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JOINT COMMENTSOF THE AMERICAN BAR ASSOCIATION SECTION OF
ANTITRUST LAW, SECTION OF INTELLECTUAL PROPERTY LAW, AND
SECTION OF INTERNATIONAL LAW ON THE SAIC DRAFT RULESON
THE PROHIBITION OF ABUSES OF INTELLECTUAL PROPERTY RIGHTS
FOR THE PURPOSES OF ELIMINATING OR RESTRICTING COMPETITION

July 9, 2014

The views stated in this submission are presented jointly on behalf
of these Sections only. They have not been approved by the House
of Delegates or the Board of Governors of the American Bar
Association and therefore may not be construed as representing the
policy of the American Bar Association.

The Section of Antitrust Law, Section of Intellectual Property Law, and Section of International
Law (together, the “Sections’) of the American Bar Association (“ABA™) respectfully submit
these comments on the Draft for Comments (the “ Consultation Draft”) of the Rules on Prohibiting
Abuse of Intellectual Property Rightsto Eliminate or Restrict Competition (the®Rules’) of China's
State Administration for Industry and Commerce (“SAIC”).! The Sections appreciate the
substantial thought and effort of the SAIC reflected in the Consultation Draft? and take the
opportunity to offer these comments (the “Comments’) in the hope that they might assist in
completion of the final Rules. The Sections are available to provide additional comments, or
participate in consultations with the SAIC, as the SAIC deems appropriate. The Sections
Comments reflect the expertise and experience of their members with competition law, its
intersection with intellectual property law, and underlying economic principles.

General Comments

The Sections commend the SAIC for making several improvementsin the current draft, including
eliminating several apparent presumptions that certain forms of conduct involving intellectual
property rights (“1PRS”) are anticompetitive, and instead applying a rule-of-reason type approach
by prohibiting only conduct that is without legitimate justification and eliminates or unreasonably
restricts competition.

The Sections hope that the SAIC will re-consider and again issue guidelines instead of rules
regarding I PR abuse under the Anti-Monopoly Law (*AML”). Asthe SAIC noted, the enforcement

! The Consultation Draft was published for comment, together with Explanatory Notes regarding the Drafting
of the Rules on the Prohibition of Abuses of IPR for the Purposes of Eliminating or Restricting Competition (Draft
for Comments) (“ Explanatory Notes"), at http://www.chinalaw.gov.cn/article/cazjgg/201406/20140600396223.shtml .
These Comments are based on unofficial trandations of the Consultation Draft. Unofficial translations of the
Consultation Draft and the Explanatory Notes are appended for reference as Appendices 1 and 2, respectively.

2 The Sections appreciate the SAIC' s consideration of their comments submitted in 2012 (“2012 Comments”)
regarding the Fifth Draft of the Guide on Anti-Monopoly Law Enforcement in the Field of Intellectual Property Rights
(the “Draft Guide”) (attached as Appendix 3).



of competition law in connection with IPR is an important, and complex issuefor all jurisdictions.®
Guidelines may provide more flexibility for the SAIC in devel oping its enforcement regime.

Article2

The Sections support the recognition in Article 2 of the Consultation Draft, consistent with Article
55 of the AML, that with respect to IPR the AML applies only to conduct that abuses IPR and
resultsin the elimination or restriction of competition. The Sections recommend that this principle
be expressly made applicable to all provisions of the Consultation Draft (including Articles 3, 6,
8, 11, 13, and 17). The Sections aso commend the express recognition in Article 2 and the
incorporation throughout the Consultation Draft of the principle that antitrust and IPR laws share
common goals, and of the policies underlying the Rules to facilitate innovation and competition,
improve efficiency, and protect consumer welfare. The Sections suggest that where the
Consultation Draft prohibits an exercise of IPR as abusive unlessthe conduct is otherwisejustified
(e.g., Article 8 on exclusive dealing and Article 11 on discriminatory licensing), it be revised to
clarify that the enforcement authority must establish that the IPR holder’ s conduct has eliminated
or restricted competition, through an examination of the competitive effects of that conduct, before
it will conclude that the conduct violates the AML.

Article3

Article 3 defines the “relevant technology market” to be “the market where technol ogies involved
in the exercise of the intellectual property rights compete with the existing substitutable
technologies of the same type.” The Sections suggest deleting the word “existing” because it
creates ambiguity as to the time at which the relevant market is to be defined and substitutable
technologies evaluated. Similarly, it is unclear what the phrase “of the same type” is intended to
mean and whether it is intended to limit the scope of actually substitutable technologies that will
be considered.

Article5

Article 5 creates safe harbors where there are “ substitutable technologies that can be obtained at
reasonable cost.” The Sections recommend that Article 5 be revised to replace “reasonable cost”
with “a comparable cost to the user.” 4 Such a revision would eiminate the ambiguity of
determining the “reasonable cost” and serve the goal of identifying true substitute technol ogies.

Moreover, the Sections suggest clarifying the introductory paragraph by either deleting the phrase
at the end of the introductory paragraph or revising it as follows: “except where there is evidence

to—the—contrary proving that such agreement has—the—effect—of —€eliminating—or—restricting
competitionis of the type identified in Article 13(1) through 13(5) of the Anti-M onopol

3 Explanatory Notesat I1.

4 See U.S. DEP' T &U.S. FED. Trade COMM’N ANTITRUST GUIDELINES FOR THE LICENSING OF INTELLECTUAL
PROPERTY § 322 ex. 2 n. 23, § 33 ex. 6, § 34 ex. 7, 8 43, § 51 ex. 9 (1995) available at
http://www.justice.gov/atr/public/guidelines/0558.pdf [hereinafter U.S. IP GUIDELINES].



Article7

The Sections are concerned that Article 7 endorses the wide application of the “essentia facilities
doctrine” to IPR. The essential facilities doctrine has rarely been used in the jurisdictions where it
exists, and has never been used in the patent context anywhere in the world.® The Sections
respectfully urge the omission of Article 7 and remain concerned® that applying the essential
facilities doctrine to IPR would substantially impinge upon IPR holders core right to exclude,
create disincentives for competitors to develop their own competing IPR, and create long-term
disincentives to innovate in general.” Enforced sharing lowers the value of the shared asset and
can undermine the incentives for the asset owner to create the next technological breakthrough or
for itsrivals to develop a superior substitute to an existing industry-leading innovation.®

If the SAIC decidesto retain the essential facilities doctrine in the Rules, the Sections respectfully
urge the SAIC to include the revisions recommended in the 2012 Comments on Article 17(2) of
the Draft Guide. At the least, Article 7 should be revised to expressly require proof that all three

5 Leading antitrust scholar, Herbert Hovenkamp, has noted that “[r]egardless of the merits of the essential
facilities doctrine in general, its application to intellectual property cases is particularly problematic.” Herbert
Hovenkamp, et a, IPAND ANTITRUST (Ch.13 Unilateral Refusalsto License), 13-15 (2d ed. 2013). Inthe IPR context,
the European experience offers a sense of the maximum extent of the use of such a doctrine, which has stopped short
of patents. In IMS Health GmbH & Co OHG v NDC Health GmbH & Co KG, [2004] All ER (EC) 81 3 (2004), the
European Court of Justice limited the doctrine to exceptional circumstances, in particular where accessis essential to
create anew product or service and alternatives are not feasible. More recently, the European Commission’s Guidance
in Its Enforcement Priorities in Applying Art. 102 of the EC Treaty to Abusive Exclusionary Conduct by Dominant
Undertakings (“Article 102 Guidance”) states that an input is essential in arefusal to deal context when “thereis no
actual or potential substitute on which competitors in the downstream market could rely so asto counter — at least in
the long-term — the negative consequences of the refusal.” Communication from the Commission - Guidance on the
Commission's enforcement priorities in applying Article 102 of the EC Treaty to abusive exclusionary conduct by
dominant undertakings, 2009 O.J. (C 45) 7, para. 83, available at http://ec.europa.eu/competition/antitrust/art82/. This
Article 102 Guidance is consistent with the IMS decision.

6 Please see the 2012 Comments on Article 17(2) of the Draft Guide for an explanation of the Sections
rationale for this recommendation. Article 7’ s broad compulsory licensing language may al so be inconsistent with the
rights of patent owners under China's Patent Law to exclude others from making, using, offering to sell, selling, or
importing patented products without authorization from the patentee. China Patent Law, Art. 11 (asamended in 2008).

7 The U.S. Supreme Court treats essential facilities claims with great skepticism, observing that enforced
sharing of assets isin “some tension with the underlying purpose of the antitrust laws.” Verizon Commc'ns Inc. v.
Law Offices of Curtis V. Trinko, LLP, 540 U.S. 398, 407-08 (2004). Broadly applied, the doctrine potentially
supplants market economics and “requires antitrust courts to act as central planners, identifying the proper price,
guantity, and other terms of dealing — arole for which they areill-suited.” Id. While forced sharing of IPR may seem
to increase competition in the short run, since more suppliers could offer adownstream product, over the long run, the
economy and consumer welfare suffer as fewer resources are invested in innovation. See Richard J. Gilbert & Carl
Shapiro, “An Economic Analysis of Unilateral Refusals to License Intellectual Property,” 93 PROCEEDINGS OF
THE NAT'L ACAD. OF SCIENCES oF THE U.SA. 12749-12755 (1996), available at
http://www.pnas.org/content/93/23/12749.full (showing that compulsory licensing may invite entry of inefficient
firms and lower economic efficiency).

8 Trinko, 540 U.S. at 407-08.



factors listed in the second paragraph are present before it is concluded that an IPR constitutes an
essentia facility.

In addition, to the extent Article 7 is directed at standard-essentia patents (“ SEPS’), the Sections
respectfully submit that there is no need to employ the essential facilities doctrine specificaly to
ensure access to SEPs. Standard-setting organizations (“SSOs’) commonly seek commitments
from participantsto license SEPs on “fair, reasonable and non-discriminatory” (* F/RAND”) terms,
often asaquid pro quo for theinclusion of their IPR in the standard.® Article 13 of the Consultation
Draft covers SEPs and hel ps enforce these safeguards.

Article8

Article 8 prohibits undertakings with dominant market positions from, in the course of exercising
their IPR, engaging in various types of exclusive dealing “without justification.” The Sections
commend the SAIC for specifying that the prohibited conduct be “without justification,” and
recommend that Article 8 be clarified to explicitly state that the SAIC will establish that such
prohibited conduct has resulted in the elimination or unreasonable restriction of competition,
consistent with Article 55 of the AML and Article 2 of the Consultation Draft, before concluding
that an IPR holder has violated the AML.

The inclusion of the language “without justification” in Article 8 appears to recognize that
exclusive dealing often has procompetitive effects. “For example, a licensing arrangement that
prevents the licensee from dealing in other technologies may encourage the licensee to develop
and market the licensed technol ogy or specialized applications of that technology.”*° Furthermore,
“the fact that intellectual property may in some cases be misappropriated more easily than other
forms of property may justify the use of some restrictions that might be anticompetitive in other
contexts.” 1! Clarifying that Article 8 applies only to exclusive dealing arrangements that eliminate
or restrict competition would bring Article 8 into conformity with international norms, which focus
on the actual practice and its effects, and not on the formal terms of the arrangement.*?

