘106 patent.” JA28.

2. The Accused Laminate (WBGA) Packages

(a) wBGA Structure

The second type of Accused 106 Package includes a prefabricated laminate
package substrate with a composite structure, rather than a substrate made with
polyimide. JA17737-38;JA142799-803(QQ82-84). As shown below, the structure
of these multi-layer laminate package substrates includes, inter alia, a laminate
core, die attach, copper leads or “traces” that terminate with solder-ball pads, and

an upper layer of solder mask. /d.
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REDACTED

Prior to encapsulation, the solder-ball pads are exposed by selectively

removing portions of the solder mask immediately above the pads and typically

include metal bumps. JA17738; see, e.g., JA111138-39 REDACTED
JA112442,112453 REDACTED

REDACTED
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The composite laminate substrate is attached to the chip using a layer of die
attach material that forms the claimed “compliant layer.” JA17738;JA142799-
803(QQ83-84);JA17237(QQ300-01)." The chip contacts are aligned in two
columns along the center of the active face and electrically connected to wire
bonds that extend through a window cut in both the die attach layer and package
substrate and attach to the copper leads or traces located between the top surface of
the laminate core and the bottom surface of the upper solder mask. JA17737-38;
JA142799-803(QQ83-84),JA142809-10(QQ104-05),142828-29(Q162),142847-
48(Q217),142866-67(Q272). The traces on the substrate terminate with solder-ball
pads (i.e., the claimed “terminals”) are also located between the top surface of the

laminate core and the bottom surface of the uppér solder mask. JA17737-38;

JA142799-803(QQ83-84),142808-10(QQ102-05),142828-30(QQ162-63),142846-

48(QQ216-17),142866-67(Q272). The solder-ball pads are arranged in an array

and exposed prior to encapsulation. /d.

(b) Encapsulation

As shown below, the Accused wBGAs are encapsulated REDACTED

4 JA113290(*106Pat)(11:26-28)(CL.34), “wherein said step of supporting
said top layer includes providing a compliant layer between said top layer and said

chip.”
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REDACTED

(¢) The Accused wBGAs Infringe ‘106 Claim 1

There are two alternative infringement analyses under which the laminate-
based wBGA packages infringe. According to a first infringement analysis, the
“top layer” is simply the solder mask that is disposed upward of the active surface
of the chip and has an array of exposed solder-ball pads (“terminals”) on its bottom
surface. Under a second infringement analysis for laminate packages, the “top

layer” is the composite laminate substrate, including its constituent sublayers.

(1)  First Infringement Read: Solder Mask As “Top
Layer”

The first infringement analysis for the Accused wBGAs closely tracks the

infringement analysis for polyimide packages. Supra §II-A.1(c). The “top layer”
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is the solder mask layer that is disposed upward of the active surface of the chip
and has an array of exposed solder-ball pads (“terminals”) on its bottom surface.
JA17741;,JA142814(Q116),142833-34(Q172),142851-52(Q226),142869-
70(Q280)."® The solder-ball pads (terminals) are electrically connected to the chip
through connections of the copper leads and bonding wire. JA17740-
43:;JA142816-17(Q122),142835(Q177),142853-54(Q231),142871-72(Q284). The
second mold chase (“protective barrier”) is provided in contact with the solder
mask (“top layer”) for protecting the solder-ball pads (“terminals”) on the solder
mask from encapsulation material. JA110 (finding that second mold chase is
“protective barrier”), 111 (finding that second mold chase comes in contact with
solder mask); JA17743;JA142814(Q1 16),142818-19(QQ125-27),142833-
39(QQ172,180-84),142851-57(QQ226,234-37),142869-73(QQ280,286-88); see
JA173360 (reproduced above). All other pertinent considerations (e.g., the

encapsulant is liquid when introduced and cures to a substantially solid state) are

15 Under this first infringement analysis, the laminate core layer and optional
lower solder mask layer (and optional lower copper leads) are additional structural
components of the assembly that are irrelevant to the question of infringement
because packages infringe even if they include additional elements beyond those
claimed. See Regents v. Eli Lilly & Co., 119 F.3d 1559, 1573 (Fed. Cir. 1997)
(construing “having” as permitting inclusion of other entities);
JA113290(*106Pat)(11:26-28)(C1.34) (reciting additional structural component of
assembly not recited in Claim 1’s preamble).
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the same. JA17740-41;JA142803-06(QQ85-87),142817-20(QQ124-28),142836-
39(QQ179-85),142855-57(QQ234-38),142872-73(QQ285-89).

