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Allocation Method 1 ARocation Method 2
Maintenance Maintenance
Operation53 3 Operations34

Research and
Development3 3

’596 Patent
’501 Patent | '
 >774 Patent

Id. at 183-184, 186; see also CX-0004C at Q/A 196, 205.

Sony indicates that the labor and maintenance operations allocated to the IBM 3592
products include direct labor costs (i.e., account management, project management, and on-sife
maintenance) and indirect labor costs (i.e., infrastructure support, IT, management staff, and
maintenance technicians). See CIB at 182-183. According to Sony, “IBM employed
approximately Sl full-time equivalents in 2014 for on-site direct labor.” Id.

Sony asserts that IBM’s research and development activities for the 3592 products occur
primarily in Tucson, Arizona and Almaden, California. Id. at 184 (citing CX-1304C at Q/A 87).
According to Sony, the Tucson facility utilizes approximately 8 percent of the space in two
buildings and houses Il people (fll percent of whom are engineers) devoted to the developmert,
testing, and support of 3592 products. Id. (citing CX-1304C at Q/A 88, 90, 93-95; CX-0004C at
Q/A/ 209). The Almaden facility includes a pilot line for developing and testing manufacturing
processes and prototype 3592 tape systems. Id. (citing CX-0004C at Q/A/ 209). The ml
employees at the Almaden facility devote approximately fll percent of their time to development

work related to 3592 products. Id. (citing CX-1304C at Q/A 125-129; CX-0004C at Q/A 209).

33 Estimated from fiscal year 2014 through September of fiscal 2017. See €CX-0004C at Q/A
196.

3 Estimated from fiscal year 2014 through September of fiscal year 2017 based upon North
American revenue. See CX-0004C at Q/A 205.

35 Estimated from fiscal year 2012 to September of fiscal year 2017. See CX-0004C at Q/A 205.
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According to Sohy, IBM does not track its research and development 'eXpenditures for each
different 3592 system (i.e., TS1120, TS1130, TS1140, TS1150, and TS1155), but IBM was able

to provide an estimate of expenditures devoted to each system between 2012 and 2016:

C ] I 0T I 2 0 TSI I 0 TG R
TS1120/TS1130
TS1140 .
TS1150 l
TS1155

Id. at 185 (citing CX-0004C at Q/A 217-218; CDX-0004C at 33; CX-1304C at Q/A 147-154).

Fujifilm argues that IBM’s expenditures relate to tape drives and cannot be considered to
support a domestic industry in tape media practicing the claims of the *774 and ’501 patents, as
diséussed above. See RIB at 173. As to the *596 patent, Fujifilm contends that Sony cannot rely
on IBM’s tape and drive investments because the Sony-IBM license does not cover the 3592
family of products. Id. at 174. Fujifilm also contends that IBM’s research and development
expenses can only be properly credited under section 337(a)(3)(C), not subparagraph_ (B), and
that Sony has failed to demonstrate the nexus between IBM’s research and development
expenditures and the patented technology required under section 337(a)(3)(C). Id. at 174-175.

In assessing IBM’s 3592 e#penditures, Staff concludes that IBM’s maintenance and
- research and development expenditures do not satisfy the economic prong under section
337(a)(3)(B) with respect to the *774 and *501 patents, as discussed above, but do satisfy
subparagraph (B) with respect to the 596 patent. Id. at 130, 145-152. Staff contends that the
’596 patent claims a tape drive apparatus as well as a tape cassette. RRB at 39. Staff reasons
that IBM’s investments related to the 3592 tape drives therefore relate to articles protected by the

’596 patent. Id. For example, Staff observes that “the evidence shows that IBM invested at least

I :0d possibly I in labor and capital for maintenance” for articles
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covered by ’596 patent.’ 6 RIB at 148 (citing CX-OOO4¢ at Q/A 199-205; CDX-0004C at 31, 36;
IJX-0125C; .CX-0718C; CX-1095C; CX-1101; CX-1190; CX-1729). Staff also poirlltsv to
evidenpe of record demonstrating that IBM inyested _ related to the articles
protected'by the ’596 patent. Id. at 151 (citing CX-0004C at Q/A 199-205; CDX-0004C at 33,
35, 36; JX-0125C; CX-0718C; CX-1095C; CX-1101; CX-1190; CX-1729). Thus, Staff submits
that IBM’s expenditﬁres for maintenance and research and deveiopment associated with articles
protected by the *596 patent are quantitatively and qualitatively significant. Id. at 150-151.

M;f previous determinations have resolved many of these issues. As discuésed above, |
have determined that the maintenance and research and development expenditures associated
‘with the IBM 3592 tapes and 3592 tape drives should be considered when determining whether
the economic prong has been satisfied for the 774 and *501 patents. [ hav¢ also rejected
Fyjifilm’s contention that the IBM 3592 products are not authorized by Sony.

The remaining issﬁe is Fujifilm’s contention that research and development expenses are
the exclusive province of subsection (C), and caﬁnot be considered under subsection (B). The
Commission has repeatedly—and again recéntly—made clear that labor expense. associated with
research and development can be used to satisfy the economic prong under section (B).
Particularly, in Certain Robotic Vacuum Cleaning Devices, Inv. No. 337-TA-1057, Comm’n Op.
at 11 (August 1, 2018), the Commission noted that it “has?rejected the legal theory that labor
costs from research and development can only Be considered under ‘subparagraph (C).” The

Commission explained that this has been the case since the passage of the 1988 Omnibus Trade

and Competitiveness Act that codified sections (A) and (B) and added subsection (C). Id.at 12

36 Based upon the two different sales-based allocations Sony offered for IBM’s investments in
maintenance operations. See SIB at 149.
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(“Since the 1988 Act, the Commission has permitted expenditures on plant and equipment and
“labor and capital employed in engineering and research and development activities to support a
domestic industry under subsections (A) and (B), so long as the asserted expenditures satisfy the
plain language of the statutory text.”). This position is consistent with a number of prior
~ Commission decisions.