9 See. e.g., Sandard Essential Patent Disputes and Antitrust Law: Hearing Before the Subcomm. on Antitrust,
Competition Policy and Consumer Rights of the S' Comm. on the Judiciary, 113th Cong. 7 (2013) (statement of
Suzanne Munck, Chief Counsel for Intellectual Property, Federa Trade Commission), available at
http://www.ftc.gov/sites/default/files/documents/public_statements/prepared-statement-federal -trade-commission-
concerning-standard-essenti al -patent-di sputes-and/130730standar dessential patents. pdf.

10 U.S. IP Guidelines § 4.1.2 (citing Ex. 8 and § 4.2).
1 Id.
2 See, eg., id.; Communication from the Commission - Guidelines on the Application of Article 101 of the

Treaty on the Functioning of the European Union to Technology Transfer Agreements 88 2.2, 4.2.2, 4.2.2.1 (Mar. 28,
2014), available at http://eur-lex.europa.eu/legal -content/EN/T X T/PDF/?2uri=0J:C:2014:089:FUL L & from=EN; Fair
Trade Commission of the Republic of Korea Review Guidelines on Unfair Exercise of Intellectual Property Rights
8l1.2 (Mar. 31, 2010), available at
http://eng.ftc.go.kr/files/static/Legal _Authority/Review%20Guidelines¥%200n%620U nfair%20Exerci se%200f %201 nt

ellectual %20Property%20Rights mar%2014%202012.pdf; Competition Bureau of CAN. Intellectua Property



Article 11

Article 11 prohibits undertakings with dominant market positions from, in the course of exercising
their IPR, treating counterparts of same conditions in a discriminatory manner. The Sections
recommend that Article 11 be revised to clarify that it prohibits only such conduct that eliminates
or restricts competition (consistent with Article 55 of the AML and Article 2 of the Consultation
Draft) and iswithout justification. Such revisionswould recognize that, under some circumstances,
conduct such as price discrimination can enhance consumer welfare.'® “ For example, it can enable
price-sensitive consumers to be served when they otherwise would be priced out of the market if
uniform pricing were mandated.” ** Where there are two distinct customer groups, one that is
highly price sensitive and another that is not, without alowing for price discrimination, firmswill
price relatively high for the latter group to maximize their profits. As aresult, the first group will
be foreclosed from the market.®> And, “for certain market structures, price discrimination can also
lead to lower overall prices for consumersin comparison with uniform prices.” 1

Discriminatory refusals to license or licensing to different parties on different terms may serve
legitimate, procompetitive ends. For example, a business may grant licenses to some, but not all,
interested potential licensees to ensure that licensees have incentives to promote the licensor’s
technology. Alternatively, a business may require higher royalties from a company that has less
sales volume in order to maximize itsincome from the patent, or offer lower royaltiesto licensees

Enforcement Guidelines 8§ 54 and § 7 Ex. 3.1, available at http://www.competitionbureau.gc.ca/eic/site/ch-
be.nsf/vwapj/ipege.pdf/$FI LE/ipege.pdf.

B See, e.g., Anne Layne-Farrar, “Non-Discriminatory Pricing: What is Different (and What is Not) About IP
Licensing in Standard Setting,” J. oF COMPETITION LAW & ECON. 1, 1, 4-7 (Aug. 5, 2010) (the existing literature on
price discrimination in traditional markets for goods and services and on licensing intellectual property establishes
that “price discrimination is not necessarily harmful, and in some cases can even increase consumer welfare; most 1P
licensing is characterized by ‘discrimination’ in that rates and terms tend to differ across licensees; proof of market
power must remain the first step in any inquiry on allegations of anticompetitive |P licensing discrimination; and as
of yet, no widely applicable benchmarks or rules for distinguishing harmful from beneficial or non-harmful licensing
discrimination have emerged, meaning that a careful, quantitative effects-based analysis remains the best approach™)
[hereinafter Layne-Farrar, “Non-Discriminatory Pricing”].

14 Id. at 5 (citing Benjamin Klein & John Wiley, Jr., “Competitive Price Discrimination As an Antitrust
Justification for Intellectual Property Refusals to Deal,” 70 ANTITRUST L.J. 599 (2003); Lars A. Stole, Price
Discrimination and Competition, in 3 HANDBOOK OF INDUSTRIAL ORGANIZATION 2223 (Mark Armstrong &
Robert Porter eds., Univ. of Chicago 2007)); Hal R. Varian, “Price Discrimination,” in HANDBOOK OF
INDUSTRIAL ORGANIZATION 597 (Richard Schmalensee & Robert D. Willig eds., North-Holland 1989)
(surveying price discrimination theory and practices); Richard Schmalensee, “Output and Welfare Implications of
Monopolistic Third-Degree Price Discrimination,” 71 AM. ECON. REV. 242 (1981).

5 While the enforcement authority might conclude that the price must be uniformly lowered to eliminate both
discrimination and a price that might foreclose some consumers, that approach would impose price regulation that
may depress innovation.

1 D. Fudenberg & J. Tirole, “Customer Poaching and Brand Switching,” 31 RAND J. ECON. 634 (2000));
Layne-Farrar, “Non-Discriminatory Pricing” at 6 (citing Jacques F. Thisse & Xavier Vives, On the Strategic Choice
of Spatial Price Policy, 78 AM. ECON. REV. 122 (1988).



that can offer valuable consideration in trade, such as cross-licenses for their intellectual property,
which may be netted against the price of a license. In general, competition policy should not
penalize holders of IPR for maximizing the return on their investment in risky and costly research
and development, without which the market would be denied the benefits of innovation and the
economic growth that innovation encourages.’’ That is especially so in the case of IPR, the very
purpose of which isto induce investment in risky and costly research and devel opment.

Article 12

Commendably, Article 12 of the Consultation Draft appears to remove the apparent presumption
in Article 21 of the Draft Guide that certain patent pools are anticompetitive. This change is
consistent with the widely-held view that patent pools can create efficiencies by combining
complementary technologies, disseminating patents to interested potential licensees, reducing
transaction costs, clearing blocking positions of certain technologies, and avoiding expensive
infringement litigation.'® However, the Sections respectfully suggest clarification of paragraph 2
of Article 12, which as drafted appearsto classify certain behaviors as per se unlawful and to place
the burden on members of a patent pool to “prove that the agreements concluded” are in
compliance with Article 15 of the AML.

The Sections respectfully recommend that rather than apparently establishing a categorical
approach to evaluating patent pools, Article 12 expressly provide instead that patent pools be
analyzed under a rule-of-reason analysis, in which the benefits of each pool are weighed against
the potential anticompetitive harms. Using the rule of reason would recognize the fact that “by
promoting the dissemination of technology . . . pooling arrangements are often procompetitive.”°

The U.S. antitrust enforcement agencies generally apply a rule-of-reason analysis to patent pools
and have offered extensive guidance on their analysis,?° and this experience may be useful for the
SAIC to consider. In the Sections experience, the business community has treated the U.S.
agencies guidance as atype of safe harbor outlining likely acceptable conduct, as opposed to a
list of strict liability rules.

Specific examplesof theU.S. agencies guidanceinclude businessreview lettersissued by the U.S.
Department of Justice, as well as an enforcement action initiated and settled by the U.S. Federal
Trade Commission.?! In each of these matters, the U.S. agencies weighed the procompetitive

w See Verizon Comme’ns Inc. v. Law Offices of Curtis V. Trinko, LLP, 540 U.S. 398, 407 (2004).

18 U.S. IPGUIDELINES § 5.5 (1995).

© Id.

2 See, e.g., FED. TRADE COMM’N & U.S. DEP' T OF JUSTICE, ANTITRUST ENFORCEMENT AND INTELLECTUAL

PROPERTY RIGHTS: PROMOTING INNOVATION AND COMPETITION 62-85 (2007) (summarizing U.S. agency guidance
on pools as of 2007), available at http://www.justice.gov/atr/public/hearings/ip/222655.pdf [hereinafter “FTC/DOJ
2007 IPRePORT"]; U.S. IP GUIDELINES 88 3.4,5.5.

a See, eg., Letter from Charles A. James, Ass't Attorney Gen., U.S. Dep't of Justice, to Ky P. Ewing, Esq.
(Nov. 12, 2002), available at http://www.justice.gov/atr/public/busreview/200455.pdf [hereinafter “2002 3G Platform



benefits against the potential anticompetitive harms of the poolsto arrive at a determination about
whether the specific facts of each arrangement could implicate the antitrust laws. In these matters,
the U.S. agencies considered many factors, including: (1) whether pool members can license
independently outside the pool;?? (2) whether pool members can independently devel op competing
technologies;?® (3) whether licensees must provide pool memberswith exclusive grantbacks;?* and
(4) whether licensees are prohibited from challenging the validity of a pooled patent. 2°
Additionally, the U.S. agencies have observed that the exchange of competitively sensitive
information may be required for the administration of the pool.?® To mitigate the possibility of
collusion, they have suggested that pool members incorporate mechanisms to limit or constrain
dissemination of the competitively sensitive information by, for example, using an independent
licensing agent to administer the pool,?” or by creating “firewalls’ that limit access to sensitive
information.?®

U.S. agency guidance on the rule-of-reason analysis of patent pools also contains additional factors
that might appropriately be considered for inclusion in the Consultation Draft. First, with respect
to the “differential treatment” described in Article 12(5) of the Consultation Draft, the U.S.
agencies do not take the position that a pool must offer all potential licenseesin arelevant market
the same licensing terms or conditions. Instead, the U.S. agencies have stated that they “will not
presume that different royalty payments faced by different licensees (e.g., insiders and outsiders)
are anticompetitive. Whether such an arrangement could be anticompetitive would depend upon

Letter"]; Decision and Order, In re Summit Tech., Inc.,, 127 F.T.C. 208, 217 (1999) (No. 9286), available at
http://www.ftc.gov/system/files/documents/ commission_decision_volumes/volume-127/volumel27a.pdf; Decision
and Order, In re VISX, Inc, 127 FT.C. 236 (1999) (No. 9286), available at
http://www.ftc.gov/system/files/documents/commission_decision_volumes/volume-127/volumel27a.pdf; Letter
from Jodl 1. Klein, Ass't Attorney Gen., U.S. Dep’t of Justice, to Carey R. Ramos, Esg. (June 10, 1999), available at
http://www.usdoj.gov/atr/public/busreview/2485.pdf [hereinafter “6C DVD Letter”]; Letter from Joel I. Klein, Ass't
Attorney Gen., U.S. Dep't of Justice, to Garard R. Beeney, Esg. (Dec.16, 1998), available at
http://www.usdoj.gov/atr/public/busreview/2121.pdf [hereinafter “3C DVD Letter”]; Letter from Joel 1. Klein, Acting
Ass't Attorney Gen., U.S. Dep't of Judtice, to Garrard R. Beeney, Esg. (June 26, 1997), available at
http://www.usdoj.gov/atr/public/busreview/215742.pdf [hereinafter “MPEG-2 Letter”].