The ITC gave only one reason for not finding literal infringement of
Claim 1: the mistaken conclusion that solder mask, categorically, cannot be
included in the “top layer.” JA28-29. As explained supra §I-A.3, that conclusion
is legally unsupportable. When properly construed, there is nothing to preclude the
upper solder mask from constituting the “top layer” and it is undisputed that the
second mold chase (“protective barrier”) is in contact with that solder mask during
encapsulation. Thus, the Accused wBGAs infringe Claim 1. Again, a side-by-side
comparison of a cross-section photo of one of the Accused wBGAs (JA113090) to
Fig. 7 of the ‘265 patent (JA141355) shows how élosely the accused wBGA

packages follow the teachings of the ‘106 Patent:

REDACTED
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(2) Second Infringement Analysis: Composite
Laminate Substrate As “Top Layer”

Under an alternative infringement analysis for the Accused wBGAs, the
composite laminate substrate maps to the claimed “top layer.” JA17743;
JA142812-13(Q113),142833-34(Q170),142850-51(Q223), 142869(Q278). The
composite substrate is disposed upward of the active surface of the chip and has an
array of exposed solder-ball pads (“terminals”) on its exterior (upper) surface.
JA17743;JA142813-14(Q114),142833-34(Q170), 142851(Q224),142869(Q278)."°
The solder-ball pads—the terminals—are electrically connected to the chip through
connections of the copper leads and bonding wire. JA17740-43;JA142816-
17(Q122),142835(Q177),142853(Q231), 142871'-72(Q284). The second mold
chase (“protective barrier”) is provided in contact with the substrate (“top layer”)
for protecting the exposed solder-ball pads (“terminals”) on substrate from
encapsulation material. JA17740;JA142818-19(QQ125-27),142836-38(QQ180-
84),142855-57(QQ234-37),142872-73(QQ286-88). The presence of the remaining
claim limitations is the same as for the Accused uBGAs. JA17740-41;JA142803-

06(QQ85-87),142817-20(QQ124-28),142836-39(QQ179-85),JA 142855-57

16 Respondents assert that the solder balls, not the solder-ball pads, are the
claimed “terminals.” JA107-09. However, the ‘106 Patent defines the solder balls
as external to the package. Id. Therefore, the solder balls cannot be the terminals,
which all agree are “endpoint[s] for connection of the package fo the outside.”
JA84,107-09.
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(QQ234-38),142872-73(QQ285-89). Accordingly, under the proper construction
of “top layer” (i.e., one that does not exclude solder mask), ‘106 Claim 1 is literally
infringed.

3.  Claim 1 Of The ‘106 Patent Is Also Infringed Under The
Doctrine Of Equivalents

Respondents’ Accused ‘106 Packages literally infringe the ‘106 Patent, so
nonliteral infringement analysis is ﬁnnecessary. Tessera’s evidence nevertheless
demonstrates that, even if literal infringement were not found, the doctrine of
equivalents is satisfied for the claimed (i) “top layer with an array of exposed
terminals thereon” and (ii) “terminals.” JA17742-43;JA14281 5-16(QQ118,121)
,142834—35(QQ174,176),142852-53(QQ228,230),142870—71(QQ281-83),142884—
86(QQ332,334).

B. The Asserted Dependent ‘106 Claims Are Likewise Infringed

Tessera requested findings that all asserted claims were infringed. JA19580-
82. Although the ITC did not explicitly make infringement findings concerning
the dependent 106 Claims, it indicated that the Accused pBGAs and Accused
wBGAs should be found to “meet all of the limitations of the asserted claims of the

‘106 patent.” JA2. Indeed, Respondents asserted no separate noninfringement
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arguments at all with respect to claims 2-3, 4, 9-10 or 34, nor did they offer any
evidence to rebut Tessera’s infringement case for Claim 35.'®

With respect to Claim 33, Respondents’ only separate noninfringement
argument was that the “top layer” is not supported “above” the chip during
encapsulation, JA8755;JA8724-25. The ITC did not accept this argument, which
is based on a construction of the claim term “supporting” that uses a gravitational
frame of reference. JA8755;JA102416,102459-61(2591:12-2593:23). As the ITC
found, the ‘106 Patent expressly defines a non-gravitational frame of reference.
JA18-19;JA141367(‘265Patent)(9:22-33);JA109377(3:62-4:9). Under the
directional frame of reference in the patent, the top layer is indisputably supported
“above” the chip during encapsulation. JA1 13286-88(‘ 106Pat)(3:63-4:3,7:26-48).

Accordingly, if Claim 1 of the ‘106 Patent is found infringed, the asserted

dependent claims should all be held infringed.

7 For Claim 34, Respondents fleetingly asserted that a “compliant layer”
was absent, but presented no evidence to support that contention. JA8756.

