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Mr. Liu Jian
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Re:  AIPLA Comments on Questionnaire on IP Misuse Antitrust Guidelines
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Dear Mr. Liu:
SRR XS

The American Intellectual Property Law Association (“AIPLA”) welcomes this opportunity to
submit comments to the Questionnaire issued by the National Development and Reform
Commission (“NDRC?”) on issues related to competition and intellectual property.
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The American Intellectual Property Law Association is a national bar association of
approximately 14,000 members who are primarily lawyers engaged in private or corporate
practice, in government service, and in the academic community. AIPLA members represent a
wide and diverse spectrum of individuals, companies, and institutions involved directly or
indirectly in the practice of patent, trademark, copyright, trade secret, and unfair competition
law, as well as other fields of law affecting intellectual property. Our members represent both
owners and users of intellectual property. Our mission includes helping establish and maintain
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fair and effective global laws and policies that stimulate and reward invention while balancing
the public’s interest in healthy competition, reasonable costs, and basic fairness.
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We appreciated the opportunity last year to comment on rules on intellectual property rights and
competition, and we are grateful for this opportunity to follow up with comments in this related
area. Please find below AIPLA’s comments on these issues as raised by the draft IP Guidelines.
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Question 1. What do you think about the choices of scope of intellectual property rights as
regulated by the Guidelines? What are your general comments and suggestions on the
principles, legal framework, and major issues?

AIPLA respectfully suggests that the NDRC proceed with caution when considering IPR and
Anti-Monopoly Guidelines (“Guidelines”), mindful of the important balance between
competition and IP laws, each having a role in promoting both innovation and competition.
China has emphasized increasing domestic innovation,* and the thoughtful approach to applying
the PRC Anti-Monopoly Law (“AML”) to intellectual property rights (“IPRs”) has no doubt
helped to bring many benefits to the Chinese economy and consumers. Rigid guidelines lacking
flexibility to deal with varied situations in which IPRs are licensed and used would run a serious
risk of stifling innovation and prohibiting conduct that is pro-competitive. AIPLA suggests that
the following principles are relevant.

! In the December 14, 2014 “Further Implementation of the National IP Strategy Action Plan (2014-2020)”, China’s
State Intellectual Property Office described “significant increase in IPR innovation capacity” as a “major goal”, and
included “promot[ing] the development of IPR-intensive industries” and “strengthen[ing] IPR protection and
creat[ing] a favorable market environment” among “major actions”.
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First, intellectual property rights do not violate anti-monopoly laws when exercised in
accordance with the laws and administrative regulations relating to intellectual property rights.
AIPLA believes that this principle should be at the core of any guidelines. This basic premise is
contained in the AML itself, which states in Article 55 that “[t]his Law shall not apply to the
exercise of its intellectual property rights by an undertaking in accordance with the relevant
provisions of intellectual property laws or administrative regulations; provided that this Law
shall apply to any conduct of an undertaking whereby intellectual property rights are abused to
eliminate or restrict competition.” AIPLA believes that Article 55 is an appropriate and sensible
limitation and, consistent with that provision, any guidelines should regulate only situations in
which IPRs “are abused to eliminate or restrict competition.”
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Second, it is important that the Guidelines be flexible and not prohibit conduct which, under the
particular facts and circumstances of a given case, is pro-competitive. IPR can be used and
licensed in numerous different situations and any guidelines should be broad and flexible enough
to be workable in the many different situations that could arise. To that end, AIPLA respectfully
submits that the Guidelines should reflect the widely accepted requirement that a finding of a
violation of the AML must be based on evidence of injury to competition. Requiring evidence of
harm to competition is important to preserve the balance of interests of innovators who own IPRs
and invest in risky technology development, as well as the interests of those seeking to adopt the
patented technologies and make use of them through licenses. In general, competition law
dispenses with proof of market impact only when the conduct in question is virtually always
anticompetitive and almost never has redeeming justifications.
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Third, the Guidelines should not disturb efficient and pro-competitive licensing in the area of
standards essential patents (“SEPs”). The Guidelines should recognize the patent holder’s
exercise of its legitimate right to realize compensation for its effort in developing innovative
technologies, particularly in connection with standardization. Any competition law analysis
made in connection with a claim of improper assertion of a SEP should rely on objective
evidence and economic analysis. To act otherwise could disrupt the careful balance of interests
that make up the standard-setting environment.
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Many SEP holders have contractually agreed to FRAND commitments, which are agreements
among willing parties to make licenses available on specified terms. However, the Guidelines
should recognize that the failure to consummate a FRAND license as a result of a commercial
dispute between a licensor and licensee can result from a number of causes, and does not
necessarily rise to the level of a violation of the AML, simply because of such failure to license.
Indeed, the mere threat of an AML charge could provide the licensee with substantial
unwarranted negotiating leverage. Such a threat might discourage innovation or development in
standardized technologies at the outset by making it difficult for innovators to negotiate in the
future with potential licensees or infringers.
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Question 2. In your opinion, how to handle the relationship between the protection of
intellectual property rights and antitrust regulations governing IP misuse? In what ways
the Guidelines may accomplish this [handling of the relationship]?