2 See, e.g., MPEG-2 Letter, at 11; 6C DVD Letter, at 15.

= MPEG-2 Letter, at 12; 3C DVD Letter, at 13-14.

2 MPEG-2 Letter, at 12-13; 3C DVD Letter, at 14.

% 6C DVD Letter, at 8-9. Note that while the DOJ guidance suggests that licensees should generally remain

free to challenge the validity of a pooled patent, the same guidance also suggests that a licensor should remain free to
suspend or terminate a license to its own pooled patents if they are challenged by alicensee.

%6 FTC/DOJ 2007 |P REPORT at 81.
z MPEG-2 Letter, at 4, 11.
3 See, e.g., 6C DVD Letter, at 9.



the specific facts of the case.” ?° Second, the U.S. agencies have suggested that competition
concerns may arise where pools are not limited to technically essential patents, but contain
substitute patents.*° Finally, the U.S. guidance indicates that, in analyzing the potential effects of
a pool, consideration should be given to how its features may stimulate development and
commercialization of the pool technology.3*

The Sections commend that Article 12 excludes cross-licenses from the definition of “patent pools.”
This is an improvement from the Draft Guide, as it recognizes the potential for procompetitive

benefits of cross-licensing and the different considerations relevant to cross-licenses as compared

to patent pools.®?

Article 13

Article 13(1) prohibits dominant firmsthat know that their IPR may beincorporated into astandard
from intentionally failing to disclose their IPR to the SSO or expressly waiving their rights, but
later asserting them against those implementing a standard that incorporates the IPR. The Sections
respectfully urge that the SAIC return to the approach adopted in Article 12 of the 2013 Draft for
Comments of the Rules on the Prohibition of Abuses of IPR for Purposes of eliminating or
Restricting Competition (“6" Draft”). That approach is consistent with international norms.

The6th Draft limited liability for non-disclosure to situationswhen: (1) apatent holder or applicant
is an active voting participant in an SSO; (2) the SSO has a published written policy that creates
certain disclosure obligations as a condition of participation; (3) the patent holder or applicant
fraudulently or intentionally breaches the SSO’ s disclosure obligations; (4) after adoption of the
standard, the patent holder or applicant asserts its essentia patents against implementers of
mandatory portions of the standard; (5) but for the patent holder’ s or applicant’ sfailureto disclose,
adifferent technology would have been incorporated into the standard; and (6) the patent holder’s
or applicant’ s conduct causes or is likely to cause an adverse effect on competition in the relevant
market.

Such limitations are necessary to ensure that Article 13(1) does not apply when someone other
than the patent holder offers patents for incorporation into a standard, and applies only to conduct
that eliminates or restricts competition, consistent with Article 55 of the AML and Article 2 of the

® FTC/DOJ 2007 IP REPORT at 81. This reflects the fact that different licensees bring different assets to the
negotiating table, and treating dissimilarly-situated licensees differently, including with regard to royalty payments,
may promote efficient business outcomes and be procompetitive.

o MPEG-2 Letter, at 9-10; 3C DVD Letter, at 10-11; 6C DVD Letter, at 11-12.
i MPEG-2 Letter, at 14-15; 6C DVD Letter, at 15; 2002 3G Platform Letter, at 11.
%2 See, e.g., FTC/DOJ 2007 IP REPORT at 58 (noting differences in competitive considerations of pools and

cross-licenses).

8 The Sections respectfully refer to our 2012 Comments on Article 22 of the Draft Guide for an explanation of
the Sections’ rationale for supporting adoption of Article 12 of the 6™ Draft.



Consultation Draft. Article 13(1) of the Consultation Draft can be read to create a disclosure
obligation on an undertaking that is not a participating member of the relevant SSO. Moreover, as
presently drafted, Article 13(1) could have the effect of imposing disclosure obligations that go
beyond the requirements agreed to by members of the relevant SSO. The Sections suggest that
each SSO isin the best position to determine the appropriate level of disclosure requirements for
its own standard-setting activities.

Article 13(2) prohibits a patent holder from failing to offer F/RAND terms after its patented
technology becomes essential to a standard. Article 13(2) would appear to make a F/RAND
commitment mandatory for any undertaking that owns an SEP, regardless of (1) whether the
undertaking had participated in the SSO and made the associated F/RAND commitment to that
SSO with respect to the relevant standard, or (2) whether the SSO in question required a F/RAND
commitment. The Sections recommend that Article 13(2) be deleted in its entirety. The Sections
are unaware of any court that has imposed antitrust liability for a mere refusal to grant a license
for SEPs on which no prior F/RAND commitment has been made.3

The Sections respectfully urge that, at least, Article 13(2) be limited to apply only when a patent
holder has voluntarily agreed to license its SEPs on F/RAND terms. Such arevision is necessary
to ensure that SSOs do not misappropriate technologies without the patent holder’s consent, and
to avoid creating a substantial inconsistency between a patent owner’s obligations in China and
other jurisdictions.® For example, the European Commission’s Guidelines on the Applicability of
Article 101 of the Treaty on the Functioning of the European Union (“Article 101 Guidelines’) to
horizontal co-operation agreements state that I1PR policies of SSOs should incorporate F/RAND
principles, but they also reinforce that participation is voluntary by making it clear that patent
owners may exclude technology from the standard-setting process and thus from any commitment
to license.®® Antitrust authorities in the United States similarly encourage (but do not compel) the
adoption of F/RAND policies by SSOs as contributing to follow-on innovation utilizing

34 There is debate within the U.S. whether breaching a F/RAND commitment in and of itself violates antitrust
law. Compare Bruce H. Kobayashi and Joshua D. Wright, “The Limits of Antitrust and Patent Holdup: A Reply to
Caryetal.” 78 ANTITRUST L.J. 505, 523 (2012) (arguing that “ contract law is both better suited to the identification
and regulation of ex post opportunism associated with patent holdup than is antitrust and more likely to reduce
transaction costs and welfare losses,” in part because “[c]ontract law offers a number of benefits relative to antitrust
law,” including “doctrines designed to reliably distinguish between ex post opportunism, such as patent holdup, and
legitimate attempts to modify existing agreements as market conditions change.”) with Joseph Farrell, John Hayes,
Carl Shapiro, and Theresa Sullivan, “Standard Setting, Patents, and Hold Up,” 74 ANTITRUST L.J. 603, 609 (2007)
(contending that hold-up “is not merely a private contracting problem, but an antitrust problem” because “[i]t concerns
the inefficient acquisition of market power that harms consumers; more fundamentally, deceiving buyers or keeping
them in the dark about the terms on which a technology will be available subverts the competitive process.”).

% The Sections suggest that a mandatory imposition of a F/RAND commitment isinconsistent with the general
principle of China's Patent Law, that a patent owner should have discretion as to how to exercise its patent rights.
China’ s Patent Law, Art. 11 (as amended in 2008).

3% See Communication from the Commission — Guidelines on the Applicability of Article 101 of the Treaty on
the Functioning of the European Union to Horizontal Co-operation Agreements, 2011 at O.J. (C 11) 1, para. 285; see
also Competition Directorate-General, European Commission, Standard-essential patents, COMPETITION PoLIcY
BRIEF (June 2014), available at http://ec.europa.eu/competition/publications/cpb/2014/008 _en.pdf.



standards.®’ A contrary policy could discourageinternational investment and innovation by entities
in China. It might also be inconsistent with the recent directive of the Third People' s Plenum that
government policy should “be based on a market-based system that encourages innovation,” and
eliminate al “forms of unreasonable regulations [and] hidden barriers’ to innovation and
investment.®

Many SSOs require an undertaking wishing to participate in the standard-setting process to make
patent licenses available on F/RAND terms to implementers of a standard for any SEPs that it
holds. In such situations, the FFRAND commitment is an agreement that an undertaking entersinto
in return for the opportunity to participate in the SSO’ s standard-setting. This agreement to license
its SEPs on F/RAND terms may be worthwhile for the undertaking because, for example, if its
patented technology is adopted and the standard is successful, the undertaking has the potential to
earn royaltieson alarger volume of sales. However, whether to make a FFRAND commitment and
participate in the SSO is a voluntary decision on the part of an undertaking, and it is not anti-
competitive for some undertakings to choose not to participate in the SSO and thus refrain from
making the FFRAND commitment. Pursuing other strategies may also increase competition and
thereby benefit consumers.

A mandatory FFRAND commitment for undertakings that choose not to participate in the SSO
eliminates the right to exclusivity and thus decreases the incentives to innovate. The effects of a
mandatory F/RAND commitment stand in stark contrast to avoluntary decision by an undertaking
that making a F/RAND commitment in return for the right to participate in the standard-setting is
worthwhile. The option to make a voluntary F/RAND commitment increases incentives to
innovate.

If the SAIC decides not to return to the formulation adopted in Article 12 of the 6th Draft and/or
decides to retain Article 13(2), the Sections respectfully submit that Article 13 should be revised
asfollows:

Undertakings shall not, in the course of exercising intellectual property rights, engage in
behaviors te-eliminatethat have the effect of eliminating or restricting competition by
willfully taking advantage of the formulation and implementation of standards adopted by
SSOs (including mandatory requirements of national technological specifications;-thesame
heretnafter) through a willful breach of F/RAND or disclosure commitments made
voluntarily by the undertakings to the SSO regarding the undertaking's IPR that is
incorporated into those standards.

Undertakings withthat (1) have dominant market positions-witheutjustifications by virtue
of their patented technol ogies being adopted by standards and (2) have voluntarily made a
F/RAND commitment or agreed to disclosure obligations under the rules of the relevant

s See U.S. DEP'T OF JUSTICE & U.S. PATENT AND TRADEMARK OFFICE, Policy Statement on Remedies for
Sandard Essential Patents Subject to Voluntary F/RAND Commitments at 5-6 (Jan. 8, 2013).

® Decision of the Centra Committee of the Communist Party of China on Some Mgjor Issues Concerning
Comprehensively Deepening the Reform of the Third Plenary Session of the 18th CPC Central Committee.
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standard-setting organization in which they are active, voting participants® with respect to
the relevant standard, shall not, without justification, engage in the following conduct

during the process of standard setting and standard implementation, to the extent that such
conduct has the effect of eliminating or restricting competition:

(1)

a

o C

-\ S NA-T1O-0HSCLOSA TO-SEFANA a orm Hon
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Intentionally or fraudulently failing
to comply with the relevant SSO's disclosure reguirements and subsequently
asserting their patent rights against the party implementing such standards after

such knowingly undisclosed patents become seme-particutar-mandatory standard-
essential.

(2) After their patented technologies become SEPs, violating thea voluntary
commitment to license on fair, reasonable and non-discriminatory prineiple
and(F/RAND) terms by (i) refusing ether—undertakingsto implement—sdeh
icense implementers of the standard on reasorableF/RAND terms;; or
engaging——patenttiecensing—with(ii) refusing to license its SEPs unless the
implementer agrees to unfailr—anti-competitive conditions—er—engagiig-Hi-tying
i ties durine i . .

For the purpose of these Rules, “ standard essential patents’ refer to such patents whieh that
are determined to be indispensable for the implementation of the standard.