'8 For Claim 35, Respondents simply proclaimed that there was no “specific
evidence” that the second mold chase caps or covers the terminals. JA8756;
JA14161,14197. But Tessera’s expert Dr. Goosey offered just such “specific
evidence” without rebuttal. JA142862,142878(QQ257,308); see also JA170966,
170982-83(QQ93,96);JA110742-43;JA111785,111788-90; JA111805, 111809;
JA111815,111819;JA111860,111864-46;JA111877,111881;JA111967,111971-
73;JA111984,111988;JA111999,112003;JA112605,112609;JA112103, 112107,
JA113688,113697. Indeed, Elpida’s own expert confirmed that the second mold
chase covers the exposed solder-ball pads during encapsulation. JA171237-
38(Q303),171243-44(Q329),171248-49(Q345).
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III. THE ITC ERRED IN REJECTING TESSERA’S EXPERT
EVIDENCE PROVING THE ‘977 AND ‘627 KHANDROS PATENTS

INFRINGED.

Tessera presented expert evidence demonstrating that Respondents, like
other infringers, utilize a compliant layer in their packages to facilitate relative
movement of terminal and chip, and accordingly to provide the improvements in
reliability taught in the Khandros Patents. The ITC erroneously accepted several
technical criticisms of that evidenée and declined to find infringement of those

Patents. JA30-39. The reasons those criticisms err on the merits are described in

Tessera’s briefing below at JA19582-619:JA2537-46,2581-605;JA3335-3343,
3375-3387.

Tessera has appealed this noninfringement finding. However, the Khandros
Patents will expire on September 24, 2010, which under the current schedule will
pass before any déciéion in this appeal coulrciirféalistically occur and long before an
effective exclusion order could be put in place. When the patents expire, if not
earlier, that portion of this appeal will be moot. Texas Instruments v. ITC, 851
F.2d 342, 344 (Feci. Cir. 1988) (due to patent expiration, court vacated ITC final

determination and remanded with instructions to dismiss as moot that portion of
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the complaint)."” Tessera consequently expects that the ITC’s errors regarding the
Khandros Patents will not be reviewed.

If this Court revisits its mootness precedent, Tessera would be pleased to
submit additional briefing on the Khandros Patents. However, as that precedent
currently binds the parties, Tessera recognizes that this Court, based on the
Khandros Patents’ expiration, must find that portion of the appeal moot, “vacate
the judgment below][,] and remand with a direction to dismiss” as to those patents

only. 1d.

IV. THE ITC IMPROPERLY FOUND PATENT EXHAUSTION
WITHOUT AN AUTHORIZED SALE.

From its initial complaint to its proposed exclusion order, Tessera
consistently made clear that it did not seek exclusion of any product made under
the protection of a Tessera license. JA200-202&n.14;JA4167;JA154753(Q20).
Tessera’s relevant license agreements all specify—unsurprisingly—that a product
does not obtain the benefit of license protection if the licensee has failed or refused
to pay Tessera the required royalty for that product. As the parties agreed, the
royalty is the principal quid pro quo for the license. E.g., JA155583-85(Y1I-

REDACTED

A)

¥ Moreover, even if the appeal were to somehow be decidable before
expiration, the ITC can only provide relief against “future conduct,” id., and any
remedial orders could only issue after further consideration on remand.
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REDACTED

2 In accord with these agreements,
Tessera proposed (and Respondents endorsed) a simple procedure to allow entry of
licensed products in its proposed exclusion order. JA102782-83102819(2951:2-
4);JA102832-33,102840-42(2974:18-20);JA3012-17,3097-3100,3103-06;JA3398-

99,3410-11,3425-26;JA2417-18,2474-79;JA6983(Q66),6997-98(Q118).

Regrettably, the ALJ disregarded the agreements Tessera and its licensees had
reached, and instead launched into an erroneous and unnecessary misapplication of
the patent exhaustion doctrine. The ALJ’s rulings on patent exhaustion were
adopted by the ITC without review. JA50-51;JA28n.27.

Although the ALJ found that some of the Accused Packages infringed, he
(and thus the ITC) declined to order any relief on the theory that, as a matter of

law, Tessera’s patent rights against Respondents were “exhausted” for all

infringing packages that had passed through the hands of any supplier that had
signed a license agreement with Tessera—regardless whether the supplier had

chosen to comply with the provisions of the agreement that require the payment of

2% The requirement that licensees must actually pay royalties to receive the
benefits of license protection was hardly an abstract issue below. The
Investigation uncovered, for example, the disturbing fact that REDACTED

. JA142933-36(QQ36-53);JA143235-40(QQ70-
72,99-100);JA154751-53(QQ11-19);JA116095-96;JA153782-83;JA163225;
JA182414-15;JA182570-602.
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royalties to actually obfain a license. JA28;JA204,210. Under this theory, even a
Respondent whose licensee supplier actively defrauded Tessera of all royalties
would benefit from “exhaustion”—it would not matter whether anyone was paying
any of what was owed under the license agreement, or satisfying any of its license
conditions, or even whether the products in question fell within the fields of use to
which the agreements were limited, so long as someone somewhere in the chain
had simply signed a “license agreement.” In other words, the ALJ converted a
doctrine designed to prevent double payment to patentees into a doctrine that
protects infringing sales even when patentees have received no payment at all.
This novel interpretation of patent exhaustion doctrine lacks any foundation

in law or common sense. First, the ALJ’s holding ignored the fundamental rule
that a patent-exhausting sale must be “authorized.” The ALJ distorted the Supreme
Court’s decision in Quanta Computer, Inc. v. LG Elecs., Inc., 553 U.S. 617, 128 S.
Ct. 2109 (2008)—skipping improperly over the threshold question of whether a
putatively exhausting sale was authorized under the governing license agreement,
and ignoring the simple fact that Quanta’s holding was designed to avoid double
payments to patentees—not to deprive them of even one. Second, the ALJ’s
interpretation disregarded the express terms of the contracts in question, which all
provide that no license is granted until a royalty is paid. Third, it absolved