First, the Guidelines should recognize the basic premise that lawful use of intellectual property
rights is acceptable, and only abuses of intellectual property rights will be scrutinized as
potentially implicating competition laws. Specifically, AIPLA recommends that the Guidelines
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clarify that the AML applies only when behavior both: (1) involves the exercise of monopoly
power (market dominance) that unreasonably eliminates or restricts competition; and (2) is either
outside the scope of the IPRs or the IPRs are being misused. Indeed, AIPLA respectfully
submits that an exercise of an IPR as provided under the applicable IPR laws and regulations
should not be sufficient to establish liability under the AML, even where an enterprise has
market dominance, and even where the exercise arguably eliminates or restricts competition. In
order to be held liable, the enterprise in question also must be using the IPR in a manner not
contemplated by the IPR laws and administrative regulations.
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Second, in all cases, the Guidelines should recognize that the determination of whether actions
constitute a violation of the AML should be based on findings of an adverse impact on
competition based on an analysis of the particular situation at issue. A detailed analysis that
considers all facts and circumstances is particularly important to ensure that the competition laws
are not being used to limit pro-competitive and efficient uses of IPRs or in a manner that will
impact the dynamic competition created by IPRs, and the innovation incentives they provide.
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Question 3. What [are] the special characteristics in the analysis of the impact of the
exercise of IPR on competition? What elements need to be analyzed in the determination?

AIPLA respectfully suggests that the Guidelines reflect the widely accepted requirement that a
finding of a violation of the AML must be based on evidence of injury to competition. As in
other areas, analyzing the impact on competition of a claim of improper assertion of an IPR
should be based on objective evidence and economic analysis. Because of the many different
ways in which IPRs can be licensed and used, the analysis will need to proceed on a case-by-case
basis based on the specific facts and circumstances of each particular situation.
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When analyzing the impact on competition of an exercise of IPR, it is important to recognize that
the essence of IPR is the right to exclude and that the lawful exercise of IPR does not violate
competition laws.
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It is also important to recognize that patents are necessarily territorial rights granted by
individual governments that are enforceable only in the country where they are issued.
Consequently, the Guidelines should not infringe on the right of each sovereign country to
determine whether particular exercises of IPR impact competition within their respective
jurisdictions and not attempt to regulate competition or the use of IPRs beyond their borders.
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Question 4. In addition to the monopoly agreements specifically enumerated in Article 13,
14 of the Anti-Monopoly Law, what are the other types of monopoly agreements involving
intellectual property rights? Please give a brief description of the harm of these monopoly
agreements caused to the competition and innovation.

AIPLA agrees that Articles 13 and 14 of the AML provide a general list of the types of
agreements that have been found to be anticompetitive in certain circumstances, whether or not
they involve intellectual property rights, and recognizes that the list is not exhaustive. AIPLA
recommends that the Guidelines should make clear that any such agreement would be unlawful
only where it is established by objective evidence that it causes actual anticompetitive harm in a
properly defined relevant market and that such harm outweighs any procompetitive justifications.
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Question 5. Do you think whether there is the existence of monopoly agreements involving
intellectual property which is specifically enumerated in Article 13, 14 of the Antimonopoly
Law but needs to be exempted from AML? Which factors need to be considered in
granting exemption to such monopoly agreements? Please briefly state the reasons.

AIPLA recommends that the Guidelines should make clear that agreements involving intellectual
property which is specifically enumerated in AML Articles 13 or 14 would be unlawful only
where it is established by objective evidence that it causes actual anticompetitive harm in a
properly defined relevant market and that such harm outweighs procompetitive justifications.
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It is further noted that some behaviors applicable to “products” are not suitable for patents. For
example, AML Article 13(3) prescribes that “splitting the sales market or the purchasing market
for raw and semi-finished materials” is one of the monopoly agreements between competing
undertakings in the market. However, it is a common practice in intellectual property licensing
to limit field, scope, geography, and/or license period. It is not clear how the market splitting
scenario applies to patents, where materials are human resources and research facilities.
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Similarly, an agreement that “limits output or sales” is listed as a monopoly agreement. In that
the patent holder can decide not to license others, licensing on a limited basis can be pro-
competitive. Allowing a licensee to make a certain quantity of infringing products should not be
considered a monopoly agreement even if it outlines the number of licensed items. Practically, a
patent holder may license others to fill the demand the licensor cannot satisfy or the licensee may
wish to limit expenses and pay royalties on a defined number of sold products. These business
reasons, which do not appear to be included in the AML Article 15 exemptions, explain how this
category of agreement does not fit with good patent and competition policy.
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China’s State Administration For Industry & Commerce (“SAIC”) Rules at Article 5(i) provide
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that there is no monopoly violation under the last clauses of Articles 13 and 14 if “there are at
least four substitutable technologies that can be obtained at reasonable costs.” It is unclear what
the basis is for the number “four.” It is not clear why the existence of two competing
technologies avoids monopoly when one undertaking has a 30% market share but four
competing technologies are needed to avoid monopoly when the aggregate share of multiple
undertakings is only 20% (see Article 5(ii)). AIPLA recommends that the Guidelines should
address and clarify this ambiguity in the SAIC rules.
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Question 6. Do you think if it is possible to establish safe harbor rule in the guidelines?
Does the safe harbor rule conflict with the provisions of the Anti-Monopoly Laws? How to
design such safe harbor rule, if needed?