The Sections note, however, that this aternative recommended approach lacks the tempering of
experience reflected in the Sections primary recommendations (namely, to return to the
formulation of Article 12 of the 6th Draft, and to delete Article 13(2)).

Article 15

Article 15 prohibits undertakings with dominant market positions from abusively issuing
infringement warning lettersto eliminate or restrict competition where the IPR has expired or been
voided or where others have provided sufficient evidence that the IPR is not infringed.* It appears
to bedirected toward patent assertion entities (PAES) that may have been seeking to enforceinvalid
patents or assert infringement without basis. The Sections commend the SAIC for specifying,

® The Sections suggest that undertakings subject to the provision be “active, voting participants,” to the extent
that participants in SSOs may be required to participate and yet may not be permitted to vote on standards.

40 The tying clause is superfluous. Article 9 of the Consultation Draft fully addresses tying. If the SAIC
concludes that a special tying prohibition must be included in Article 13, the Sections respectfully recommend that
the clause explicitly be limited to prohibiting the coercive tying of non-essential patents with SEPs that would have
the effect of eliminating or lessening competition.

4 The condition that “sufficient evidence” have been provided of non-infringement is one that would be
difficult to administer and will create substantial uncertainty for business operators seeking to comply with the law.
A condition that the business operator issued infringement warning letters without basis or in bad faith would achieve
the same goal and be easier to administer.

11



consistent with Article 2 of Consultation Draft and Article 55 of the AML, that such conduct is
only prohibited where it “eliminate[s] or restrict[s] competition.” In the United States, while
officials have heard many troubling stories about abusive IPR infringement litigation, including
by PAEs, thereislittleempirical evidence about the competitive costs and benefits of PAE activity.
In an effort to devel op a better understanding of how PAES impact innovation and competition, in
September 2013, the FTC initiated a process to seek public comments on a proposal to gather
information from approximately 25 PAES.*?

The Sections recommend that the SAIC: (1) conduct further study on the competitive effect of
patent infringement litigation and PAES; (2) consider whether and how measures designed to curb
problematic conduct by PAEs may affect operating companies that make legitimate efforts to
enforce their patents; and (3) subsequent to such further study, provide clear guidance on its
enforcement approach to conduct involving “abusive” infringement warning letters, including
identifying the factors that will be used to determine if others have sufficiently provided evidence
that the IPR is not infringed.

Article 17

The Sections support the characterization in the last paragraph of Article 17 of IPR licenses as
vertical agreements unless the parties were in a preexisting competitive relationship, and suggest
that an even better test may be whether the license displaces any competition between the parties.
The Sections believe that an IPR license should be considered a vertical relationship unless it
displaces preexisting competition between the parties.

Article 19

Article 19 provides that the SAIC shall impose a fine of 1-10 percent of the “turnover” in the
previous fiscal year for abusing intellectual property rights to eliminate or restrict competition.
The Sections respectfully reiterate our request that the SAIC specify that “turnover” refers to
turnover directly obtained in the relevant product and geographic market in China affected by the
violation.

42 Notice and Request for Public Comment, 78 Fed. Reg. 61, 352 (Oct. 3, 2013), available at
http://www.ftc.gov/sites/defaul t/files/documents/federal_register notices/2013/10/131003paereportsfrn.pdf. In
December 2012, the DOJ and FTC hosted a workshop that included speeches and presentations by regulators,
economists, and high-tech industry participants, with discussion and debate about the effect of PAEs and whether and
how the antitrust laws should be brought to bear on PAE activity. Although many participants were critical of PAEs
and their effect on competition and innovation, some economists and other proponents of the business model
contended that PAEs offer a path to monetization for individual inventors, which can actually spur innovation.
Furthermore, many panelists stated that any measures should focus on the specific conduct at issue and not simply on
the business model. Many workshop participants agreed that a final assessment is difficult given the limited data
regarding the amount of PAE litigation, and the outcome of those cases. There seemed to be general agreement that
non-antitrust-specific measures might also go some distance towards addressing PAE conduct. Specifically, panelists
advocated improvements to patent quality and clarity, and for judicial reforms such as fee-shifting and limitations on
injunctions and exclusion orders. In sum, the optimal antitrust approach to PAE conduct is not yet clear. Transcripts,
videos, written comments, and other materials from the workshop are available at http://www.ftc.gov/news-
events/events-calendar/2012/12/patent-asserti on-entity-activities-workshop. The Sections note that few PAEs hold
dominant market positions relating to the IPR they hold.
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CONCLUSION

The Sections recognize that substantial work went into developing the Rules, and appreciate the
SAIC's consideration of our comments and those of others as it continues with its mission to
implement, enforce, and provide clear guidance on the AML.

APPENDICES

1. Unofficial Trandation of Draft for Comments of the Rules on Prohibiting Abuse of
Intellectual Property Rightsto Eliminate or Restrict Competition (“ Consultation Draft”)

2. Unofficial Trandation of Explanatory Notes regarding the Drafting of the Rules on the
Prohibition of Abuses of IPR for the Purposes of Eliminating or Restricting Competition
(Draft for Comments) (“Explanatory Notes™)

3. The Sections Comments regarding the Fifth Draft of the Guide on Anti-Monopoly Law
Enforcement in the Field of Intellectual Property Rights (“2012 Comments’)
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Rules of the Administration for Industry and Commerce on the Prohibition of Abuses of
Intellectual Property Rights for the Purposes of Eliminating or Restricting Competition
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(Draft for Comments (June 11, 2014))
(JEXZERA (2014456 A 118) )
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ARTICLE 1

These Rules are enacted in accordance with the
Anti-Monopoly Law of the People’s Republic
of China (hereinafter the “AML”) in order to
protect competition and encourage innovation
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BiiEy ), B AT as well as to prohibit the abuse of intellectual
property rights by undertakings to eliminate or
restrict competition.

B-% ARTICLE 2

The AML shares the same goal with
intellectual property protection, which is to
promote innovation and competition, improve
efficiency and protect consumer welfare and
public interest of the society.

The AML does not apply to conducts of
undertakings in exercising their intellectual
property rights in accordance with relevant
intellectual property laws and administrative
regulations; however, the AML applies to
conducts of undertakings that abuse their
intellectual property rights in eliminating or
restricting competition.
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ARTICLE 3

“Undertakings” referred to herein shall mean
natural persons, legal persons and other
organizations producing or trading products, or
providing services. “Products” and “services”
here include technologies.

“Conducts eliminating and restricting
competition by abusing intellectual property
rights to restrict or eliminate competition”
referred to herein shall mean monopolistic
conducts such as implementing monopolistic
agreements, abusing dominant market position,
etc. by exercising the intellectual property
rights in violation of the AML and provisions
under applicable laws and administrative
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regulations in connection with intellectual
property rights.

“Relevant market” referred to herein includes
both relevant product market and relevant
geographic market and shall be defined in
accordance with the AML and the Guidelines
on the Definition of Relevant Market issued by
the Anti-Monopoly Commission under the
State Council by taking into account factors
such as intellectual property rights, innovation,
etc. In the anti-monopoly law enforcement
work involving the license of intellectual
property rights, relevant product market may
either be the technology market or a product
market containing specific intellectual property
rights. “Relevant technology market” shall
mean the market where technologies involved
in the exercise of the intellectual property
rights compete with the existing substitutable
technologies of the same type.
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ARTICLE 4

Undertakings shall not reach monopolistic
agreements during the exercise of intellectual
property rights.

Undertakings shall not, in the form of
exercising intellectual property rights, reach
monopolistic agreements as prohibited by
Avrticles 13 and 14 of the AML except to the
extent that such undertakings can prove the
agreements reached are in compliance with
provisions under Article 15 of the AML
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ARTICLE 5

Under any of the following circumstances, the
exercise of intellectual property rights by
undertakings may not be identified as
monopolistic agreements as prohibited by
Avrticle 13(6) and Article 14(3) under the AML,
except to the extent that evidence to the
contrary prove such agreements have the
effects to restrict or eliminate competition:
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(1) the combined market share of the
competing undertakings in the market
affected by their behavior is no more
than 20%; or there are at least four
other alternative technologies which
are available at reasonable costs;

(2) Neither the undertaking nor its
counterpart has a market share of more
than 30% in the relevant market, or
there are at least two other alternative
technologies which are available at
reasonable costs in the relevant market.
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ARTICLE 6

Undertakings with dominant market positions
shall not, in the exercise of the intellectual
property rights, abuse such dominant market
positions to restrict or eliminate competition.

Dominant market positions shall be identified
or presumed in accordance with Article 18 and
19 of the AML. Possession of intellectual
property rights may constitute a factor to
determine the dominant market position,
provided that an undertaking may not be
directly presumed to hold a dominant market
position in relevant market only as a result of
its possession of intellectual property rights.
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ARTICLE 7

An undertaking with dominant market position
shall not refuse without justifications to license
other undertakings to use its intellectual
property rights on reasonable terms in the
circumstance that such intellectual property
rights constitute essential facilities for
manufacturing and operating activities.

Factors to be considered when determining
whether the intellectual property rights
constitute essential facilities for manufacturing
and operating activities include: whether there
are reasonable substitutes to such intellectual
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property rights in the relevant market; whether
such intellectual property rights are essential
for other undertakings to participate in
competition in the relevant market; whether
refusal to license such intellectual property
rights will bring adverse impact on the
competition or innovation in the relevant
market; whether the licensing of such
intellectual property rights will result in
unreasonable damage to such undertaking, etc..
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ARTICLE 8

Undertakings with dominant market positions
shall not, in the course of exercising their
intellectual property rights, engage without
justifications in the following behaviors to
restrict transactions:
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(1) to restrict that the counterpart can only
(=) TR BhAa st ARAE L JLis w4 2 conduct transactions with them:;
# AT 3 % (2) to restrict that the counterpart can only
conduct transactions with the
() REXHMAFARFE L FEEFF 8 undertakings designated by them;
GEE R .

(3) to restrict that the counterpart shall not
conduct transactions with their
competitors.

g% ARTICLE 9

Undertakings with dominant market positions
shall not, in the course of exercising their
intellectual property rights, engage without
justifications in tying behaviors satisfying both
of the following conditions:

(1) To require the counterpart to accept
against its wills other intellectual
property rights or other products or
services when licensing or transferring
an intellectual property right;

(2) the tying product and the tied product
are two separate products in terms of
both nature and trade practice; and

(3) the tying behavior enables such
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Y b6y S, undertakings to extend their dominant
positions in the tying product market to
the tied product market, thereby
restricting or eliminating the abilities
of other undertakings to compete in the
tying or tied product market.

2+4%& ARTICLE 10

Undertakings with dominant market positions
shall not, in the course of exercising their
intellectual property rights, impose without
justifications the following unreasonable
restrictive conditions:

(1) to require the counterpart to
exclusively license back the
technology improved by such
counterpart;

(2) to prohibit the counterpart from
challenging the validity of their
intellectual property rights;

(3) to restrain the counterpart from, upon
the expiration of the license agreement,
manufacturing, using or selling
competing products, or developing or
using competing technologies in a way
that will not infringe their intellectual
property rights;

(4) to require the counterpart to continue
to pay royalties for intellectual
property rights for which the
protection period has expired or which
have been determined as invalid,;

(5) to prohibit the counterpart from
engaging in transactions with any third

party;

(6) to require the counterpart to impose
other unreasonable restrictive
conditions.
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ARTICLE 11

Undertakings with dominant market positions
shall not, in the course of exercising their
intellectual property rights, treat counterparts
of same conditions in a discriminating manner.
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ARTICLE 12

Undertakings shall not, in the course of
exercising intellectual property rights, engage
in behaviors to eliminate or restrict competition
by taking advantage of patent pools.