Respondents of the burden of proof assigned to them under federal patent law.
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Through these errors, the ALJ reached a result that rendered carefully-
negotiated license terms irrelevant to the exhaustion defense. According to the
ALJ, infringers can merely wave a supplier’s license agreement in front of the
court and the case is over, regardless what the critical terms of the agreements say,
regardless what conduct has (or has not) occurred under it, and regardless whether
the patentee has received its reward. These holdings flout foundational precedent

of both this Court and the Supreme Court and should be reversed.

A. Respondents Pleaded Patent Exhaustion Based On Sales From
Their “Licensed” Suppliers.

Tessera often licenses its patents, including its compliant chip technology, to
suppliers through agreements called “TCC Licenses.” JA14323 1-32(QQ41-48);
JA151020-21. Because some Respondents use Tessera licensees to package their
DRAM éhips, Respondents (noné of whom is themselves a TCC Licensed entity)
argued that they could escape liability for patent infringement under the doctrine of
patent exhaustion. JA201-02.

All but one Respondent conceded that at least some of their products-at-
issue came from suppliers who had not even signed a TCC License agreement.

The ALJ held that “[i]n that regard, Respondents’ defense of patent exhaustion
fail[ed].” JA211-12. The ALJ found that only one Respondent, Elpida, showed

that its products all came from “licensed” suppliers. /d. That finding was enough
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to foreclose relief, however, because the products that the ITC found to infringe
happen to all be Elpida products. JA28. Under the ALJ’s finding, therefore,
Tessera exhausted its rights as to all products found to infringe.

The ALJ’s finding that Elpida’s suppliers were all Tessera licensees was
error. See infra §III-F. But the ALJ’s more basic error was to find exhaustion at
all—based simply on the existence of license agreements, without regard to

whether the license conditions were ever satisfied.

B. Patent Exhaustion Requires An Authorized First Sale.

“The longstanding doctrine of patent exhaustion provides that the initial
authorized sale of a patented item terminates all patent rights to that item.”
Quanta Computer, Inc. v. LG Elecs., Inc., 128 S.Ct. 2109, 2115 (2008); accord
Jazz Photo Corp. v. ITC, 264 F.3d 1094, 1105 (Fed. Cir. 2001). The concept of
authorization is accordingly central to patent exhaustion. Put simply,
“[e]xhaustion is triggered only by a sale authorized by the patent holder,” Quanta,
128 S. Ct. at 2121-22, and the doctrine “does not apply to an expressly conditional
sale or license.” B. Braun Med., Inc. v. Abbot Labs., 124 F.3d 1419, 1426 (Fed.
Cir. 1997).

The doctrine of patent exhaustion protects the patentee’s right to receive a
reward for the use of its innovation while protecting the public against double

recoveries by the patentee. “In United States v. Masonite Corp., 316 U.S. 265,278
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(1942), the [Supreme] Court explained that exhaustion of the patent right depends
on ‘whether or not there has been such a disposition of the article that it may fairly

29

be said that the patentee has received his reward for the use of the article.”” Jazz,
264 F.3d at 1105; see also United States v. Univis Lens Co., 316 U.S. 241, 251
(1942) (patent rights exhausted “when the patentee has received his reward for the
use of his invention™); Glenayre Elecs., Inc. v. Jackson, 443 F.3d 851, 862-872
(Fed. Cir. 2006) (exhaustion “trigger[ed]” by patentee’s “collection of license fees”
for use of invention) (citing Birdsell v. Shaliol, 112 U.S. 485, 487-88 (1884)).

The AL)’s determination that infringers may prevail on grounds of patent
exhaustion without a reward ever having been paid, or an authorized first sale ever
having occurred, flies in the face of this settled doctrine. The ALJ acknowledged
that a patentee and licensee may set the requirements for “authorization” through
their license agreement. JA203. But he then proceeded to hold exactly the
opposite: “Tessera’s licensees were granted the ‘authority to sell’ TCC Licensed
Products whether the license had come to fruition or not.” JA204. In effect, the
ALJ ruled that an “authorized sale” can occur without authorization—and that

exhaustion applies even when Tessera has received none of the reward on which it

conditioned its license grant.21

21 The ALJ speculated that the Supreme Court’s authorization requirement
created a risk that third parties like Respondents might have to pay “double
royalties” in order to avoid infringement liability. JA189. This speculation is
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C. The ALJ Misinterpreted Tessera’s Agreements.