For example, in Certain Ground Fault Current Interrupters, the Commission permitted
research and development expenses to be considered under subsection'(B). Inv. No. 337-TA-.
739, Comm’n Op. at 80 (June 11, 2012). In doing so, the Commission explained that “Leviton
presented domestic industry evidence organized according to ‘articles protected by the patent’
when evavluating plant, equipment, labor, and capital expenses,” that Levitqn GFClIs were articles
that practiced the asserted patents, and that “virtually all research and development of the
Leviton GFClIs occurs in the United States.” Id. at 78-80. |

Citing Certain Ground Fault Current Interrupters, the Commission arrived at a similar
conclusion in Certain Electronic Imaging Devices, Inv. No. 337-TA-850, Comm’n Op. at 92-95.
(April 21, 2014). In fact, the Commission addressed this issue direptly. Id. at 92-93 (“In other
words, Respondents essentially argued that Apple’s research and development investments
should be considered under subsection 337(a)(3)(C) and not under subsection 337(a)(3)(B). The
Commission has made no such requirement in the past.”). For example, the Commission
indicated that expenses for labor and capital for research and development could be considered
under subsection (B) where “Flashpoint provided individual head counts for Apple engineers
working on research and development for the iPhone 4S and iPhone 5 in the United- States.” Id.

at 93.

213



PUBLIC VERSION

The Commission also credited research and development work under subsectien (B) in
Certain Marine Sonar Imaging Devices, Ineluding Downscan and Sidescan Devices, Products
Containing the Same and Components Thereof, Inv. No. 337-TA-921, Comm’n Op. at 54, 64
(Jan. 6, 2016). In that case, the Commission found that Navico’s expenditures from 2009 to
2014 of a confidential amount in the domestic design, development, service, repair, and support
of the LSS-1 products con‘hstitute a significant employment of labor and capital under section
337(a)(3)(B). In doing so, the Commission again cited evidence of record inelicating that “the
research and development [was] performed on products practiciﬁg each of the asserted patents,
[that] resulted in the creation of a new products category that consumers found valuable,” and
expressly noted that “[t]he recdrd also shows that Navico conducts the vast majority of its
research and development in the United States.” Id. at 63-64.

As can be seen, the Commission has consistently allowed research and development
expenses to be included under subsection (B). In some instances, certain research and
.development expenses may even qualify as both an investment in a domestic industry product
under subsection (B) and an investment in a patent covering that product under subsection (C).
See, e.g., ‘Certaiﬁ Electronic Imaging Devices, Inv. No. 337-TA-850, Comm’n Op. at 95-96.
(affirming the ALJ’s finding “that Apple and Motorola made substantial investments in research
and development under subsection 337(a)(3)(C) based on the same facts on which he based his
finding under subsection 337(a)(3)(B)”); see also Certain Integrated Circuit Chips, Inv. No.
337-TA-859, Comm’n Op. at 42 (“Our caselaw demonstrates that a complainant;s evidence of its
investment in a pfotected articie that practices the pateﬁt ordinarily also can support the inference

that the investment was itself an exploitation of the patent.”).
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Consiste_nt \&ith the '.precedent reviewed above, I find that IBM’s _:research and
development investments can be considered under subsection (B) in order té establish the
economic prong of the domestic industry requirement.

In sum, I find that all of the maintenance and research and development expenditures
assoqiated with the IBM 3592 products relied upon by Sony shall be considered in determining
whether the economic prong of the domestic industry requirement has been satisfied under
secﬁon 337(a)(3‘)(B).‘ | |

4. Research and development investments relating to articles protected
by all asserted patents under section 337(a)(3)(C).

Sony also argues that IBM’s expenditures for labor and capital associated with research
and development of 3592 tapes and drives satisfies the domestic industry requirement uﬁder
section 337(a)(3)(C). CIB at 186. Sony contends that a nexus exists between the IBM 3592
products and the technology of the Asserted Patents. /d. In particﬁlar, Sony argues that the *501
patent is directed to “incréased track density and increaséd performax_lce when media is psed with
a dxive;” that the 596 patent enables “increased n'eliability' and security and improves the
interopei‘ation of the cartridge memory, tape media, and drive,” and that the *774 patent provides
improvements in signal strength and performance. Id. (citing CX-0001C at Q/A 221-224; CX-
0003C at Q/A 74-76, 98-101; CX-0002C at Q/A 60). |

Fyjifilm and Staff contend that Sony has failed to demoﬁstrate a nexus between the IBM
expenditures and the patented technology, and .t'hus Sony cannot establish tﬁe economic pfohg
under section (C). RIB at 174-175; SIB at 152.

For the reasons set forth- above, I have determined that research and development
expenditures associated with the IBM 3592 tapes and 3592 tape drives constitute domestic

industry products with respect to the Asserted Patents. That determination includes findings that |
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(1) 3592 tapes and drives are articles practicing the *596 patent and (ii) 3592 tape drives are
necessary to exploit 3592 tapes practicing the *774 and *501 patents. See Certain Integrated
Circuit Chips, No. 337-TA-859, Comm’n Op. at 36 and Video Game Systems, Inv. No. 337-TA-
770, Comm’n Op. at 68). With that in mind, Commission precedent “demonstfates that a
complainant’s evidence of its investment in a protected article that practices the patent ordinarily
also can support the inference that the investment was itself an exploitation of the patent.”
Certain Integrated Circuit Chips, Inv. No. 337-TA-859, Comm’n Op. at 42. Thus, the question
is whether that “ordinary inference” applies here, where the domestic industry products—at least
for some of the patents (i.e., the 774 and *501 patents)—include non-patented articles (and their
associated research and development expenses) necessary to “exploit” the asserted patents.