Members to the patent pool shall not, by taking
advantage of such patent pool, exchange
competition-related  sensitive  information
concerning price, output, market division, etc.
They may also not conclude monopolistic
agreements prohibited by Article 13 and
Article 14 of the AML, except to the extent
that they can prove the agreements concluded
are in compliance with provisions of Article 15
of the AML.

Undertakings with dominant market positions
or the management organization of the patent
pool shall not engage in the following
behaviors to abuse dominant market positions
by taking advantage of the patent pool:

(1) to restrain member to the pool from
licensing patents beyond the pool as
independent licensor;

(2) to restrain members to the pool or the
licensee from developing
independently or jointly with third
parties technologies which compete
with the pooled patents;

(3) to force the licensee to exclusively
license back the technologies it has
improved or developed to the
management body of, or members to
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(5) to provide differential treatment on
trading conditions against members
with same conditions to the pool or the
licensees in the same relevant market.

For the purpose of these Rules, “patent pool”
refers to a scheme of arrangement whereby two
or more than two patent holders jointly license
their respective patents to a third party in a
form where a joint venture is set up specifically
for such purpose or a member to the pool or an
independent third party is entrusted with the
responsibilities of management.
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ARTICLE 13

Undertakings shall not, in the course of
exercising intellectual property rights, engage
in behaviors to eliminate or restrict competition
by taking advantage of the formulation and

implementation of standards  (including
mandatory requirements of national
technological  specifications, the same

hereinafter) .

Undertakings with dominant market positions,
without justifications, shall not engage in the
following conducts during the process of
standard setting and standard implementation:

(1) Where they are aware their patents
may be included in relevant standards,
refusing to disclose to standards
formulation organization the
information on their rights or expressly
abandoning their rights and asserting
their patent rights against the party
implementing such standards after
such patents become some particular
mandatory standards.

(2) After their patent technology become
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standard essential patents, violating the
fair, reasonable and non-discriminatory
principle and refusing other
undertakings to implement such
patents on reasonable terms, or
engaging in patent licensing with
unfair conditions, or engaging in tying
activities during its patent licensing
process.

For the purpose of these Rules, the standard
essential patents refer to such patents which are
indispensable for the implementation of the
standard.
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ARTICLE 14

Collective management organizations for
copyrights shall not, in the course of their
activities, abuse intellectual property rights to
eliminate or restrict competition.

The relevant agreements reached by collective
management organizations for copyrights and
other undertakings or collective management
organizations for copyrights in other countries
and regions shall not unreasonably restrict
membership qualifications, geographic scope,
etc., or restrict the freedom of choice of
copyright holders or copyright users.

Collective management organizations for
copyrights which have dominant market
positions shall not, without justifications,
engage in the following behaviors to abuse
dominant market positions:

(1) withholding copyright licenses from
others;

(2) treating copyright holders or licensees
of the same conditions differentially;

(3) forcing the licensee to accept the
copyright license it does not need.

(4) restricting copyright holders’ right to
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withdraw from the organization.

For the purpose of these Rules, “collective
management organizations for copyrights”
refer to social organizations which are
established in accordance with laws for the
benefit of the copyright holders and the
copyright-related right holders (“Right
Holders”) and manage on a collective basis the
copyrights of the Right Holders or the
copyright-related rights.
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ARTICLE 15

Undertakings with dominant market positions
shall not, upon the expiration or invalidation of
their intellectual property rights or in the
circumstance that sufficient evidence has been
provided by other party to prove relevant act
does not constitute infringement of intellectual
property rights, excessively issue infringement
warning letters to eliminate or restrict
competition.
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ARTICLE 16

Where the undertakings are suspected of
abusing intellectual property rights to eliminate
or restrict competition, the industrial and
commercial authorities shall conduct
investigations in accordance with the AML and
Provisions on the Procedures for the
Investigation and Handling by Industrial and
Commercial Authorities of Cases Involving
Monopolistic Agreements and Abuse of
Dominant Market Positions.
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ARTICLE 17

The following measures may be taken for the
purpose of analyzing and determining whether
the undertakings are suspected of abusing of
intellectual property rights to eliminate or
restrict competition:

(1) to determine the nature and form of the
exercise of intellectual property rights
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by the undertakings;

(2) to determine the nature of the inter-
relationship among the undertakings
exercising the intellectual property
rights;

(3) to define the relevant market involved
in the exercise of intellectual property
rights;

(4) to determine the market position of the
undertakings exercising the intellectual
property rights;

(5) to analyze the impact of the exercise of
intellectual property rights by the
undertakings on the competition in
relevant market;

When analyzing and determine the nature of
the relationship among undertakings, it shall be
taken into account the characteristics of the act
of exercising the intellectual property rights. In
circumstance concerning the license of
intellectual property rights, the undertakings
previously competing with each other are
parties to the license contract, while in the
market where both the licensor and licensee
manufacture products utilizing such intellectual
property rights, the undertakings are competing
against each other. However, if the parties
were not competing against each other when
they executed the agreement, but only became
competitors after the execution of the
agreement, the agreement will not be deemed
as an agreement between competitors unless
there is any substantive change to the original
agreement.
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ARTICLE 18

The following factors shall be taken into
consideration when analyzing and determining
the impact on competition of the exercise of
intellectual property rights by undertakings:
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(1) market positions of the undertaking
and its counterparts;

(2) concentration level of the relevant
market;

(3) difficulty to enter into the relevant
market;

(4) industry practice and development
stage of the industry;

(5) time of restriction in terms of output,
geography, consumers, etc. as well as
the scope of effectiveness.

(6) impact on innovation promotion and
technology popularization;

(7) The innovation ability of the
undertaking and the speed of
technology evolution;

(8) Other factors relevant to the
determination of the impact on
competition of the exercise of
intellectual property rights.
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ARTICLE 19

Where an undertaking abuses its intellectual
property rights, eliminating or restricting
competition, which constitutes a monopoly
agreement, the Administration for Industry and
Commerce shall order the undertaking to cease
the violation, confiscate the illegal gains, and
impose a fine of 1-10 percent of the turnover in
the previous fiscal year; where the monopoly
agreement has not been implemented, the
Administration for Industry and Commerce
may impose a fine of no more than RMB
500,000.

Where an undertaking abuses its intellectual
property rights, eliminating or restricting
competition, which constitutes an abuse of a
dominant market position, the Administration
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for Industry and Commerce shall order the
undertaking to cease the violation, confiscate
its illegal gains and impose a fine of 1-10
percent of the turnover in the previous fiscal
year.

The Administration for Industry and
Commerce shall consider the nature,
circumstances, seriousness and duration of the
violation, and other relevant factors, when
determining the specific magnitude of the fine.
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ARTICLE 20

These Rules shall be interpreted by the State
Administration of Industry and Commerce..
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ARTICLE 21

These Rules shall take effect as of [ ] 2014.
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Explanatory Notes for Drafting the Rules of the Administration for Industry and
Commerce on the Prohibition of Abuses of Intellectual Property Rights for the
Purposes of Eliminating or Restricting Competition (Draft for Comments)

The following notes are hereby provided to explain the drafting work of the Rules of the
Administration for Industry and Commerce on the Prohibition of Abuses of Intellectual
Property Rights for the Purposes of Eliminating or Restricting Competition (Draft for
Comments) (the Rules hereinafter).

I. The necessity to enact the Rules

Article 55 of the Anti-monopoly Law of China (the AML) shows China’s basic attitude
towards the implementation of the AML in the field of intellectual property rights by
providing that “[t]his Law does not govern the conduct of business operators to exercise their
intellectual property rights under laws and relevant administrative regulations on intellectual
property rights; however, business operators’ conduct to eliminate or restrict market
competition by abusing their intellectual property rights shall be governed by this Law.”
Specifically, it is justifiable for holders of intellectual property rights to exercise their rights
in accordance with intellectual property laws, however, it should also be necessary to
regulate the conducts abusing intellectual property rights which have the effects to eliminate
or restrict competition. As Article 55 is only a general rule and in light of the necessity to
regulate the suspected abuses of intellectual property rights to eliminate or restrict
competition which exist in practice, it is imperative to formulate relevant rules or guidelines
for the purpose of clearly demarcating between the legitimate exercise of rights and abusive
conducts to eliminate or restrict competition, providing better guidance for the antitrust
enforcement practice and strengthening the predictability of undertakings’ own business
activities.

I1. The drafting process of the Rules

The State Administration for Industry and Commerce (the SAIC) started the drafting process
of the Rules at the end of 2012 when it carried out the research and formulation work with
regard to the Guidelines on the Anti-monopoly Law Enforcement in the Field of Intellectual
Property Rights (Draft for Comments) (The Guidelines (Draft for Comments)). Before that,
a team was already set up in 2009 within SAIC to engage in the research and formulation of
the Guidelines (Draft for Comments) and such work had focused on the following three
aspects: (1) Collect materials and documents with respect to the law enforcement practices of
foreign competition authorities and relevant guidelines and regulations, research in a
systematic manner issues such as their basic stance, types of conducts, analytical methods,
major targets of law enforcement, etc. in their enforcement of the antitrust laws in the field of
intellectual property rights, as well as compare and summarize the consensus reached by the
law enforcement agencies in such countries and regions as well as their different views
towards some issues. (2) Carry out research in 12 provinces and municipalities including
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Beijing, Tianjin, Shanghai, Chongqing, Liaoning, Jiangsu, Zhejiang, Fujian, Hubei,
Guangdong, Sichuan, Gansu by paying visits to intellectual property rights-intensive
industries and enterprises, distributing questionnaires, holding expert symposia and hearing
opinions from administrative and judicial authorities with a view of understanding the
current circumstances in China in respect of the abuse of intellectual property rights to
eliminate or restrict competition, the form of such abuse and the responses by the enterprises,
etc. (3) Propose the Guidelines (Draft for Comments) and hear opinions extensively. In
addition to seeking opinions in writing, 6 symposia and workshops were held, on which a
number of suggestions were put forward by the industrial and commercial authorities,
relevant authorities under the State Council, experts and scholars, various kinds of
enterprises and foreign competition authorities. Research was conducted with respect to
these suggestions in a systematic manner.

In the course of formulating the Guidelines (Draft for Comments), we gradually understood
the current status regarding the general conditions for the abuse of intellectual property rights
to eliminate or restrict competition. We hold that the enforcement of the AML in the field of
intellectual property rights is not only a heated topic theoretically, but also an important,
complex and sensitive issue in the enforcement of the antitrust laws in various countries and
regions. As it had not been long for China to implement the AML and practical experiences
in enforcing the AML in the area of intellectual property rights were even more limited, it
would be too immature to introduce at that time a set of comprehensive and systematically
complete guidelines in accordance with China’s antitrust enforcement practice in the field of
intellectual property rights and the introduction of such guidelines would entail accumulation
in practice.