The terms of a license agreement determine whether and under what
conditions a licensee is authorized to sell products under that agreement. E.g.,
Quanta, 128 S. Ct. at 2121; Intel Corp. v. USLI Sys. Tech. Inc., 995 F.2d 1566
(Fed. Cir. 1993). In Intel, this Court held that a licensee’s customer could assert
patent exhaustion as a defense to infringement because the licensor did not dispute
that its licensee “was authorized under the broad terms of the licensing agreement
to sell the chips at issue.” The Court explained:

If it had not granted that license or if the license had been limited in

some relevant way, that would be a different case from the one before

us. Intel might thereby have retained its right to proceed against those
who entered into foundry agreements such as the present one.

Intel, 995 F.2d at 1569. Here, Tessera limited its license agreement in the manner

Intel envisioned: Tessera retained its rights by explicitly limiting its license grant

to products on which royalties have been paid.

1. The Agreements Expressly Condition The License Grant
On Payment.

Tessera’s agreements are interpreted under California law, in which “the
language of an instrument must govern its interpretation if the language is clear

and explicit.” Nat’l City Police Officers’ Ass’nv. Nat’l City, 87 Cal. App. 4th

unsupported by the record. Tessera has specifically disavowed any attempt to
collect double royalties and, when such overpayments have infrequently occurred
in the past, it has provided refunds. JA100878(1014:3-20).

-55-



—I

|
i
_
|
.
N
-
.
"
"
|
|
_
=
-
_

NONCONFIDENTIAL VERSION

1274, 1279 (2001); accord Cal. Civ. Code §1638. Here, each of the suppliers’
TCC Licenses grants authority using language substantially identical in relevant

part to the following:

REDACTED

This language is clear and explicit: the
grant of a license is expressly conditioned on licensees’ payment of royalties. The
ALJ’s failure to address this section is alone sufficient to render his analysis
unsustainable. See Sunset Securities Co. v. Coward-MqCann, Inc., 306 P.2d 907,
911 (Cal. 1957) (“It is beyond question that every provision of a contract should be

examined to determine the meaning and intention of the parties.”); Cal. Civ. Code

§1641.

2. Other Provisions Confirm That The Licenses Are
Predicated On Royalty Payment.

The requirement of payment is critical to Tessera, as its ongoing research

and development is funded by the royalty revenue from its TCC license

oma
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agreements. Accordingly, the licenses at issue here employed a “belt-and-
suspenders” approach, reinforcing the license limitation with supplemental

language later in the agreement:

REDACTED

It is difficult to imagine how one could more clearly memorialize that
license rights extended only to those products on which a royalty is paid. Not

surprisingly, both Tessera and its licensees understood that these provisions mean

just what they say. REDACTED

23

Respondents offered no refutation of this concession.
Troublingly, the ALJ based his decision on the contractual language

immediately following the exclusion clause just quoted—which, although included

2 1f the provision were ambiguous, which it is not, the ALJ would have

been obligated under California law to consider Tessera’s parol evidence,
REDACTED « . . .
[P]arol evidence is properly admitted to construe

a written instrument when its language is ambiguous.” Winet v. Price, 4 Cal. App.
4th 1159, 1165 (1992).
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under the same heading,?* addresses instead the subject of how the parties could

resolve disputes over what products have or should have been paid for:

REDACTED

The ALJ interpreted this additional language to mean that a
license had to attach even without any royalty ever being paid, because “[i]f the
exclusion clause [reproduced supra] were given its literal meaning, the language
following that ciaﬁse would be superfluous because no license would govern the
relationship and therefore no dispute resolution clauses would be binding.” JA206.

This reasoning is fraught with error. As a logical matter, it is manifestly
possible for the agreement to “govern the relationship” between the parties at the
same time as the license grant is not being extended to a specific product. Asa

textual matter, the mere fact that a single provision addresses multiple events does

24 . REDACTED
Per the parties’ express agreement,
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not render the provision ambiguous, or allow the court to disregard a portion of it.
To the contrary, “[t]he whole of a contract is to be taken together, so as to give
effect to every part, if reasonably practicable, each clause helping to interpret the
other.” Cal. Civ. Code §1641. Here, both parts of the agreed upon Exclusion
Provision have meaning: the license is only granted for those products on which
royalties have been paid; and if the parties dispute which products have been or
should be paid for, they may initiate legal proceedings after a specified period.
Through his ruling ignoring the “literal meaning” of these provisions, the ALJ
wrote both the “belt” and “suspenders” out of the agreements, and ignored the fact
that all these clauses could and should be given their intended and unambiguous
meaning.