Enforcement agencies often establish a safe harbor market share level under which an agency
generally will not find either monopoly power (market dominance) or substantial market power. As
noted by the ICN Unilateral Conduct Working Group:
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Jurisdictions use different types of safe harbors, based on different market share
levels. Some agencies use safe harbors that guarantee that dominance/substantial
market power will not be found below the safe harbor level, which maximizes
certainty and reduces agency burdens, while others establish only a rebuttable
presumption against a finding of dominance/substantial market power. The benefits
of safe harbors have to be weighed against their risks, in particular potential over-
emphasis on market shares and thus potential enforcement errors.?
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2 http://www.internationalcompetitionnetwork.org/uploads/library/doc317.pdf
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The 1995 U.S. DOJ/FTC Antitrust Guidelines for the Licensing of Intellectual Property, 8 4.3,
provide the following “safety zone™:
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Absent extraordinary circumstances, the Agencies will not challenge a restraint in
an intellectual property licensing arrangement if (1) the restraint is not facially
anticompetitive and (2) the licensor and its licensees collectively account for no
more than twenty percent of each relevant market significantly affected by the
restraint.
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AIPLA supports the establishment of a similar safe harbor under the AML. Given the general
procompetitive and efficient nature of intellectual property licenses, AIPLA suggests that a more
lenient safe harbor (50 percent of the relevant market) would be appropriate.
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In addition, AIPLA recommends including a statement clarifying that failing to qualify for a safe
harbor in no way infers or presumes that an arrangement is likely to be anticompetitive. While
the notion of a “safe harbor” has value, given the typically pro-competitive nature of patent
licensing, the opening presumption should be that licensing agreements do not violate the AML.
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Question 7. What are the special characteristics in defining relevant market involving
intellectual property rights? What are the factors that should be considered in defining
relevant market?

AIPLA agrees with the definition of the relevant markets based on published guidance in SAIC
Article 3, pursuant to which the relevant market can be either the technology market or the goods
market covering specific IPR. Of course, the Guidelines should use caution and be flexible when
basing analysis on technology markets, which may be continuing to evolve.
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Importantly, the relevant market should not automatically be limited to particular patents,
standards, or SEPs. There are often alternatives available to the patented invention such that
other firms could create a similar product using alternatives. This fact is reflected in the relevant
antitrust guidelines in several jurisdictions, including the United States, which permits the
consideration of competing technologies and products when defining a relevant market. Thus,
AIPLA recommends that the Guidelines also consider alternative technologies, including
whether there are other processes for making the downstream product, and alternative products
and standards, when defining the relevant market.
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Question 8. What are the factors that should be considered in making a determination or
making presumptions that IPR holders have dominant market position? Please briefly
state the reasons.

AIPLA notes that intellectual property rights do not necessarily confer monopoly power and
proof of dominant market position should be based on evidence of monopoly power, apart from
the existence of the intellectual property right.®Consequently, IPR holders should never be
presumed to have a dominant position. Assessing dominance of IPR holders requires a case-by-
case consideration using the same general tests that are used to assess dominance with respect to
any other product. However, when considering whether a particular entity is dominant, the
Guidelines must be mindful of the right to exclude, which is central to IPR. AIPLA recommends
that this right should not be curtailed merely because the patent holder is found to be dominant.
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*Illinois Tool Works Inc. v. Independent Ink, Inc., 547 U.S. 28 (2006).
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Question 9. What kind of the impact and to what extent standard essential patents have on
the market position of IPR holders. Please briefly state the reasons. What factors need to
be considered in determining whether the standard essential patent holder has a dominant
position in the market? Please briefly state the reasons.