Given that it is necessary to regulate the suspected abuse of intellectual property rights to
eliminate or restrict competition which exists in practice, SAIC, on top of formulating the
Guidelines, began to formulate the Rules and fulfill its responsibilities for the purpose of
regulating the conducts to eliminate or restrict competition by abusing intellectual property
rights.

Since March 2013, SAIC has made two rounds of opinion solicitation in writing with regard
to the Rules and 5 workshops and symposia have been held, which have involved SAIC
branches at provincial and sub-provincial level, 12 departments under the State Council that
are related to the antitrust and intellectual property work (including the National People’s
Congress, the Supreme People’s Court, Legislative Affairs Office, NDRC, MOFCOM,
Ministry of Industry and Information Technology, State Intellectual Property Office, etc.), 19
foreign and domestic knowledge-intensive enterprises such as China Telecom, Huawei,
Qualcomm, Samsung, etc., foreign chambers of commerce and agencies such as American
Chamber of Commerce, American Bar Association, foreign competition authorities such as
Directorate General of Competition for the EU, U.S. Department of Justice and Federal
Trade Commission, Canadian Competition Bureau, etc. as well as domestic experts and
scholars on competition laws. More than 300 advice and suggestions have been received
since the solicitation of opinion, which were systematically studied by SAIC before it
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amended and further improved the contents of the Rules.

III. Main contents of the Rules

(i) The objectives and basis to formulate the Rules are clarified, i.e. the Rules are to be
enacted in accordance with the AML in order to protect competition, encourage innovation,
and prohibit undertakings from eliminating or restricting competition by abusing intellectual
property rights. Furthermore, necessary explanations are also provided for some relevant
concepts.

In the first place, the Rules define the relationship between the AML and the protection of
intellectual property rights, which is an issue of general concern among undertakings, and
provide that the AML and the protection of intellectual property rights share common goals,
i.e. to promote innovation and competition, improve efficiency, protect consumer welfare
and public interest of the society.

Secondly, by taking into account the anti-monopoly functions assumed by SAIC, it is clearly
provided that for the purpose of the Rules, the conduct eliminating or restricting competition
by abusing intellectual property rights refers to the monopolistic conducts such as
implementing monopolistic agreements, abusing dominant market position, etc. by
exercising the intellectual property rights in violation of the AML and provisions under
applicable laws and administrative regulations in connection with intellectual property
rights..

Thirdly, it is clearly provided that the relevant market referred to in the Rules shall be
defined in accordance with the AML and the Guidelines on the Definition of Relevant Market
issued by the Anti-Monopoly Commission under the State Council by taking into account
factors such as intellectual property rights, innovation, etc.

(i1) Undertakings are prohibited from reaching monopolistic agreements in the exercise of
intellectual property rights. The Rules provide in general that undertakings are prohibited
from reaching monopolistic agreements in the exercise of intellectual property rights. At the
same time, however, safe harbor rules are also provided, which would help to crack down on
the exercise of intellectual property rights which has significant anti-competitive effects, help
the holders of intellectual property rights determine the consequences under the AML arising
from relevant conducts by taking into account their market power in relevant market, and
help to guide undertakings to avoid such right-exercising conducts as would have significant
anti-competitive effects, thereby leading to reasonable market competition on a gradual
basis.

(ii1) Undertakings with dominant market position are, in the exercise of the intellectual
property rights, prohibited from abusing such dominant market position to restrict or
eliminate competition.
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It is clearly provided that in the course of antitrust enforcement, intellectual property rights
shall be treated equally as other property rights and market dominance shall be identified or
presumed in accordance with Articles 18 and 19 of the AML. Possession of intellectual
property rights by an undertaking may constitute a factor to determine its dominant market
position, provided that the undertaking may not be directly presumed to hold a dominant
market position in relevant market merely because of its possession of intellectual property
rights. The Rules also provide for several specific abusive conducts which are commonly
seen in practice, such as refusal to license intellectual property, restricting the transaction
counterparts, tying, imposition of unreasonable restrictive conditions, differential treatment,
etc. Regarding the provision that undertakings with dominant market position are prohibited
from refusing without justifications to license intellectual property (which is quite a sensitive
issue), the parties concerned have put forward their advice and suggestions, the majority of
which hold that the provision shall be kept on the condition that the constitutive elements
shall be clarified. There are also some opinions that the provision shall be deleted. Such
provision was finally kept upon careful study and by taking into consideration the AML of
China and the actual circumstances of the Chinese market. However, the provision under the
AML that undertakings with dominant market position are prohibited from refusing to deal
without justifications is limited to only one circumstance where intellectual property rights
constitute essential facilities for manufacturing and operating activities, thereby restricting
strictly the provision’s application conditions for the purpose of striking a balance between
the encouragement of innovation and protection of competition.

(iv) The Rules provide whether 4 specific types of conducts (i.e. patent pool, the exercise of
patent rights in the course of setting and implementation of standards, collective
management organizations for copyrights and excessive issuance of infringement warning
letters) to exercise intellectual property rights constitute the relevant monopolistic conducts.
Such conducts may constitute monopoly agreements or abuse of dominant market position,
or both, but most cases involve the latter.

(v) The Rules provide for the principles and framework of analysis for industrial and
commercial authorities to enforce antitrust laws in the field of intellectual property rights. In
analyzing and determining abuses of intellectual property rights to eliminate or restrict
competition, the industrial and commercial authorities will, in addition to taking into account
the particularity of intellectual property rights, follow the general steps to analyze and
determine monopolistic conducts. When analyzing and determining whether the
undertakings are suspected of exercising intellectual property rights in violation of the AML,
the actual or potential restrictive or eliminative effects on competition arising from such
conduct shall be analyzed. Such provision sets out clearly to the undertakings and relevant
agencies the enforcement methods of the industrial and commercial authorities, which not
only improves the operability of enforcement, but also enhances the transparency of
enforcement. It therefore provides references for undertakings to conduct self-assessment
and helps to encourage undertakings to engage in technology promotion and dissemination.

(vi) Legal liabilities for abusing intellectual property rights to eliminate or restrict
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competition.

In accordance with the provisions under the AML, Article 19 of the Rules clarifies the legal
liabilities for abusing intellectual property rights to eliminate or restrict competition.
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JOINT COMMENTS OF THE AMERICAN BAR ASSOCIATION SECTION OF
ANTITRUST LAW, SECTION OF INTELLECTUAL PROPERTY LAW, AND
SECTION OF INTERNATIONAL LAW ON THE SAI C DRAFT GUIDE ON
ANTI-M ONOPOLY LAW ENFORCEMENT IN THE FIELD OF INTELLECTUAL
PROPERTY RIGHTS

October 30, 2012

The views stated in this submission are presented jointly on behal f
of these Sections only. They have not been approved by the House
of Delegates or the Board of Governors of the American Bar
Association and therefore may not be construed as representing
the policy of the American Bar Association.

The Section of Antitrust Law, Section of Intellectual Property Law, and Section
of International Law (together, the “Sections’) of the American Bar Association (“ABA™)
respectfully submit these comments on the Fifth Draft of the Guide on Anti-Monopoly Law
Enforcement in the Field of Intellectual Property Rights (the “Draft Guide’) of China's State
Administration for Industry and Commerce (“SAIC”).* The Sections appreciate the substantial
thought and effort of the SAIC reflected in the Draft Guide, and take the opportunity to offer
these comments (the “Comments’) in the hope that they may further assist in the completion of
the final Guide. The Sections are available to provide additional comments, or to participate in
consultations with the SAIC, as appropriate. The Sections' Comments reflect their expertise and
experience with both U.S. and international competition law, as well as with the underlying
economic principles.

Executive Summary

The Sections commend SAIC’s incorporation in the Draft Guide of economic
analysis and current thinking on these issues, and offer specific suggestions to provide even
clearer guidance and inform enforcement policy.

First, the Sections respectfully urge the omission of Article 17(2), which would
for the first time expresdy extend the essential facilities doctrine to intellectual property rights
(“IPRs"). This provision isin tension with WTO obligations and international norms. At the very
least, the Sections urge that the provision be revised to create a strong rebuttable presumption
against an essential facilities claim involving IPRs, and to require a showing that the competitor
seeking access cannot practically or reasonably work around the IP, and that access would
further the legitimate interests of consumers.

1 These comments are based on an unofficial translation of the Draft Guide. The Draft Guide and the unofficial
trandation are appended for reference.



Second, the Sections recommend replacing unnecessarily broad prohibitions and
onerous and difficult to prove requirements with standards that comport with the “rule of reason”
standard that is the default mode of analysis in other jurisdictions. For example, Article 19
prohibits all exclusive grantbacks by companies with a dominant market position without any
exception for potentially procompetitive grantbacks. The Sections respectfully suggest revising
thisarticleto bring it into conformity with international norms.

Lastly, the Sections suggest a number of clarifications. For example, Article 12
provides useful guidance on market share levels that create safe harbors from antitrust scrutiny.
However, as written, Article 12 could be interpreted as creating a presumption of market power
for market shares that exceed the stated thresholds. The Sections respectfully suggest Article 12
be augmented by a sentence clarifying that “market shares above the thresholds will not
necessarily be presumed to indicate market power,” and that rather “such determination will be
made according to the specific circumstances of the market structure, the competitive situation,
and evidence of anticompetitive effects, as stated in Article 9.”

. Article 17. Refusal to License Intellectual Property Rights

Article 17 begins with the genera principle that unconditional or non-
discriminatory unilateral refusals to license IPRs are “normally” permissible. The Sections agree
with (and welcome) this general statement, which is consistent with both U.S. law and
international norms.? The Sections, however, respectfully urge the deletion of the proposed
exception to the genera rule found in Article 17(2) for essentia facilities® China's Anti-
Monopoly Law (the “AML”) does not include any reference to the essential facilities doctrine,
nor does it define “abuses’ of IPRs. Article 4(5) of the SAIC Rules on Prohibition of Abuses of
Dominant Market Positions (“Rules on Dominant Market Positions’) prohibits unconditional
refusals to deal by dominant firms where “the product or service” is an essential facility, but it
does not address whether the doctrine applies to the application of IPRs. Article 17(2) would, for
the first time, expressly extend the essential facilities doctrine to IPRs.*

The Sections' prior comments recommended that the essential facilities doctrine
be deleted in its entirety from the AML and implementing regulations. At the very least, the
Sections urged, it should be “made clear that the Essential Facilities Doctrine does not apply to

2 E.g., Verizon Commc'ns Inc. v. Law Offices of Curtis V. Trinko, LLP, 540 U.S. 398, 408 (2004); Guidance on
the Commission’s Enforcement Priorities in Applying Article 82 of the EC Treaty to Abusive Exclusionary
Conduct by Dominant Undertakings, 2009 O.J. (C45) 175 at 7; ABA SECTION OF ANTITRUST LAwW, ANTITRUST
ISSUES IN INTERNATIONAL IP LICENSING TRANSACTIONS at 2 (2012) (“The laws of most jurisdictions are
consistent in providing that the majority of arrangements relating to the licensing of (or refusal to license)
intellectual property do not violate competition laws.”).