The ALJ relied on the California state law that “[a] condition involving
forfeiture must be strictly interpreted.” Cal. Civ. Code §1442; see JA206
(“Tessera’s interpretation involves a condition and Respondents’ interpretation
does not.””). But these clauses contain no “forfeiture” provision. A forfeiture
provision declares that property rights already vested in the transferee will be
defeated if some condition occurs afterward. See, e.g., Sanders v. East Bay Mun.
Utility Dist., 16 Cal. App. 4th 125, 139 (1993) (“Conditions subsequent are those
which in terms operate upon an estate conveyed and render it liable to be defeated

for breach of the condition.”). By contrast, Tessera’s agreement creates a
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condition precedent: the license is not granted until royalties are paid. The simple
requirement that licensees must actually pay to get the license they need is hardly a
condition creating a right of forfeiture. See Jordan v. Reynolds, 97 Cal. App. 2d
194 (1950) (“[I]n the absence of a provision in the contract making time of the
essence the mere failure to pay in accordance with the terms of the agreement is

not ground for forfeiture.”).?

The ALJ appears to have been concerned about the possibility that chip
packages may be imported into the United States before royalties come due under
the TCC Licenses. This was, however, a non-issue. Tessera pledged to observe
the “grace” period under the contract before the royalties come due and forbear
from taking adverse action against licensees’ cﬁstomers where the licensee itself
had not defaulted on a payment deadline. See, e.g., JA170236-46,170393-
405(215:1-25);JA154751(QQ12-1 3). This procedure is akin to permitting a
licensee to purchase on credit—a commonplace and uncontroversial transaction
well accepted in modern commerce. E.g., JA170395(216:1-12),

Compounding these errors, the ALJ reasoned that because the agreement’s

REDACTED

Termination Clause (JA156116-17(fVIII)) allows

25 The ALJ also incorrectly found that the so-called “condition” was
“buried” in the Exclusion Provision. JA206. Notably, the condition is in the first
sentence of the paragraph. Cf. Rodriguez v. Am. T echs., Inc., 136 Cal. App. 4th
1110, 1124 (2006) (even clause on reverse side of agreement not inconspicuous).
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REDACTED

, the payment of royalties could not also be a condition precedent to
perfecting a license. JA208. But the Exclusion Provision and Termination Clause
plainly offer alternative means for responding to a licensee’s failure to pay
royalties on specific products. If royalties have not been paid, the parties have 60
days to resolve the issue informally, at which point either one may initiate
litigation. Under the Termination Clause, if royalties have not been paid, the

. REDACTED
parties

The former provision allows the parties to
keep the agreement in existence but resolve issués over unpaid royalties through
litigation, while the latter results in a termination of the agreement wholesale.
There are rational business reasons that might lead the parties to make both paths
available, but chose one over the other under given circumstances. The ALJ had
no authority to declare the Termination Clause procedure to be the only option.
See, e.g., Construction Machinery Co. v. Willard & Rodman, Inc., 208 Cal. App.
2d 31, 38 (1962) (“It is not the province of the court to... rewrite the clear terms of
a lawful contract.”).

The ALJ’s approach to contract interpretation, casually discarding numerous

provisions agreed to by the parties, was both unwarranted under California law and
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alarming in practice. For instance, under the ALJ’s logic, even products sold in
violation of provisions limiting the types of products or fields of use covered by
the agreement—provisions which are found in all of Tessera’s licenses—would
trigger patent exhaustion merely because they are purchased from an entity thatis a
party to a Tessera “license,” regardless of the scope of the license. By way of

example, ChipMOS is a Tessera licensee, but REDACTED

26 This is clearly an absurd result, yet nothing
in the ALJ’s approach prevents a court from obliterating a wide range of critical

license provisions, carefully crafted by the parties to define the contours of their

business relationship.

D. The ALJ Relieved Respondents Of Their Burden Of Proof.

The ALJ speculated that Tessera’s interpretation of the contract might
“create[] chaos” or could obligate third parties to “enforce the contract” with
Tessera’s licensees. JA209. The ALJ appears to have lost sight of the question

presented, which is not what effect Tessera’s licenses may have on third parties in

I IR EEEERES= ---1

26 1t is undisputed that REDACTED

but this is evidently irrelevant under the ALJ’s approach to patent
exhaustton.
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general or the licensees themselves, but whether, in the context of Respondents’
patent exhaustion defense, Respondents satisfied their burden to prove that ;heir
products had been the subject of an “authorized first sale” by their suppliers.
1. Respondents Bear The Burden Of Proof On Exhaustion.

The burden of establishing the affirmative defense of patent exhaustion is on
the party raising the defense. Jazz, 264 F.3d at 1102, 1105. If Respondents wish
to prove that patent exhaustion protects products sold under TCC Licenses, they
must prove that the license on those products was actually perfected, and hence
their sale authorized, by virtue of the payment of royalties.”’