While ownership of SEPs is a relevant factor to be considered in assessing the existence of
dominant position, AIPLA believes predominance should not be given to just this factor alone.
Dominance of SEP holders should be assessed in the holistic and general framework that is
applicable to all entities, rather than attempting to evolve/create different benchmarks or
assessment tools for SEP holders. There should not be any rules or presumptions. This allows for
due consideration to all relevant factors, including the presence of other SEP holders in the same
“market”, the scope and extent of the SEPs held by the concerned entity as it relates to the
product or service in the relevant “market”, and whether the SEP holder has the ability to control
the price or output of products or other trading conditions in the relevant market or to block or
affect the entry of other undertakings into the relevant market.”
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Standard Setting Organizations (“SSOs”) diversity has created a dynamic and flexible standards
ecosystem, able to respond to market needs as they change and, importantly, able to ensure that
standards do not limit competition but instead promote competition and innovation. In general,
competition law dispenses with proof of market impact only when the conduct in question is
virtually always anticompetitive and almost never has redeeming justifications. For example, an
SEP-owner may seek an injunction, e.g., if a licensee is unwilling to license on FRAND terms.
To presume that there will virtually always be an anticompetitive effect from refusing to license
or seeking injunctive relief would be contrary to basic principles of competition law and may
harm innovation. Any competition law analysis made in connection with the licensing or
assertion of an SEP should rely on objective evidence and economic analysis, as is the case with
other competition issues.
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* AML, Art. 17.
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Question 10. How to determine that IPR holders with a dominant market position charged
unfairly high royalty fee? What is the basic principle of determining whether the royalty
fee is unfairly high? What are the specific factors that should be considered?

AIPLA is unaware of a specific framework or factors that can be used to determine whether IPR
holders with dominant market positions charged unfairly high royalty fees, and would urge that
the Guidelines not attempt to create a fixed framework for assessing royalty fees.
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First, royalty fee regulations have broad implications and may affect incentives to develop
innovations that lead to patents. Of course, licensees will want to minimize royalty fees, while
licensors will want to maximize royalties. In light of the tension between those positions,
AIPLA recommends that the Guidelines proceed cautiously and not make competition
authorities price regulators, which would have the potential to suppress incentives to innovate
and adversely affect competition.
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Second, any attempt to regulate royalty fees would need to take into account the complete, and
often complex, commercial relationship between the parties. The royalty fees agreed to in
license agreements are often the result of complex and multifaceted commercial negotiations
between the parties addressing far broader cross licenses, portfolio licenses, and other business
issues between specific parties. Fundamentally, all licensing terms have value, whether in
monetary or non-monetary terms, and negotiating parties cannot consider monetary terms in
isolation. Any Guidelines regarding royalty fees should be broad and flexible enough to permit
consideration of all aspects of the license agreement.
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Third, the Guidelines should also proceed cautiously with respect to assessing royalty fees for
patents that are subject to FRAND commitments. The FRAND obligations are a representation
of a patentee’s willingness to license its technology to willing counterparties, and do not,
standing alone, contain any other express substantive limitations on royalties associated with the
licensing of SEPs, provided that the ultimate terms are “reasonable.” However, FRAND
compensation should be closely tied to the patented technology, and not to a value for something
that the patent holder did not invent or claim in its patent. As the U.S. Court of Appeals for the
Federal Circuit stated: “The patentee’s royalty must be premised on the value of the patented
feature, not any value added by the standard’s adoption of the patented technology. [This is]
necessary to ensure that the royalty award is based on the incremental value that the patented
invention adds to the product, not any value added by the standardization of that technology.””
Because a FRAND commitment does not define “reasonable” terms for licensing SEPs, existing
and developing patent law for calculating a “reasonable royalty” provides guidance, at least with
respect to pure monetary licensing terms. Nevertheless, we support SSOs’ traditional approach
of not establishing specific licensing terms, including monetary terms, which should be left to the
negotiations of the parties. AIPLA believes that the Guidelines should proceed in the same way,
and not create a specific framework for assessing royalty fees.
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All of these different considerations underscore the importance of flexibility in setting royalties
and, thus, AIPLA suggests that the Guidelines should exercise caution in reciting anything that
could be construed as establishing a mandatory framework for establishing royalty rates.

*Ericsson, Inc. v. D-Link Systems, Inc., 773 F.3d 1201 (Fed. Cir. 2014); see also Microsoft Corp.
v. Motorola, Inc.,795 F.3d 1024 (9th Cir. 2015).
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Question 11. Under what circumstances do you think IPR holders with a dominant market
position may refuse to license? Please briefly state the reasons.