The Sections respectfully suggest that the SAIC also consider limiting Article 17(1) to situations where a holder
of standard-essential patents (“SEPS’) violates a commitment to a standard setting organization (“SSO”) to
license those patents under reasonable and nondiscriminatory (“RAND”) terms.

The Sections assume that the reference to Article 16 in the first sentence of Article 17 means that the dominant
market position implicated in Article 17 was achieved through the IPR that the holder has refused to license.



IPR at al or only in extraordinarily limited circumstances.

"> The Sections are unaware of any

developments since their earlier comments that support a change. This is because the very
“essence’ of an IPR is the right unilaterally to exclude® With limited exceptions, China's
intellectual property laws expressly authorize intellectual property holders unilaterally to refuse
to provide their inventions and works to others.” Applying the essential facilities doctrine to IPRs
would substantially impinge upon IPR holders' core right (the unilateral right to exclude), create
disincentives for competitors to develop their own competing IPR, and create long-term
disincentives to innovate in general .2

5

6

2005 Comments on the Proposed Anti-Monopoly Law of the People's Republic of China, at 18-19, 21 (*2005
Comments on the AML"), available at
http://www.americanbar.org/content/dam/aba/administrative/antitrust _|aw/comments prc2005wapp.authcheckda
m.pdf; see also July 2, 2010 Joint Comments on the SAIC Draft Regulations on the Prohibition of Acts of
Monopoly Agreements, of Abuse of Dominant Market Position and of Abuse of Administrative Powers (“2010
Comments’) at 5, 10-11, available at
http://www.americanbar.org/content/dam/aba/administrative/antitrust_|aw/comments 2010 sil_saic.authcheckda
m.pdf; May 29, 2009 Joint Comments on the SAIC Draft Regulations on the Prohibition of Acts of Monopoly
Agreements and of Abuse of Dominant Market Position (“May 2009 Comments’) at 10, 35-36, available at
http://www.americanbar.org/content/dam/aba/administrative/antitrust |aw/comments saic_200906.authcheckda

m.pdf. Copies of these Comments are appended for convenience of reference.

See, e.g., Dawson Chem. Co. v. Rohm & Haas Co., 448 U.S. 176, 215 (1980) (“[ T]he essence of a patent grant is
the right to exclude others from profiting by the patented invention.”); Stewart v. Abend, 495 U.S. 207, 228-29
(1990) (“[A] copyright owner has the capacity arbitrarily to refuse to license one who seeks to exploit the
work.”).

Patent Law of the PRC Art. 11. Moreover, the WTO Agreement on Trade-Related Aspects of Intellectual
Property Rights (TRIPS) grants owners of patents and trade secrets exclusive rights that are subject only to
certain very limited exceptions.

In formulating a test for refusals to deal, it is a mistake to focus solely on static efficiency (the impact of the
refusal to license upon competition with the specific IP owner at issue) because this would ignore the long-term
effects upon incentives to innovate. J. Thomas Rosch, The Role of Satic and Dynamic Analysis in
Pharmaceutical Antitrust (Feb.18, 2010) (“These static costs may be justified when the promise of a patent helps
motivate the investment in (or disclosure of) an invention. It is generally accepted that patents
motivating invention (or disclosure) generate more dynamic efficiencies than static losses.”), at
http://www.ftc.gov/speeches/rosch/100218pharmaantitrust.pdf; Donald F. Turner, Basic Principles in
Formulating Antitrust and Misuse Constraints on the Exploitation of Intellectual Property Rights, 53 Antitrust
L.J. 485, 485 (1985) (“[I]n the long run, technological progress contributes far more to consumer welfare than
does the elimination of allocative inefficiencies caused by noncompetitive pricing.”); Data General Corp. v.
Grumman Systems Support Corp., 36 F.3d 1147, 1186 (1st Cir. 1994) (“exposing patent activity to wider
antitrust scrutiny would weaken the incentives underlying the patent system”); id. at 1186-87 (“Congress itself
made an empirical assumption that allowing copyright holders to collect license fees and exclude others from
using their works creates a system of incentives that promotes consumer welfare in the long term by encouraging
investment in the creation of desirable artistic and functional works of expression. We cannot require antitrust
defendants to prove and reprove the merits of this legidative assumption in every case where arefusal to license
a copyrighted work comes under attack.”) (internal citation omitted); SCM Corp. v. Xerox Corp., 645 F.2d 1195,
1209 (2d Cir. 1981) (holding that imposition of antitrust liability for an arguably unreasonable refusal to license
a lawfully acquired patent “would severely trample upon the incentives provided by our patent laws and thus
undermine the entire patent system”). Indeed, the possibility of such intervention can weaken or sifle an
undertaking’s ex ante incentive to innovate and invest in intellectual property. This is because the incentive to
invest is highly dependent on the expected value of the intellectual property, or the rents that the undertaking
expects to extract from its investment. The introduction of a novel product, even subject to significant market

3



In the experience of the Sections' members, afacility israrely truly essential, and
it has often been the case that those advocating forced sharing of an “essentia” facility have
underestimated the ability of determined competitors to compete around the facility, with
resulting benefits to consumers. This is particularly true in fast moving technologies, where
technological and market developments can present multiple opportunities to work around a
competitor's IP, and it is relative easier to work around an IPR as compared to physical
infrastructure. Recognizing these concerns, the United States Supreme Court has made it clear
that it will treat so-called “essentia facilities’ claims with great skepticism, stating that courts
should be very cautious in recognizing exceptions to the general rule that even monopolists may
choose with whom they deal.® The Court in Verizon Communications Inc. v. Law Offices of
Curtis V. Trinko, LLP™ explained that the exception recognized by the Court in Aspen Skiing Co.
v. Aspen Highlands Skiing Corp.™ was “at or near the outer boundary of Section 2 liability,”*?
and stated that the Court had “never recognized” the doctrine of essential facilities.®

If Article 17(2) is retained, it should be revised to include a strong rebuttable
presumption against an essential facilities claim involving IPRs. In that case, the Sections
further recommend revising Article 17(2) to require proof that (1) the competitor seeking access
cannot practically or reasonably work around the IP, and (2) compelled access would further the
legitimate interests of consumers. These revisions would bring Article 17 closer to international
norms and more clearly consistent with SAIC’s Rules on Dominant Market Positions.™*

power, can represent a gain to society, and is the underlying rationale of the U.S. patent system. Since social
return to invention significantly exceeds private return, the monopoly profit expected from innovation creates the
incentive for firms to undertake risky investments to provide the gain to society. Dennis W. Carlton, A General
Analysis of Exclusionary Conduct and Refusal to Deal—Why Aspen and Kodak are Misguided, 68 ANTITRUST
L.J. 659, 672-73 (2001); Charles I. Jones & John C. Williams, Measuring the Social Return to R&D, 113 Q.J.
ECON. 1119 (1998).

° E.g., Trinko, 540 U.S. at 408.
0 d.

1472 U.S. 585 (1985).

2" Trinko, 540 U.S. at 409-10.

3 1d. at 411. In fact, the U.S. Court of Appeals for the Federal Circuit, which specializes in intellectual property,
has stated that there is “no reported case in which a court has imposed antitrust liability for a unilateral refusal to
sell or license a patent.” In re Independent Service Organizations Antitrust Litigation, 203 F.3d 1322, 1326 (Fed.
Cir. 2000). See also Dawson Chem. Co. , 448 U.S. at 215 (“Compulsory licensing is a rarity in our patent
system.”); see also U.S. DEP'T OF JUSTICE & FED. TRADE COMM’'N, ANTITRUST ENFORCEMENT AND
INTELLECTUAL PROPERTY RIGHTS: PROMOTING INNOVATION AND COMPETITION (ANTITRUST ENFORCEMENT AND
IPR) at 32 (2007) (“[A]ntitrust liability for mere unilateral, unconditional refusals to license patents will not play
a meaningful part in the interface between patent rights and antitrust protections.”). Economics also cautions
against government intervention where large efficiencies could be lost, and that the potential difficulty in
identifying a competitive harm by theory alone means one must turn to a quantitative analysis before
condemning a practice. See, e.g., Carlton, supra n.11, at 672-73. Indeed, because a unilateral and unconditional
refusal to license is a core right contemplated expressly by the specific statutes creating IPRs, it should be
virtually inconceivable that the essential facilities doctrine can be applied to IPR under competition law.

% For example, the European Court of Justice has compelled access to IPR only in “exceptiona circumstances,”

involving extremely broad IPR grants over data, and where strict limitations have been met—and never in a

4



. Unnecessarily Broad Prohibitions and Onerous or Difficult to Prove
Requirements

A. Article 11. Assessment of the impact of exercising intellectual
property rights on competition

Article 11 appears to elaborate on Article 7(6), which requires enforcement
agencies to anayze whether an “undertaking exercises intellectual property rights in a way
which eliminates or restricts competition in the relevant market, conducting further analysis asto
the positive effects brought about by the behavior and whether the positive effects outweigh the
adverse effects caused by eliminating or restricting competition in the relevant market.” The
Sections commend the SAIC for its willingness to carefully weigh procompetitive effects that
may offset any possible adverse impact of the exercise of IPRs.

However, while Article 11 details the criteriafor establishing whether the exercise
of an IPR is efficient, it is less clear regarding the practices that may be viewed as eliminating or
restricting competition, or what evidence is necessary to show an adverse effect on competition.
By referring to “acquisitions of IPR or exclusive license . . . [and] cross licensing agreements,”
as well asto “refusing to license intellectual property” and “controlling key technology,” Article
11 seems to suggest that these common IPR activities are means of eliminating or restricting
competition. This appears to presume adverse effects from such activities, unless factua
evidence of procompetitive effects can be produced.

The Sections suggest that Article 11 be clarified and aligned with Article 7(6), by
requiring the anti-monopoly enforcement authority investigating the practice to collect and
evaluate evidence of anticompetitive effects of the conduct being examined that can be weighed
against procompetitive effects, without any presumption that the practice is anticompetitive. The
legality under Article 11 of arestriction in an IP license should depend on whether the provision
restrains competition that would have occurred in the absence of a license.®. None of the listed
types of conduct is anticompetitive in itself; rather, there is a potential for adverse effect (as with
any exercise of IPRs) depending upon the market power of the parties, nature and scope of the
license, and the IPR involved, as well as other factors described in Article 10. Cross-licensing,
for example, can enhance competition by allowing competitors to build upon one ancther’s

patent licensing context. E.g., IMS Health GmbH & Co. OHG v NDC Heath GmbH & Co. KG, All ER (EC)
813 (2004) (compelled access may be granted only where: the IPR is indispensable to compete in the market and
there are no feasible alternatives; there is an upstream market for the supply of the IPR; the party seeking access
proves that it either intends to sell a new product for which demand exists, or to supply a different market; and
the refusal would exclude all competition in the secondary market). The application of the doctrine only in such
exceptional circumstances warrants, in the view of the Sections, consideration both as to whether it should be
applied at all in the context of IPR and as to whether, if it is to be applied, all the criteria should be applied as
well to ensure that even dominant market undertakings are not readily and unfairly compelled to license their
IPR.