Not only do Respondents bear this burden as a matter of law, but allocating
the burden to them conforms to longstanding nbtions of fairness and due process,
because they have easier access to information necessary to prove authorization.

See, e.g., International Brotherhood of Teamsters v. United States, 431 U.S. 324,

REDACTED

359 n.45 (1977). Respondents all have

direct contractual relationships with the suppliers of the Accused Packages. Their
contracts detail the work to be performed by these subcontractors as well as the

payment to be made by Respondents. JA100903-04(1039:25-

27 Contrary to the ALJ’s speculations about “chaos,” Respondents simply
needed to produce accountings from their suppliers showing that they complied

. . .. . REDACTED
with the license conditions. Indeed, it was
as

Tessera had correctly contended.
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1040:11),100037,1187:25-1188:10,2435:1-2436:14;JA139282-99;JA139300-11.
Respondents’ business relationships with their suppliers—giving them commercial
motivation to keep Respondents satisfied—give Respondents significant leverage
to not only seek confirmation from their suppliers of royalty payments, but also
(when Respondents desire) to dictate that their suppliers make the required
payments. JA100214,100224-25(360:16-361:2),100848,100871(1007:3-
18),100902-04(1039:25-1040:11);JA154213-14.

The record in this Investigation is replete with instances of Respondents

exerting precisely this type of leverage. For example, REDACTED
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REDACTED g

By contrast, it is difficult, if not impossible, for Tessera to determine
whether any of Respondents’ suppliers have perfected their licenses through
payment of royalty on the specific products that Respondents now contend are

protected by exhaustion. Respondents REDACTED

When providing royalty reports to Tessera, the licensee-
subcontractors who perform the actual packaging work for companies like
Respondents almost always refuse to provide detailed information on the products
sold or the identity of the customers, which they claim to be proprietary and
confidential. JA100864-65(1000:20-1001:8);,JA100126-31,100210(346:3-
5),100221-24(357:24-360:15),JA142459-61(QQ70-73); see, e.g., JA162672(Akita
Elpida royalty report); JA163209-13(PTI royalty report); JA163206(Walton
royalty report).

Consequently, laying the burden of proof on Respondents is not only the

law, but also makes the most sense.

2 The ID argued that Respondents do not have access to the TCC Licenses.
JA209. But as Tessera explained, its licensees can obviously tell their customers
whether royalties have been paid. JA154752-53(Q18). Moreover, Respondents
plainly had access to the agreements for purposes of their defense in this

Investigation.
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2. Federal Patent Law, Not State Sales Law, Defines 1
Respondents’ Duties To Establish Patent Exhaustion.

The ALJ also misapplied California commercial law. The ALJ reasoned

that, under California’s implementation of the Uniform Commercial Code

(“U.C.C.”), “[w]hen a third party purchaser in good faith buys an item from a

dealer whose business is to sell similar items, the purchaser takes the item free and

clear of third party interests.” JA208 (quoting Cal. Comm. Code §§1201(9), ,
2403(1)(b)). Invocation of this provision was improper for several reasons.

First, and most importantly, the issue here is not what interest encumbers the
Accused Products, but what Respondents must prove to prevail on a patent

exhaustion defense in a §337 Investigation.

Second, California law cannot trump federél patent exhaustion law. The
U.C.C. rule may be preempted by federal law if it would undermine the policy
behind the federal law. See Dowell v. Beech Acceptance Corp., 3 Cal. 3d 544 (Cal.
1970) (holding that Federal Aviation Act preempts U.C.C.’s third-party purchase
rule). Federal law recognizes that patentees must be permitted to receive their
reward through an «authorized” first sale of a product practicing the patent. That
federal interest would be fatally undermined by the U.C.C. if it meant that a
Respondent could claim that it is entitled to benefit from an “authorized first sale”

of the product without showing that the supplier was in fact authorized.
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Third, even if such doctrines based on the “good faith” of third-party

purchasers could afford some protection to Respondents, there is ample evidence

that Respondents do not purchase in good faith. A good faith purchaser acts
«“without knowledge that the sale violates the rights of another person in the

goods.” Cal. Comm. Code §1201(9). Record evidence shows that at least

Respondent REDACT was well aware when the Complaint was filed that its suppliers
had failed to pay substantial amounts of royalties to Tessera. JA154760-61,

154781-82(QQ106-15);JA1 71272,171274,1713 13(Q269),171320-22(QQ330-

REDACTED

50),171329-30(QQ393-97).