The U.S. antitrust agencies’ general approach to unilateral refusal to license intellectual property
detailed in the 2007 extensive FTC-DOJ patent report that was published on the basis of a series
of public hearings.® In it, the agencies concluded that:

SR S ZE T A TS T HE A VF AT BRI — RO ATRANC AR 2007 ARRARIY I ZHIHEFS
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“Antitrust liability for mere unilateral, unconditional refusals to license patents will not
play a meaningful part in the interface between patent rights and antitrust protections.
Antitrust liability for refusals to license competitors would compel firms to reach out and
affirmatively assist their rivals, a result that is “in some tension with the underlying
purpose of antitrust law.” Moreover, liability would restrict the patent holder’s ability to
exercise a core part of the patent—the right to exclude.”” The agencies also found that
“Conditiosnal refusals to license that cause competitive harm are subject to antitrust
liability.”

(L ERTTHINY ~ TARAHAELE VAT L RIRY L DT » RN S E LRI S ZE 1 O
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In the context of FRAND licensing and the use of injunctions, please see AIPLA’s answers to
questions 16 and 17 below.

(RN FRE B TR IS S MR T » WA FE ATPLA T4 16 s 17 sy
% -

®U.s. DEP’T OF JUSTICE & FED. TRADE COMM’N, ANTITRUST ENFORCEMENT AND INTELLECTUAL
PROPERTY RIGHTS: PROMOTING INNOVATION AND COMPETITION (2007), Chapter I, pp. 15-31,
available at https://www.ftc.qgov/sites/default/files/documents/reports/antitrust-enforcement-and-
intellectual-property-rights-promoting-innovation-and-competition-report.s.department-justice-
and-federal-trade-commission/p040101promotinginnovationandcompetitionrpt0704.pdf.

"1d. at 6, footnotes omitted.
8
Id.
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Question 12. What are the legitimate reasons that IPR holders with a dominant market
position may have in giving differential treatments to licensees in same conditions? Please
briefly state the reasons. How should “the same conditions” be determined? What factors
should be considered in the process of the determination?

The right to exclude is one of the essential rights that IPR holders are granted, and this right
means that IPR holders can generally refuse to license their patents, or choose to license to
different companies on different terms. The flexibility and complete control over licensing
decisions is a legitimate and lawful use of a company’s patent rights, and the Guidelines should
not limit this practice.
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In connection with participation in standard setting organizations, some IPR holders will commit
to license their SEPs on FRAND terms. If an IPR holder has made a FRAND commitment, then
it has agreed to license its IPRs subject to that commitment — which are generally SEPs — on non-
discriminatory terms. A FRAND commitment, however, does not necessarily mean that all
licensees must be offered the same terms. In general, this means only that similarly-situated
licensees should be offered economically similar terms. There may be significant differences
between license agreements reached based on the particular facts and circumstances, and
commercial needs and desires of the companies.

WS EIRERERRNAL - — LT HRTA AR AREES P AR RE SRR B a
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Given the many different forms that license agreements can take, and the different monetary and
non-monetary consideration that can be exchanged, AIPLA recommends that the Guidelines not
attempt to define what it means for contracts to be non-discriminatory. If, however, the
Guidelines nevertheless address this issue, AIPLA recommends that they recognize the
flexibility needed by all parties to IP licensing agreements, so that companies can continue to
make deals that are similar for similarly-situated participants, but nevertheless take into account
the unique circumstances of each.

BIEREVFAPILBEB R AT A BN - LURCRERY 0T fAIFE T 1% & o] gE At -
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Question 13. How to determine whether IPR holders with dominant market position
conducted bundling and whether such justifications for bundling are legitimate?

AIPLA supports the effort to address directly the issue of bundling, which may be pro-
competitive or anti-competitive, depending on the circumstances. Experience has shown that,
for these reasons, bundling should be considered under a rule of reason analysis. Because
bundling is frequently pro-competitive, it is particularly important to perform a rule of reason
analysis that considers all facts and circumstances.

ATPLASZRFNST- DA B #07 U SR G (e RA A 50y 33 00 - el T HAF AR - A Re (et
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It appears that the SAIC Rules on Prohibition of Abusing Intellectual Property Rights to
Eliminate or Restrict Competition address bundling in Art. 9 apply an analysis similar to the rule
of reason analysis. In other words, bundling would be unlawful only where it is established by
objective evidence that the IPR holder is using market power in a tying market to cause an
anticompetitive effect in the market for the tied product. AIPLA supports this approach.®

EZE TR EAMAN (T EEREARIRF AR « IREFEFITAHIIE) DFIEE ISR
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Question 14. What factors do you think should be considered when determining whether
IPR holders with dominant market position impose additional unreasonable terms on the
transaction?

AIPLA respectfully submits that the exercise of intellectual property rights within their lawful
scope should not be considered to eliminate or restrict competition in the relevant market.

% See also “Antitrust Guidelines For The Licensing Of Intellectual Property,” U.S. Department of
Justice and the Federal Trade Commission, Section 5.3.
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Temporary restriction on competitors using the IPR is inherent in the exclusive rights granted by
IPR. It is this right to exclude that provides incentives to innovate. In order to be liable under
the AML, the patent holder must also be acting outside the scope of its IPR to exclude
competition in a relevant market.