Given that I have determined that investments relating to the 3592 tape drives should be
considered when evaluating the domestic industry reievant to all of the Asserted Patents, it
follows that investments associated with the research and development of those tape drives are
an “investment [that is] itself an exploitation of the patent.” Therefore, I find that IBM’s
research and development invesﬁnents can be considered under subsection (C) in order to
establish the economic prong of the domestic industry requirement.

5. The significance of IBM’s investments.

Sony argues that IBM’s expenditures associated with the 3592 products are quantitatively

and qualitatively significant and substantial. /d. at 187-191. For example, Sony points to IBM’s

3592 research and development expenses:

I 12596 Paten il 250 T Patcn | 7/ A1P aten ol
IBM’s R&D Investments - R

Id. at 188 (citing CX-0004C at Q/A 235).
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Sony further asserts that the quantitative significance of IBM’s expenditures is

demonstrated when compared to North American sales revenue:

7596 Patent | 501 Patent ] *774 Patent
IBM’s Maintenance Investments
(2014 — Complaint) *

Sales Revenue in Practicing
Tape Products _
DI as a Percentage of Revenue

*596 Patent | ’501 Patent | >774 Patent

IBM’s Development
Investments (2014 — Complaint)

Sales Revenue in Practicing
Tape and Drive Products
DI as a Percentage of Revenue “

Id. at 189 (citing CX-0004C at Q/A 197-205, 220-221; CDX-0004C at 31, 33, 35, 36; CX-

0718C; CX-0870C, JX-0125C).

Finally, Sony asserts that IBM’s domestic industry product expenditures are qualitatively
significant within the U.S. marketplace. Id. Among other things, Sony cites to the importance of
IBM’s expenditures as a function of initially creating and now maintaining the 3592 line of
products. Id. at 190-191 (citing CX-0004C at Q/A 283-287; CX-0008C at 63-64; CX-1304C at
Q/A 120-122, 166; JX-0046C at 23:12-30:1, 60:6-22; CX-1729; RX-0450 at 21).

Fujiﬁhn_argues that IBM 3592 expenditures lack significance because Sony failed to
demonstrate that those expenditures added any value to the IBM 3592 products. Id. at 179.
Fujifilm points out that this lack of significance is further demonstrated by the fact that IBM’s
revenue and expenses associated with the 3592 products constitutes only a very small portion of
IBM’s overall revenue and expenses. Id.

Staff finds that IBM’s expenditures for maintenance and research and development

associated with articles protected by the 596 patent are quantitatively and qualitatively
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significant.>’ Jd. ét 150-151. For example, Staff observes that “the evidence shows that IBM
invested at least -, and possibly _ in labor and capital for rﬁaintenance”
for articles covered by *596 patent. Id. at 148 (citing CX-0004C at Q/A 199-205; CX-0718C;
CX-1095C; CX-1101; CX-1190; CX-1729; CDX-OOO4C at 31, 36; JX-0125C). Staff also points -
to evidence of record demonstrating that IBM invested _ related to the articles
protected by the 596 p.at'ent. Id. at 151 (citing CX-0004C at Q/A 199-205; CX-0718C; CX-
1095C; CX-1101; CX-1190; CX-1729; CDX-0004C at 33, 35; 36; JX-O]25C).

Based on »the evidencé of record, I find that IBM’s investments are quantitatively
significant as required by section 337(a)(3 )(B) as well as quantitatively substantial as required by
section 337(a)(3)(C). This conclusion is true with respect to the absolute dollar amounts
invested to exploit each of the Asserted Patents and as reflected as a percentage of the IBM
North American revenue attributable to the products exploiting each of the Asserted Patents. See
CX-0004C at Q/A 197-205, 220-221, 235; CDX-0004C at 31, 33, 35, 36; CX-0718C; CX-
0870C; JX-0125C. That these investments led to a proprietary storage format for IBM supports
a.ﬁnding> that they are qualitatively significant as well. See CX-0004C at Q/A 283-287; CX-
0008C at 63-64; CX-1304C at Q/A 120-122, 166; JX-OO46C at 23:12-30:1, 60:6-22; CX-1729;
RX-0450 at 21.

Accordingly, I find that Sony has demonstrated that the identified IBM investrhents
exploit the inventions protected by 596, *501, and *774 patents and satisfy the economic prong

of the domestic industry requirement under both section 337(a)(3)(B) and section 337(a)(3)(C).

37 In view of Staff’s determination that IBM’s expenditures did satisfy the domestic industry
requirement under section 337(a)(3)(C) because there was no nexus with the Asserted Patents,
Staff did not address whether such expenses are “substantial” as required in subsection (C). See
SIB at 152.
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VIIL. CONCLUSIONS OF LAW

1.  The Commiséion has personal jurisdiction over the parties, and subject-matter
jurisdiction over the accused products.

2. The importation or sale requirement of éection 337 1s satisfied as to Fujifilm.

3. Fujifilm’s LTO-4 and LTO-6 tape products infringe claims 1, 5, 6, 7, 8, 10, 16, and 17 of
the *774 patent. |

4. Fujifilm’s LTO-5 tape pfoducts infringe claim 17 of the 774 patent.

S. The asserted claims of the *774 patent are not invalid and are directed to patentable

subject matter.

6. Fujifilm’s LTO-4, LTO-5, and LTO-6 tape products infringe claims 1, 2, 4, 5, and 6 of
the *501 patent. |

7. Fujifilm’s LTO-5 and LTO-6 tape‘prcv)ducts infringe claim 8 of the *501 patent.

8.  The Imnation 9840 product anticipates claims 1, 2, 4, 5, 6, and 8 of the ’501 patexit.

9. Japanese Patent Publication Number 2003-141708 (“Meguro”), anticipétes claims 1, 2, 4,

5, 6, and 8 of the 501 patent. |

10. United States Patent Publication Number 2003/0224213 (“Meguro-2”), anticipates claims

1,2,4,5, and 6 of the *°501 patent.