Similar admissions

were obtained from other Respondents. E.g., JA0171373-76; JA0171397

REDACTED

E. Under Quanta, The License Governs Whether The Sale Was
Authorized.

The ALJ concluded that the Supreme Court’s Quanta ruling altered either
the meaning or effect of Tessera’s license agreement or disposed of Respondents’

burden to prove an authorized first sale. This was error. To the extent Quanta

applies at all, it supports Tessera’s claim.
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In Quanta, the Supreme Court found patent exhaustion where the patentee
entered into a license that broadly allowed its licensee Intel to make, use, or sell
Intel’s own products. Quanta, 128 S.Ct. at 2114. It was undisputed that the
products at issue were, in fact, licensed. Id. at 2121-22 (“No conditions limited
Intel’s authority to sell products substantially embodying the patents.”). Here, by
contrast, under the explicit terms of the TCC License Agreement, Tessera’s
licensees did not perfect their licenses to the Accused Products because they failed
or chose not to pay royalties due.

The question presentedrﬂl 7Q;4d7rztfc;;v£s whether, having unconditionally
granted a license to sell its products, the licensor could impose additional
downstream post-sale restrictions limiting the ﬁghts of Intel’s customers to
combine the licensed product with components from other companies. Id. at 2114.
The Supreme Court concluded that because the products in Quanta were licensed,
and Intel was therefore authorized to sell them under the terms of the contract, no
attempts at downstream post-sale restrictions by contract would succeed as the
patent rights had already been exhausted. /d. at 2121. Here, by contrast, there are
no downstream or post-sale restrictions at issue, and there was never an authorized
sale.

Under Quanta, the ALJ was required first to look to the license agreement to

determine whether the sales were authorized under the agreement, and second to
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determine whether Respondents had proven the Accused Products had been
supplied through such sales. See id. at 2121-22; see also Intel, 995 F.3d at 1569.
Instead, the ALJ got it backwards: he first concluded, troublingly, that Quanta
means that Tessera’s licensees had been granted “authority to sell TCC Licensed
Products whether the license had come to fruition or not,” and then conformed his

interpretation of the Agreements to this conclusion. JA204.

F. Elpida Failed To Prove That Its Suppliers Provided Licensed
Products.

The ALJ further erred in finding that 100% of Elpida’s Accused Packages
were licensed by its suppliers. JA211-12. Elpida had argued that, at the time the

Complaint in this investigation was filed, all of its suppliers REDACTED

were Tessera licensees. Id. Under Tessera’s TCC agreements at issue,

REDACTED
however,
Elpida offered no evidence whatsoever that
REDACTED
29 REDACTED
has
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Nevertheless, the ALJ created two brand-new license relationships out of
thin air, without seeming to consider the wide-ranging ramifications of that
erroneous holding. And, while the ALJ’s observation that “[n]othing in the TCC
agreements requires that affiliates agree to the terms and conditions of the TCC
agreement in writing” may be true, it is hardly evidence of agreement.

. REDACTED
Even with respect to

at the time the Complaint was filed (such as REDACTED 1y it is
undisputed that royalties due on Accused Products had not been fully paid at the
time that the Complaint was filed. See, e.g., JA171313(Q269),171320-22(QQ330-
50),171329-30(QQ393-97),JA154781-82(QQ106,114);JA102640-41(2772:21-
2773:1);JA163207-13;JA154383-85;JA142934(Q39);JA154781-82(QQ1 11-
12);JA182617-22;JA184730-35. The ALJ disregarded these undisputed facts and
clear case law that requires that infringement in a §337 Investigation be judged as
of the time the Complaint is filed. Certain Hardware Logic Emulation Systems
and Components Thereof, Inv. No. 337-TA-383, Order No. 82 (USITC Mar. 25,
1997); see Enercon GmbH v. ITC, 151 F.3d 1376, 1383 (Fed. Cir. 1998) (finding

that acts “after the ITC began its investigation” did not dispel §337 jurisdiction).

Even millions of dollars in extraordinarily untimely, after-the-fact royalty

no bearing on Elpida’s defense regarding products accused as of the time of the
complaint.

-70 -

Ao




NONCONFIDENTIAL VERSION

payments, not made until trial loomed, cannot retroactively cure the infringement
that existed as of the filing of the Complaint.
CONCLUSION

The ITC’s determination of no violation as to all products accused of

infringing the ‘106 Patent should be reversed, as should its ﬁﬁpréper applicationof |
the doctrine of patent exhaustion, and the case should be remanded for entry of

remedial orders.>
Dated: May 27, 2010 Respectfully submitted,

GIBSON, DUNN & CRUTCHER LLP IRELL & MANELLA LLP
WAYNE M. BARSKY MORGAN CHU
MARK N. REITER JONATHAN H. STEINBERG
STEVEN M. GEISZLER BENJAMIN W. HATTENBACH
. AMANDA TESSAR KENNETH J. WEATHERWAX
MARK A. KRESSEL

ij‘-m; W. Hadfenbaot, (AP

BENJAMIN W. HATTENBACH

Attorneys for Tessera, Inc.

% For the reasons outlined in its briefing before the ITC, the ALJ made

erroneous recommendations concerning the appropriate remedy if a §337 violation
1s found. JA3012-17,3032,3034-85;JA3405-12,3421-34. Tessera reserves these
arguments i the event of remand.

-71 -