AIPLA PSS FHURF SAEH &7 AT RN N A NAZ AN B AR R T2 PERR R H 5
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The SAIC Rules enumerate a number of factors that shall be taken into consideration when
analyzing and assessing competitive impact of exercising IPR by an undertaking, i.e., (i) the
market position of the undertaking and its trading parties; (ii) the concentration ratio of the
relevant market; (iii) the difficulty of entering into relevant market; (iv) industry practices and
development stage of the industry; (v) the duration and scope of restraints in respect of output,
region, consumers, etc; (vi) the impact on innovation and technology promotion; (vii) the
undertaking’s innovation capacity and the pace of technology advancement; (viii) other factors
related to assessing competitive impact of exercising IPR. AIPLA supports the inclusion of the
first five factors, but recommends removing the sixth and seventh factors. Because they are
predictive and hypothetical, they may introduce unpredictability and speculation into the
analysis.
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Question 15. What is your opinion as to demands of reverse licensing and grant back by
licensors? Under what circumstances do you think that reverse licensing and grant back
demands may affect innovation and competition?

AIPLA respectfully submits that reverse licensing and grant back demands should be considered
unlawful only where it is established by objective evidence that they cause actual anticompetitive
harm in a properly defined relevant market, and that such harm outweighs any procompetitive
effect.

ATPLA AN K2 [V e AR 75 SR A TR B MAE IR IE B IZ AT U E 216 Y E IH R T i
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Licensing back is a highly procompetitive practice in various respects. First, it encourages the
licensor to authorize others to practice its invention(s) and compete in the patented space.
Second, it enables the licensor to practice improvements made by the licensee who has access to
the underlying inventions. Third, where the license back is nonexclusive, the licensee and the
consumer can benefit from further licensing and competition.
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Subject to agreed upon contractual limitations, the licensor and the licensee should be free to
negotiate the scope of the license and the license back of patents. These scopes may be adjusted
to address the needs of the parties and may be a factor in assessing royalties and consideration.
Without the license back, the licensor could be foreclosed from making and selling the improved
product, adversely impacting it as a competitor. Where the license back is nonexclusive, the
enabled licensee still has incentives to innovate. Artificially imposing restrictions on the
negotiation can adversely impact licensing and competition.
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Question 16. How to evaluate the legal effect of FRAND licensing commitment made by
standard essential patent holders? What is the relationship between the commitment and
anti-monopoly regulations? How should the guideline improve such systems?

Promises to disclose patents or to license on FRAND terms are enforceable under contract law,
which in turn looks to the intent of the parties. That intent generally reflects the necessary
balance between (1) the innovators’ incentives to invest in R&D and contribute to standards
development and (2) the implementers’ access to technologies under reasonable terms. A
FRAND commitment generally is enforceable by those who wish to implement the standard and
secure a license to the patented technology, as third-party beneficiaries to the agreements
between an SEP holder and the relevant SSOs. Certainly, nothing in the FRAND commitment
imposes a substantive limit on royalties or requires that they be calculated in any particular way,
provided they are “reasonable.”
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What is the relationship between the commitment and anti-monopoly regulations? How
should the guideline improve such systems?

The traditional SSO approach of leaving the definition of FRAND terms to bilateral negotiations
generally has been successful. Thousands of FRAND license agreements have been reached
through such a process. The failure to consummate a FRAND license as a result of a commercial
dispute between a licensor and licensee should not rise to the level of an unfair trade practice
issue in every case. To invoke competition law as a way to resolve disputes in this context
without first determining if contract remedies are unavailable or inadequate could disrupt the
balance of interests that standards agreements attempt to strike.
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Question 17. How to determine whether IPR holders seeking injunction is justified? Under
what circumstances such act of seeking injunction constitute abuse of dominant market
position? Do you think whether it is necessary to impose restrictions on the applications
for injunctive relief of standard essential patent holders? What conditions should be set?
Please briefly state the reasons.

There may be circumstances in which injunctive relief should remain available, as where the
patentee, for example, has offered a FRAND rate and the licensee has refused. Of course, the
patentee will not necessarily be entitled to injunctive relief in all situations, and a court should
consider questions of equity, such as whether the patentee has honored its representations.
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However, injunctive relief might also be appropriate where an infringer effectively refuses to
negotiate in good faith, or takes unreasonable positions, or prolongs negotiations for an
unreasonably long time while other licensees are paying FRAND royalties. For example, if the
cost of a license is not what an IPR user decides he wants to pay, the IPR user may simply use
the technology without paying and then later allege a FRAND violation by the IPR holder.
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Do you think whether it is necessary to impose restrictions on the applications for injunctive
relief of standard essential patent holders? What conditions should be set? Please briefly
state the reasons.