11.  The combination of the Imation LTO-1 product with the knowledge and experience of a

person of ordinary skill in the art and/or the NCIS Roadmap renders mvalid as obvious claims I,

2,4,5, 6, and 8 of the °501 patent. |

12.  The combination of Japanese Patent Publication Nu-mbe:r P2002-123928 (“Takahashi”),

with the knowledge and experience of a person ;>f ordinary skill in the art reﬁders invalid as

obvious claims 1, 2, 4, 5, 6, and 8 of the ’501 patent.
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13. The assgﬁed claims of the 501 patent are not mvalid for lack of written description or
enablement.

14.  Fujifilm induces infringement of claims 1-13 of the *596 patent.

15.  The asserted claims of the *596 patent are not invalid.

16. | The technical prong of the domestic industry requirement for all of the Asserted Patents
has been sétisﬁed.

17.  The economic i)rong of the domestic industry requirement has been satisﬁed for all of the
Asserted Patents.

IX. RECOMMENDED DETERMINATION ON REMEDY & BOND

The Commission’s Rules provide that the administrative law judge shall issue a
recommended determination concerning the appropriate remedy in the event that the
Commission finds a violation of section 337, and the amount of bond to Be posted by
respondents during Presidential review of the Commission action under section 337(j). See
19 CF.R. § 210.42(a)()(n). |

A. Limited Exclusion Order

Under section 337(d), the Commission may issue a limited exclusion order directed to a
respondent’s infringing products. See 19 U.S.C. § 1337(d). A limited exclusion order instructs
the U.S. Customs Service to exclude from entry all articles that are covered by the patent at issue
| that originate from a named respondent in the investigation. See Fuji Photo Film Co. Ltd. v. Int’l
Trade Comm’n, 474 F.3d 1281, 1286 (2007). |

Sony argues that an exclusion order and/or a cease and desist order must issue when there
has been a violation of section 337. See CIB at 197-198. Because Fujifilm has violated section
337, Sony contends, a limited exclusion order is warranted against Fujifilm, its affiliates, parents,

subsidiaries, and/or other related business entities, and its successors or assigns. See CIB at 198.
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Fujifilm does not dispute that a limited exclusion order should issue if a violation of sectiop 337
has occurred. See RIB at 185. Fujifilm argues, however, that any issued exclusion order should
(i) be delayed by at least six months, (ii) be limited to Fujifilm-branded LTO-4, LTO-5, and
LTO-6 products and components thereof, and (iii) expressly exclude both IBM-branded LTO-4,
LTO-5, gnd LTO-6 products manufactured by Fujifilm for IBM and LTO-7 ﬁroducts that were
excluded from this investigation. Id. According to Fuyjifilm, delaying enforcement of the
exclusion order would permit affected U.S. customers sufficient time to transition to other
| storage solutions (e.g., in LTO-7 tapes). Id. at 185-186.

Staff submits that the evidence supports recommending a limited exclusion order without
delay. According to Staff, there are other suppliers who could supply tapes. SIB at 155 (citing
CX-0004C at Q/A 305-309, 313, 344). Staff asserts that Fujifilm’s proposed exception for IBM-
branded products is unnecessary. Id. Staff does support, however, inclusion of a certification
provision because Fujifilm makes other LTO tape products that are not accuseci in this
investigation and that are provided to a third-party licensed under the Asserted Patents. Id.
(citing Certain Ground Fault Circuit Interrupters and Products Containing Same, Inv. No. 337-
TA-615, Comm’n Op. at 28 (March 26, 2009): Certain MEMS Devices and Products Containing
Same, Inv. No. 337-TA-700. Comm’n Op. at 27 (May 13, 2011)).

In the event the Commission finds a violation, I recommend that a limited exclusion
order issue prohibiting the importation of all the accused products found to infringe the Asserted
Patents. There should be no delay in issuing the order. I do recommend, however, tailoring the
: exclusién order to incorporate Fujifilm’s proposed exception for IBM-branded LTO-4, LTO-5

and LTO-6 products and their components given that such products are manufactured and
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imported pursuant to a license granted by Sony. I do not recommend mcluding a provision
regarding LTO-7 products given that they were not a part of this investigation.
I further note that no party has requested an exception for products sold to or used by the

U.S. Government as set forth in 19 U.S.C. § 1337(1), which provides that:

Any exclusion from entry or order under subsection (d), (e), (f),

(g), or (i), in cases based on a proceeding involving a patent,

copyright, mask work, or design under subsection (a)(1), shall not

apply to any articles imported by and for the use of the United

States, or imported for, and to be used for, the United States with
the authorization or consent of the Government.

19 U.S.C. § 1337(l). Recognizing that such a provision is typically present in the Commission’s
exclusion orders, I recommend inclusion of such a provision.

B. Cease and Desist Order

Under section 337(f)(1), the Commission may issue a cease and desist order in addition
to, or instead of, an exclusion order. See 19 U.S.C. § 1337(t)(1). The Commission generally
issues a cease and desist order directed to a domestic respondent when there is a “commercially |
significant” amount of infringing, imported product in the United States that could be sold,
thereby undercutting the remedy provided by an exclusion order. See Certain Crystalline
Cefadroxil Monohydrate, Inv. No. 337-TA-293 USITC Pub. 2391, Comm’n Op. on Remedy, the
Public Interest and Bonding at 37-42 (June 1991); Certain Condensers, farts Thereof and Prods.
Containing Same, Including Air Conditioners Jor Automobiles, Tnv. No. 337-TA-334 (Remand),
Comm’n Op. at 26-28, 1997 WL 817767, at *11-12 (U.S.I.T.C. Sept. 10, 1997).