It would be against good public policy to deny patent holders the full range of enforcement
options provided by the patent law of the relevant jurisdiction. Moreover, the availability of
injunctive relief is a matter of discretion for the tribunal hearing a complaint, and such discretion
should accommodate the concerns of unfair competition.
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Question 18. What is your opinion about the injunction rules as set by the European Court
of Justice in Huawei v. ZTE case regarding SEPs? What would be your suggestions and
advice to improve such rules?

Although a FRAND commitment is a representation of an SEP holder’s willingness to license its
technology to willing licensees, it is not a blanket waiver of the right to seek injunctive relief. In
Huawei v. ZTE, the European Court of Justice (“ECJ”) confirmed the importance of that relief
and set guidelines to determine when a SEP holder is able to seek an injunction against an
unwilling licensee. The ECJ’s decision reiterates that enforcement of Essential Patents can be
considered an abuse of market dominance in specified circumstances, and AIPLA also
appreciates the balance the ECJ was attempting to achieve between the exercise of the statutory
right to exclude by the SEP holder with the special nature of Essential Patents that may trigger
abuse of a dominant position under Article 102 of the Treaty on the Functioning of the European
Union.
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Question 19. What special considerations do you think should be considered in the cases of
merger review where IPR issues are involved? What are effective remedies?

AIPLA respectfully submits that failing to qualify for a safe harbor in no way implies or
presumes that an arrangement is likely to be anticompetitive. See AIPLA’s comments to
Questions 5 and 6 above.
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Question 20. Some companies acquire IPR through alliances or similar forms of joint-
financing, and then assert rights against other companies. Do you think whether such
activities will have impact on market competition? Under what circumstances such
activities may harm fair competition.

To date, U.S. Antitrust Agencies have not brought any enforcement actions in this area, although
they have examined a few cases.’® The Agencies have stated that patent transfer transactions
“*highlight the complex intersection of intellectual property rights and antitrust law and the need
to determine the correct balance between the rightful exercise of patent rights and a patent
holder’s incentive and ability to harm competition through the anticompetitive use of those
rights.” The [U.S. Antitrust] Agencies continue to monitor how competitors are transferring
ownership of their patent rights, particularly when the patents at issue are F/RAND-encumbered
and could affect the implementation of a standard.”**
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RESEARCH IN MOTION LTD. (RIM) OF CERTAIN NORTEL NETWORKS CORPORATION PATENTS,
AND THE ACQUISITION BY APPLE OF CERTAIN NOVELL INC. PATENTS (February 13,
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10 See STATEMENT OF THE DEPARTMENT OF JUSTICE ANTITRUST DIVISION ON ITS DECISION TO CLOSE ITS
INVESTIGATION OF GOOGLE INC.’S ACQUISITION OF MOTOROLA MOBILITY HOLDINGS INC., THE ACQUISITIONS BY
APPLE INC., MICROSOFT CORP. AND RESEARCH IN MOTION LTD. (RIM) OF CERTAIN NORTEL NETWORKS
CORPORATION PATENTS, AND THE ACQUISITION BY APPLE OF CERTAIN NOVELL INC. PATENTS (February 13, 2012)
available at http://www.justice.gov/opa/pr/statement-department-justice-s-antitrust-division-its-decision-close-its-
investigations.

! See INTELLECTUAL PROPERTY AND STANDARD SETTING -- Note by the United States — submitted to an OECD
December 2014 Roundtable on “Intellectual Property and Licensing”).
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Patentees’ right to transfer patents is protected under the WTO TRIPS agreement, to which the
U.S., China and most of the world’s jurisdictions are signatories.*?
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Question 21. What do you think of the issue of effectively regulating the competition
problems that arise from NPE standard essential patents holders.

Many NPEs, such as universities, research entities, and individual inventors, serve a necessary
and important role in [the U.S.] economy by focusing on the development of new innovations
and improvements to technology rather than on manufacturing or selling products that embody
their innovations. Other NPEs may seek to abuse the patent system. NPEs should be evaluated
based on their conduct and the facts of the particular matter.
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The status of an SEP-holder as an NPE or operating company should not play a role in analyzing
competition issues that may arise from a dispute over licensing an SEP. Rather, courts or
regulators should center any competition analysis on the specific conduct at issue, including any
relevant actions by either the licensor or licensee(s) involved in the dispute. Evaluating conduct,
rather than status, will allow for a rigorous analysis of competition issues, one that properly
focuses on whether there is any adverse impact of the conduct at issue on competition.
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Question 22. Under what circumstances patent pools may cause potential impact on market
competition? How to regulate?