In the event a violation of Section 337 is found, Sony contends that a cease and desist

order is appropriate because “as of September 30, 2017, || NG
e ————
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0004C at Q/A 355-371; JX-0041C at 326:7—32754; JX-0007C; CX-0947C). According to Sony,

during September 2017, for example, Fujifilm sold app_roximately—
.
B - ot 199 (citing JX-0119C). Similarly, during May 2017, Fujifilm sold
m—
B 7 (citing CX-0004C at Q/A 364; JX-0119C; JX-0120C). Sony also points to
Fujifilm’s inventory éf components and bulk cartridges for manufacturing LTO-4, LTO-5, and
LTO-6 tape products. Id. (citing CX-0004C at Q/A 368-369; CX-0950C; CX-0952C; CX-
0954C; CX-0955C; CX—0956C; JX-0007C). |

Fujifilm contends that Sony has failed to demonstrate that Fujifilm mainta.ins a
commefcially significant invéntory of infringing products in United States.. See RIB at 186.
According to Fujifilm, R
|
. /4. (citing RX-0585C at Q/A 216, 217,
RX-0431C). This inventory includes products for licensed sales to IBM. Id. (citing RX-0585C
at Q/A 221-222). | |

Staff recommends issuance of a cease and desist order because “[t]he evidence shows
that Fujifilm has a commercially significant inventory of accused products in the United States as
well as components that are used to manufacture the accused tapes.” SIB at 156 (citing CX-
0004C at Q/A 355-371). |

Should the Commission find a violation of section 337, I recommend that a cease and

desist order issue to Fujifilm from selling its accused products because Fujifilm maintains a
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commercially significant inventory of the accused pfoducts and components thereof in the
United States. See CX-0004C at Q/A 355-371. |

C. Bond During Presidential Review

Pursuant to section 337(j)(3), the Administrative Law Judge and the Commission must
determine the amount of bond to be required _of a respondent during the 60-day Presidential
review period following the issuance of permanent relief, in the event that the Commission
determines to issue a remedy. See 19 U.S.C. §1337()(3). The purpose of the bond is to protect
the complainant from any ihjury. See 19 C.F.R. § 210.42(&)(1)(ii), § 210.50(a)(3).

When reliable price information‘ is available, the Commission has often set the:. bond by
eliminating the differential between the domestic product and the imported, infringing product.
See Microspheré Adhesives, Processes for Making Sarhe, and Prods. Containing Same,
Including Se?f-Stick Repositionable Notes, Inv. No. 337-TA-366, USITC Pub. 2949, Comm’n
Op. at 24 (Dec. 8, 1995). In other cases, the Commission has turned to alternative approaches,
especially when the level of a reasonable royalty rate could be ascertained. See, e.g., Certain
Integrated Circuit Telecomm. Chips and Prods. Containing Same, Including Dialing Apparatus,
:InV. No. 337-TA-337, Comm’n Op. et 41, v1993 WL 13033517, at *24 (U.S.I.T.C. June 22,
1993). A 100 percent bend has been required when no effective alternative existed. See, e.g.,
- Certain Flash Memory Circuits and Preds. Containing Same, Inv. No. 337-TA-382, USITC Pub.
No. 3046, Comm’n. Op. at 26-27 (July 1997) (imposing a 100% bond When brice' comparison
was not practical because the parties sold products at different levels of commerce, and the
proposed royalty rate appeared to be de minimus and without adequate support in the record).

Sony asserts that a 100 percent bond is appropriate. See CIB at 199. Sony argues that
although the Commission usually sets bond rates based on tﬁe price differential between the

domestic industry products and the accused products, it will set a 100 percent bond when
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a.ccuraté pricing information is unavailable or unreliable. Id. at 199-200. According to Sony,
accurate pricing information is not available here thus warranting a 100 per cent bond. Id. at 200
{citing CX-0004C at Q/A 372-389; JX-0043C at 88:5-10).

Fujifilm argues that Sony has failed to carry it burden of establishing a bond value and in
doing so has ignored its own pricing data. See RIB at 186-187 (citing CX-0004C at Q/A 388;
CX-0008C at Q/A 71). In particular, Fnj‘iﬁhn argues that Sony and its expert have failed to
substantiate their claim that it was not possible to determine a price differential. /d.

Staff argues that Sony has not carried its burden to prove that a 100 percent bond is
warranted given that the parties exchange pricing information and Fujifilm was able to perform a
price comparison. See SIB at 157 (citing RX-0585C at Q/A 227-268).

Should the Commission find a violation of section 337 by Fujifilm, I do not recommend
imposition of a bond. Even though a 100 percent bond may be warranted where price
comparison is not practical, Sony has failed to establish that a price differential cannot be
determined, especially given fhat Fujifilm was able to perform a price comparison. See RX-
0585C at Q/A 227-268; see also Certain Flash Memory Circuits and Prods. Containing Same,
Inv. No. 337-TA-382, EDIS No. 3046, Conm’n. Op. at 26-27 (July 1997). Given the absence of
any evidence 01; argument by Sony that an alternatively valued bond is appropriate, I find that
Sony has failed to carry its burden that any bond is warranted. Accordingly, I do not recommend
imposition of any bond during the Presidential review period.

X. PUBLIC INTEREST

In connection with this Recommended Determination, and pursuant to Commission Rule

210.50(b)(1), 19 CF.R. § 210.50(b)(1), the Commission ordered that {he prestding

administrative law judge
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shall take evidence or other information and hear arguments from
the parties or other interested persons with respect to the public
interest in this investigation, as appropriate, and provide the
Commission with findings of fact and a recommended
determination on this issue, which shall be lumited to the statatory
public interest factors set forth in 19 U.S.C. §§ 1337(d)(1), (£)(1),

(&)(1).
82 Fed. Reg. 25334 (June 1, 2017).

Before issuing a remedy for a violation of section 337, the Commission must consider the
effect of the remedy on the following public interest factors: (1) the public health and welfare;
(2) competitive conditions in the U.S. economy; (3) the U.S. production of articles that are like.
or directly competitive with those that are the subject of the investigation; and (4) U.S.
consumers. See 19 U.S.C. §§ 1337(d)(1), (f)(1). The Commission begins this analysis with the
understanding that the public interest favors the protection of intellectual property rights by
excluding infringing products. See, e.g., Ceftain Two-Handle Centerset Faucets & Escutcheons
& Components ﬁzereojf Inc. No. 337-TA-422, Comm’n Op. at 9 (July 21, 2000). It is rare for
the Cominission to determine that the public interest considerations outweigh the patent holder’s
rights. See Spansion Inc. v. Int’l Trade Comm'n, 629 F.3d 1331, 1360 (Fed. Cir. 2010). The
Commission can, however, tailor the remedy to minimize the impact on the public interest. See |
e.g., Certain Personal Data and Mobile Commc'ns Devices & Related Software, Inv. No. 337-
" TA-710, Comm’n Op. at 83 (delaying the effective date of an exclusion order based on
competitive conditions in the U.S. economy).

A.  Public Health and Welfare

Sony submits that exclusion of magnetic tape products that are primarily used for
backing-up and archiving data will not have an adverse effect on the public health and welfare in
the Unifed States. See CIB at 191 (citing CX-4C at Q/A 296-300); see also JX-43C at 150:11-
2‘1)..
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| Fujifilm indicates that the Accused Prodﬁcts do not implicate any critical public health,
welfare or safety concerns of the Commission. See RIB at 181. |

Staff- asserts that “[tjhere is no allegation that an exclusion order in this investigation
would affect the public health and welfare.” SIB at 153 (citing RPB at 263-268).

The evidence shows that the availability of Accused Products has no critical effect on the
public health, safety and welfare in the United States. Accordingly, I find that there is no
evidence that the public health and welfare will be adversely affected by an.exclu‘sion ofder in
this investigation, and I also find there is no reason to forego or delay issuance of an exclusion
order on this basis.

B. Competitive Conditions in the United States Economy

Sony submts that the requested relief will not diminish competition within the market fof
LTO tape products. See CIB at 192 (citing CX-4C at 76-84, Q/A 310-339). Sony contends there
would be little or no impact on the LTO market from the requested relief because (i) Fujifilm
- will be able to continue to supply LTO-4,, LTO-5, and LTO-6 tape products on an OEM basis to
licensees éuch as IBM, and (i1) LTO tape sales are shifting away from the accused products. Id.
at 192-193 (citing CX-4C at Q/A 305-309, 324-337, 339; JX-43C at 144:20-145:6; CX-1436 at
141-155; CDX-4C at 49-52; JX-119C; JX-121C; CX-8C at Q/A 33; JX-10.9C; CX-1326C at Q/A
21-22; CX-552 at 9). Sony also notes that Fujifilin’s own sales projections indicate that by time
a remedial order issued in this investigation, LTO-4, LTC-S, and LTO-6 tape products would

account for less than —Fujiﬁhn’s LTO sales. Id. at 193 (citing CX-1326C at Q/A 22;

FX-105C). Finally, Somy arguesthat st
I - CI5

at 193-195.

227



PUBLIC VERSION

Fujifilm argﬁes that it is the lone domesfic manufacturer of LTO tapes. See RIB at 181

(citing RX-0005C (Vander Veen DWS) at Q/A 36). Fujifilm accuses Sony of attempting to
monopolize the LTO market in the United States.: Id: (citing RX-0078C (SNY-ITC0922829) at
50-51; RX-0005C ‘(V ander Veen DWS) at Q/A 65). Fuifilm asserts that there will be
“d’iséstrous consequences” in the United States if Sony achieves exclusivity in the LTO market
because in the past five years Fujifilm has manufactured more than _ LTO-4, LTO-5
and LTOG tapes in the United States at its Bedford, Massachusetts facility. /d. (citing RX-0431C
(FF-SONY-ITC2_00317973)). Fujifilm asserts that entry of an exclusion order may cause
~ Fujifilm to close certain of its domestic manufacturing facilities, potentially leaving more than
-U.S. residents without jobs. /d. at (citing RX-0001C at Q/A 23, 83). Fujifilm also contends
that an exclusion ordc_er would also potentially jeopardize production of other generations of LTO
products (e.g., LTO-7) and would represent an “existential threat” to Fujifilm’s ability to
continue any domestic manufacturing, including Fujifilm’s ability to provide licensed products to
IBM. Id. (citing RX-0005C (V ander Veen DWS) at Q/A 45-47). In contraét, Fujifilm asserts
that Sony cwrently performs no LTO 'xznanufacturing_ in the United States and instead
manufactures its LTO tape products exclusively in Japan. Id. (citing RX-0005C (Vander Veen
DWS) at Q/A 49; JX-0069C (Kato Dep.) at 81:1-85:4; JX-0062C (Buchicchio Dep.) at 21:2-6;
JX-0082C (Taniguchi Dep.) at 31:1-15). In this regard, Fujifilm notes that Sony closed its last
domestic manufacturing facility in 2009, leaving over 300 employees without jobs. Id. (citing
JX-0069C (Kato Dep.) at 81:1-85:4)._ Thus, Fujifilm concludes that “[a]n exclusion order that
eliminates domestic manuféctming to reward an outsourcer of manufacturing jobs aﬁd importer

of foreign-goods is inconsistent with U.S. trade policy and not in the public interest.” Id.
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Staff submits that an exclusion order would have little to no impact bn the LTO market
because Fujifilm would still be able to sell 3592 fapes to IBM. See SIB at 153 (citing Vander
Veen, Tr. at 574:19-23; CX-0004C at Q/A 305-309, 313). Staff also notes that because the LTO
marke‘; follows a trend where newer generation LTO tape products overtake market share from
older generations, the sale of newer generaﬁon tapes, such as LTO-7, will overtake sales of the
older LTO-4, LTO-5, and LTO-6 tapes that are the subject of this investigation. Id. (citing CX-
0004C at Q/A 332, 335-337;.JX-109C; CX-1326C at Q/A 21-22). Thus, Staff concludes that
exclusion of Fyjifilm’s LTO-4, LTO-5, and LTO-6 tapes—will have minimal effect as LTO-7
sales increase. Id.