12 See WTO TRIPs agreement, § 28.2: “Patent owners shall also have the right to assign, or transfer by succession,
the patent and to conclude licensing contracts.”
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AIPLA notes that the U.S Antitrust Agencies addressed patent pools at length in a 2007 report.
In analyzing patent pools under the rule of reason, the Agencies concluded that “combining
complementary patents within a pool is generally procompetitive" and that "including substitute
patents in a pool does not make the pool presumptively anticompetitive; [but rather] competitive
effects will be ascertained on a case-by-case basis.’®* US Antitrust Agencies analyze the
competitive significance of a pool's licensing terms on a case-by-case basis considering both
procompetitive benefits and anticompetitive effects. The Agencies will not generally assess the
reasonableness of royalties set by a pool. The focus of the Agencies' analysis is on the pool's
formation and whether its structure would likely enable pool participants to impair competition.
AIPLA recommends that the Guidelines should take a similar approach.
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Question 23. What do you think of the issues related to NPE SEP holder in the antitrust
practice? China is a nation where significant use of IPR happens. What to do with the
anti-competition problems caused by NPE?

As Philip S. Johnson explained in his written testimony to the United States House
Subcommittee on Courts, Intellectual Property, and the Internet:

fnPhilip S. Johnson FEHEEEE AR WBEERE « HIIRF LR F IR/ NH Z2 51 =Y 5 THIE
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For some NPE’s, the decision not to pursue manufacturing and marketing is a
matter of choice. They may, for example, prefer to concentrate their energies on
originating inventions rather than in developing them, leaving the
commercialization to licensees who are better positioned to manufacture and
market them. Or they may sell or license their patents to venture capitalists who
will attend to raising the capital needed for commercialization.
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¥ U.S. DEP'T OF JUSTICE & FED. TRADE COMM'N, ANTITRUST ENFORCEMENT AND INTELLECTUAL
PROPERTY RIGHTS: PROMOTING INNOVATION AND COMPETITION (2007), Chapter Ill, pp. 57-86,
available at https://www.ftc.gov/sites/default/files/documents/reports/antitrust-enforcement-and-intellectual-
property-rights-promoting-innovation-and-competition-report.s.department-justice-and-federal-trade-
commission/p040101promotinginnovationandcompetitionrpt0704.pdf
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For others, superseding circumstances may effectively prevent or limit the
inventors from commercializing their inventions. For example, if the invention is
an improvement on existing patented technology, the owner of the original patent
rights on that technology may be the only licensee for the improvement, at least
until the original patents expire. Or should an existing unlicensed competitor
copy and begin marketing the inventor’s invention before the inventor is able to,
the inventor’s ability to later market that invention may be substantially impaired.
In those circumstances, the only recourse available to the inventor may be to bring
suit against the infringing company to abate the infringement and/or to recover
fair compensation for the unlicensed use of the invention. By the same token,
when an inventor’s invention relates to an improvement useful in an industry with
high barriers to initial entry and/or one in which the market is shared by just a few
well entrenched competitors, the only practical way for an inventor to
commercialize his invention may be to license one or more of those competitors**
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A FRAND commitment by an NPE is basically a commercial agreement among willing parties
to make licenses available on specified terms. However, the failure to consummate a FRAND
license as a result of a commercial dispute between a licensor and licensee should not necessarily
rise to the level of an anti-monopoly issue by that fact alone. Indeed, the mere threat of an anti-
monopoly charge could provide the licensee with substantial unwarranted negotiating leverage.
Such a threat might discourage innovation or development in standardized technologies at the
outset by making it difficult for innovators to negotiate in the future with potential licensees or
infringers.
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1 AIPLA Comments to FTC-DOJ on PAEs, at 4 (5 Apr 2013).
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Any competition law analysis made in connection with a claim of improper assertion of a SEP
should rely on objective evidence and economic analysis. To act otherwise could disrupt the
careful balance of interests that make up the standard-setting environment.
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In general, FRAND disputes are more properly treated as contract disputes between the parties to
which the competition laws should rarely apply.
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AIPLA agrees that it is appropriate to hold a NPE liable if it issues warning letters with respect
to expired or voided IPR, provided that it is proven that the conduct causes actual harm to
competition in a relevant market. Likewise, it is appropriate to hold an NPE liable if it issues
warning letters or initiates legal proceedings without an objectively reasonable basis to assert its
IPR. It should be recognized that where equitable factors are applied in considering injunctive
relief, as in the U.S. eBay case, it is difficult and rare for NPEs to be awarded injunctions, which
reduces NPE leverage and can diminish competition issues.
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Again, AIPLA appreciates the opportunity to provide these comments in response to the
Questionnaire on patents and standards. Please contact us if you would like us to provide
additional information on any issues discussed above.
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Sincerely,

Y./ Lok

Sharon A. Israel
President
American Intellectual Property Law Association