The evidence shows, based on Fujifilm’s own calculations, that a remedial order issued in
2018 as to LTO-4, LTO-5, and LTO-6 products would impact less than- of Fujifilm’s
domestic LTO sales in view of the transition to newer generation LTO products. See CYX-1326C
at Q/A 22; JX-109C. Given that there is no evidence t,o conclude that this trend will not
continue, any immediate impact on Fujifilm with respect to LTO-4, LTO-5, and LTO-6 products
should diminish. See, e. g., CX-0004C at Q/A 332, 335-337; JX-109C; CX-1326C at Q/A 21-22.
Moreover, Fujifilm will still be able to manufacture and sell LTO-4, LTO-5, and LTO-6 products
pursuant to their license with IBM and to manufacture and sell future generation LTO products.
See Vander Veen, Tr. at 574:19-23; CX-0004C at Q/A 305-309, 313, 324-337. 1 am
unconvinced by Fujifilm’s assertions of dire consequences.

Accordingly, I find that there is no evidence that the competitive conditions in the U.S.
economy will be a&versely affected by an exclusion order in this investigation, and I also find

there is no reason to forego or delay issuance of an exclusion order.
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C. ' | Production of Like or Directly Cémpetitive Products in the United States

Sony submits that if the requested relief is granted, “production of like or directly
vcompetitive articles with respect to Fujifilm-branded and unlicensed OEM LTO-4, LTO-5, and
LTO-6 tape products will remain robust.” CIB at 195 (citing CX-4C at Q/A 301-309). Sony
argues that not only will it continue to manufacture and supply LTO-4, LTO-5, and LTO-6 tape
~ products, but that Fujifilm will be able do so also for IBM. Id. (citing JX-43C at 141:23-142:6;
145:1-6; JX-54C atl166:1-5). Sony also argues that .other manufacturers could enter or re-enter
the market as well, énd notes that three other manufacturers have obtained authorization to
manufacture LTO-4, LTO-5, and LTO-6 tape products. Id. (citing CX-8C at Q/A 97-104; CX-
4C at Q/A 344; CX-881; CX-882; CX-883; CX-884; CX-1216C).

Sony also asserts that consumers have the option of utilizing non-LTO products as weil
as newer generation LTO products, including those manufactured and sold by Fujifilm, that
would not be subject to an exclusion order and which are progressively replacing the LTO-4,
LTO-5, and LTO-6 products. Id. at 195-196 (citing JX-43C at 141:23-142:6; Vander Veen, Tr.
at 569:20-570:4,573:25-574:10). Sony further argues (i) that their LTO-6 products are
interchangeable witﬁ Fyjifilm’s LTO-6 products within the marketplace and (ii) that they have
the ability and excess capacity to “increase its production of LTO—4, LTO-S, and LTO-6 to meet
any shift in demand that results from the exclusion of the Accused Products.” Id. at 196 (citing
CX-4C at Q/A 322, 324-332; CX-8C at Q/A 55-66; CX-1224C; CX-1229C; CX-1084 at 6).
Sony argues that Fujifilm has not correctly estimated the market “shortfall” of LTO-4, LTO-5,
and LTO-6 products that would result from an exclusion order. Id. at 196-197 (citing RX-5C at
Q/A 60,Q63; Vander Veen, Tr. at 561:2-564:3, 567:25-568:10; CDX-4C at 52; CX-1132C).
Finally, Sony contends that Fujifilm has not properly assessed whether Sony can meet the

resulting demand. Id.
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Fujifilm contends that although there is a public interest in protecting intellectual
- property owﬁers from unfair competition, the public interest requires protecting the domestic
industry. RIB at 182 (citing Certain Microprocessors, Components Thereof, & Products
Containing the Same, Inv. No. 337-TA-781, ID at 369 (Dec. 14, 2012)). Fujifilm asserts that as
the only domestic »manufacturer of LTO tape products that it has the only “real” domestic
industry, and that entry of an exclusion order would destroy that industry with respect to not only
the accused éf LTO-4, LTO-5, and LTO-6 p‘roducts, but to all LTO generations. Id. at 182-183.
In making this argﬁment, Fujifilm cites to its argument regarding competitive conditions in the
U.S. economy discussed above. Id.

Staff asserts that an exclusion order would not affect the production of like or directly
competitive articles. See SIB at 153. According to Staff there are several reasons for this

conclusion: (i) Fujifilm will still be able to permissibly supply IBM with LTO tapes; (ii) Sony

will be able to continue production along with three other companies that have been authorized

;[0 sell and manufacture LTO-4, LTO-5, and LTO-6 tapes; and (iii) users can also switch to
newer generation tape products or to other storage media. Id. at 153-154 (citing Vander Veen,
“Tr. at 568:21-574:23; CX-0004C at Q/A 305-309, 313, 323, 344). |

As discussed above, the evidence shows that there will be a diminishing impact, if any, of
an exclusion Qrder with respect to Fujifilm’s LTO-4, LTO-5, and LTO-6 products because of
Sony’s (and others”) ability to supply the same or similar products to the market, including by
Fyjifilm by virtue of manufacturing licensed LTO tapes to IBM. See Vander Veen, Tr. at
568:21-574:23; CX-OO_04C at Q/A 305-309, 313, 323, 344; JX-43C at.1.41:23-142:6; 145:1-6;

JX-54C at166:1-5; CX-8C at Q/A 97-104; CX-881; CX-882; CX-883; CX-884; CX-12160).
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In vi¢w of thé forgoing, theréfore, I ﬁ.nd'that there is no evidence thaf an exclusion order
would have an adverse effect on the production of likely or directly competitive products in the
United State\‘s, and therefore also find there is no reason to forego or delay issuance of an
exclusion order on this basis.

D. United States Consumers

- Sony subﬁlits that an exclusion order will have minimal or no adverse effect on U.S.
consumers. See CIB at 197. Sony contends the evidence shows that the LTO market would
remain robust and competitive were an exclusion order issued. Id. Sony fuﬁher asserts that “if
anything, the requested remedies will benefit consumers by promoting innovation and increasing
product quality and diversity through enforcement of intellectual property rights.” Id. (citing
CX-4C at Q/A 340-354), |

Fujifilm argues that an exclusion order would harm U.S. consumers because it would
likely result in the elimination of domestic companies and jobs. See RIB at 183 (citing RX-
0602C (SNY-ITC0371630) at 20). Fujifilm also contends that an exclusion order would result in
a shortage of LTO-4, LTO-5, and LTO-6 products in the United States that Sony cannot easily
supply. Id. (ciﬁng Complainants’ Responsive Statement of Public Interest Under Section
210.8(b), April 28, 2017, EDIS Doc ID 612038, at 5; JX-0086C (Yamaguchi Dep.) at 18:10-11).
According to Fujifilm, Sonly has a capacity of producing only - LTO- LTO-4, LTO-5,
and LTO-6 tapes, and would need to more than- that capacity to ensure a sufficient supply
of such tapes to.U.S. consumers. Id. at 184. Fujifilm argues that this issue is particularly acute

* because Sony’s tapes are manufactured at Japanese facilities that have previously been damaged

and shut down resulting in worldwide shortages of Sony tapes. Id.
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'Fujiﬁhn alsovrequests, m the event an exclusid;l order is issued, that it be delayed by at
least sxx monfhs to au§w u.s. épnsumers sufficient time to sw'itcﬁ td moré current .LTO'
generations (e.g., LTO-7) so as to minimize any negative impact on those consumers. Id. at 18S.

Staff submits that U.S. consumers will not be negatively affected by an exclusion order
because there vﬁll still be available competitive LTO products as well as alternative storage
Systems. See SIB at 154. According to Staff, the availability of such alternative storage systems
will provide a “check” against Sony unfeasonably raising LTO prices due to the exclusion of
Fujifilm products. Id. (citing Vander Veen, Tr. at 57Q: 17-571:22).

I find that the evidence of record demonstrates that U.S. consumers of LTO products will
have ample altefnative choices for LTO products, including LTO-4, LTO-5, and LTO-6 products
manufactured by Fujifilm for IBM. T find that there is no evidei;ce U.S. consumers will be
adversely affected by an exclusion ord’er.iu this invéstigation. Therefore, there is no reason to
forego or delay issuance of an exclusi‘oﬁ order on this basis. |

In view of the forgoing, I find that the evidence Sho‘z;rs that the public interest
‘considerations do not weigh against or Warrént tailOriiig any remedy in this investigation.

XI. 'INITIAE DETERMiNATION.

Based on the foregoing, it is my Initial Determination that the asserted claims of U.S.
Patent No. 7,029,774 are not invalid and are infringed by Fujiﬁlni; that the asserted éla.ims of
U.S. Patent No. 6,674,596 are not invalid and that Fujifilm induces infringement of those claims;

‘and that the asserted claims of U.S. Patent No. 6,979,501 are invalid. I ﬁmhér find that the

domestic industry requirement has been satisfied for U.S. Patent No. 6,674,596 and U.S. Patent
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No. 7,029,774.3®  Accordingly, I find that there has .been a violation of section 337 in the
importation of articles that infringe U.S. Patent No. 6,674,596 and U.S. Patent No. 7,029,774.

I hereby certify to the Commission-this Initial Determination and the Recommended
Determination.

The Secretary shall serve the confidential version of this Initial De:terrnination upon
counsel who are signatories to the Protective Order (Order No. 1) issued in this investigation. A
public version will be served at a later date upon all parties of record.

Pursuant to 19 C.F.R. § 210.42(h), this Initial Determination shall become the
determination of the Commission unless a party files a petition. for review pursuant to 19 C.F.R.
§2lQ.43(a) or the Commission, pursuant to 19 C.F.R. § 210.44, orders on its own motion a
review of the Initial Determination or certain issues therein.

Within seven days of the date of this document, each party shall submit a statement to
Cheney337@ustic.gov stating whether or not it seeks to have any portion of this document
redacted from the public version. Any party seeking to have any portion of this document
redacted from the public version thereof shall attach a copy of this document with red brackets

39

indicating any portion asserted to contain confidential business information.” The parties’

3% I have found that Sony has shown authorized articles practicing the claims of U.S. Patent No.
6,979,501, but those articles are not protected by the 501 patent because I have found that the
claims practiced are invalid. :

¥ If the parties submit excessive redactions, they may be required to provide an additional
written statement, supported by declarations from individuals with personal knowledge,
justifying each proposed redaction and specifically explaining why the information sought to be
redacted meets the definition for confidential business information set forth in Commission Rule
201.6(a). 19 C.F.R. § 201.6(a).
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. submissions concerning the public version of this document should not be filed with the
Commission Secretary.

SO ORDERED.

ok d s

Clark S. Cheney
Administrative Law Judge
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