B ys Dep't of Justice and Federal Trade Commission, ANTITRUST GUIDELINES FOR THE LICENSING OF

INTELLECTUAL PROPERTY § 4.1.2 (1995) available at http://www.justice.gov/atr/public/guidelines/0558.pdf
(U.S. IP GUIDELINES).




innovations. If the cross-license is between competitors with substantial market power and is
exclusive such that it amounts to an agreement between the parties not to license any other
market participants, it is possible that the cross-license could have an adverse effect, but
evidence of such effect should be required. In addition, it may be helpful to cross-reference some
of the specific types of conduct set forth in Article 11 to the section of the Guide that elaborates
on the circumstances under which such conduct may have an adverse effect on competition, such
asthose practiceslisted in Article 16 and Article 17 for refusals to license.

The Sections also believe that, as written, it may be difficult to apply two of the
enumerated criteriato determine whether the beneficia effects of the proposed efficiency may be
credited against any adverse impact. First, the requirement in Article 11(2) that the conduct at
issue must be “indispensable towards producing the efficiency” is too high a standard. It will be
extremely difficult in practice to determine whether a given exercise of an IPR is literally
“indispensable.” Determining the “indispensability” of a given practice will require the SAIC to
engage in the speculative search for a theoretically least restrictive alternative that may not be
realistic in the practical business situation faced by the IPR holder. The Sections agree that if the
IPR holder could clearly achieve the claimed efficiencies by significantly less restrictive means,
then the SAIC should not give weight to the efficiency clam. On the other hand, there are
practices that have procompetitive effects in some cases, such as bundled package licenses, that
may not be literaly “indispensable.” The IPR holder should not be “required to consider
hypothetical and theoretical alternatives’ to justify its conduct in such cases.’® Moreover, the
evaluation of procompetitive efficiencies, and of the reasonable necessity of arestraint to achieve
them, may vary based on the IPR holder’s specific market context. For example, “arestraint that
may be justified by the needs of a new entrant . . . may not have a procompetitive efficiency
justification in different market circumstances.”*’

Therefore, the Sections propose replacing the term “indispensable” with the
phrase “reasonably necessary.” This standard would comport with the “rule of reason” standard
that is the default mode of analysisin other jurisdictions to analyze whether a business practiceis
anticompetitive. The U.S. antitrust enforcement agencies generally consider only whether
“practical, significantly less restrictive means were reasonably available when the agreement was
entered into.”*®

16 Commission Notice on Guidelines on the application of Article 81 of the EC Treaty to technology transfer

agreements i 149 (2004) available at http://eur-
lex.europa.ew/L exUriServ/L exUri Serv.do?uri=0J:C:2004:101:0002:0042:EN:PDF (“Commission Notice”). See
also, U.S. IP Guidelines § 4.2 (“[T]he Agencies will not engage in a search for a theoretically least restrictive
alternative that is not realistic in the practical prospective business situation faced by the parties.”).

7 U.S. IP Guidelines § 4.2.
18

FTC and U.S. Dep't of Justice, ANTITRUST GUIDELINES FOR COLLABORATION AMONG COMPETITORS at 9 (2000).
See also, U.S. IP Guidelines § 4.2._Another aternative is to create a dliding scale that requires a closer link
between the conduct and the purported efficiency in cases where the anticompetitive effect is clear. Such a
standard would be analogous to the U.S. antitrust enforcement agencies’ approach to evaluating efficiencies in
the merger context. See U.S. Dep't of Justice and FTC, Horizontal Merger Guidelines at § 10 (2010).



Second, the requirement in Article 11(3) that the efficiency “must be capable of
being shared by consumers’ will aso likely be difficult to administer. Some efficiencies may
have direct effects on production costs, while others may have indirect effects, like making
innovation easier or more likely. In most cases, efficiencies with direct effects on production
costs should have “pass-through” effects on consumer prices but the pass-through effects are
often challenging to measure with precision. The value to consumers of efficiencies with indirect
effects, such as those that may make innovation easier or more likely, are even more difficult to
measure.

Nonetheless, efficiencies that create a reduction in marginal cost generally will be
passed on to consumers, even by firmsin possession of market power.™ This is because the new
profit maximizing price will be lower when firms face a downward sloping demand curve.
Therefore, the Sections propose the deletion of Article 11(3) or a clarification to ensure that all
efficiency gains that are likely to lower costs or spur innovation satisfy the test. The substantial
likelihood that efficiencies will benefit consumers suggests that it may be a suboptimal use of
scarce SAIC resources to impose a stricter test.

B. Article 18. Tying salesinvolving IPRs

Article 18 of the Draft Guide rightfully recognizes the potential procompetitive
benefits of tying.?> However, as currently drafted, the Article may be read to impose a per se
prohibition on all tying arrangements that meet the four criteria listed in its last paragraph,
without considering their procompetitive benefits nor requiring them to have the effect of
harming competition. Because of the possibility for efficiencies, the U.S. enforcement agencies
have concluded that they would, in the exercise of their prosecutorial discretion, prosecute tying
involving IPRs only where the arrangement has an adverse effect on competition in the market
for the tied product and the efficiencies of the arrangement do not outweigh its anticompetitive

9 Efficiencies that result in a reduction in fixed costs may aso have a direct effect on prices. For example, a
reduction in fixed costs can lower a firm’'s long run marginal cost, allowing the firm to profitably maintain low
prices in the long run. Moreover, “fixed cost” savings are resource savings to the economy and benefit society.
In industries characterized by high levels of R&D and intense competition to innovate, such as computers and
telecommunications, fixed cost reductions in R&D expenditure would likely “increase incentives to invest in
R&D by lowering the ‘hurdle’ that firms must overcome to realize a profitable opportunity.” Dennis W. Carlton
Revising the Horizontal Merger Guidelines, 6 JOURNAL OF COMPETITION LAW & ECON. 619, 629-30, 639
(2010). These increased incentives in turn can result in introduction of new or higher quality products and
services that can benefit consumer welfare. Id.

% See eg., Dennis W. Carlton & Michael Waldman, Tying, in ABA SECTION OF ANTITRUST LAW, ISSUES IN

COMPETITION LAW AND PoLICY (2008); Phillip E. Areeda & Herbert Hovenkamp, ANTITRUST LAW {1717b2, at

185 (2d ed. 2004) (explaining that tying can result in “consumers . . . receiv[ing] greater value for the same

expenditure as before the tie”); Marius Schwartz & Gregory J. Werden, A Quality-Signaling Rationale for

Aftermarket Tying, 64 ANTITRUST L.J. 387, 388 (1996) (“[T]ying can make it profitable to offer high-quality

durables if the demand for the complement is sufficiently higher when the durable proves to be of high

quality.”).



effects.® The Sections therefore respectfully suggest adding “consideration of the tying's
procompetitive and efficiency effects’ to the considerations listed in the last full paragraph of
Article 18, and clarifying the third criteriato provide for considering whether “competition in the
market of the tied product is adversely affected,” before the four sub-sections that follow. These
refinements will confirm that Article 18 is intended to be consistent with the processes set forth
inArticles 7 and 11.

C. Article 19. Unreasonable trading conditions involving IPRs

Article 19 defines “unreasonable trading conditions involving intellectual
property rights’ prohibited by Article 16(4). According to Article 19(1), one such
“unreasonable’ practice is “to require the counterparty to grant back its improved technology
[under sole license] to the IPR holder.”?* There appears to be some ambiguity as to whether the
Draft Guide intends to address “exclusive license” grantbacks in Article 19. A grantback is
exclusive when it allows only the licensor and the licensee to exercise the IPRs created by the
licensee using the licensor’s IPR.%. The Sections respectfully request clarification on this point.
The Draft Guide effectively bans IPR holders with dominant market positions from including
such grantback provisions in their license agreements. If the intent is to address exclusive
grantbacks, the Sections believe Article 19(1) is an overly restrictive provision that may chill
some potentially procompetitive licensing agreements. Therefore the Sections respectfully
recommend eliminating Article 19(1) or clarifying that not all exclusive grantbacks are
prohibited under the AML or that exclusive grantbacks are prohibited under the AML only after
being analyzed in accordance with Articles 7 and 11.%*

Grantbacks are clearly procompetitive in many cases. They “provide a means for
the licensee and the licensor to share risks and reward the licensor for making possible further
innovation based on or informed by the licensed technology, and both promote innovation in the
first place and promote the subsequent licensing of the results of the innovation.”® On the other
hand, grantbacks can have anticompetitive effects in some cases, e.g., (1) the scope of the
grantback extends far beyond the scope of the underlying patent, (2) the grantback is used to
conceal or foster a cartel arrangement among the license participants, or (3) the grantback may
substantially reduce the licensee' s incentives to engage in research and development and thereby
[imit competition in innovation markets.

2 U.S. IP GUIDELINES § 5.3. In some cases, tying might affect competition in the market for the tying product by

discouraging entry. United Sates v. Microsoft Corp., 253 F.3d 34, 92-95 (D.C. Cir. 2001)

Article 21(2) includes a similar prohibition on exclusive grantback provisionsin the context of patent pools. The
Sections recommend the deletion or modification of that provision in accordance with the discussion in this
section.
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% In some cases, an exclusive grant back requirement may lack a “flow through” provision and therefore also

restrict the licensee’ s use of the improvement.

2 The Sections understand that laws and provisions other than the AML and other policy considerations may limit

the use of exclusive grantbacks, and do not address those factors in these Comments.
# U.S.IPGuidelines § 5.6.



It is generally accepted that non-exclusive grantbacks are more likely to be
procompetitive than exclusive grantbacks because the latter may chill the incentive and the
ability to innovate.?® However, exclusive grantbacks are not necessarily anticompetitive.?” They
are potentially procompetitive, including because they may “‘ensure that the licensor is not
prevented from effectively competing because it is denied access to improvements developed
with the aid of its own technology.’”?® For example, exclusive grantback provisions that also
include a “flow through” provision enabling the licensee to use the improvement IPR are more
likely to be procompetitive than grantbacks that lack such a provision.? The Sections believe the
SAIC should measure an exclusive grantback’s potential to chill innovation against the “but for”
world; in other words, the SAIC should consider the amount of innovation that would have
occurred in the absence of the licensing restraint. A broad per se prohibition on exclusive
grantbacslés will unnecessarily chill innovation without a countervailing increase in consumer
welfare.

Article 19(3) prohibits agreements that “limit the counterparty, after the expiry of
the term of the license agreement, from manufacturing, using, or selling competing goods or
using competing technologies’. While a general prohibition on manufacturing, using, or selling
competing goods and/or technologies following the expiration of a license agreement is
potentially anticompetitive, a narrower prohibition on manufacturing, using, or selling competing
goods or technologies that infringe licensed IPR is not. Indeed, that is the fundamental effect of a
term license (that presumably terminates before the expiration of the IPR): after expiration of the
term, the licensee no longer has the right to use (or infringe) the IPR. The Sections suggest that
Article 19(3) be amended to make clear that term licenses are not prohibited, and that enforcing
IP rights against an undertaking that manufactures, uses, or sells competing goods or
technologies that infringe the licensor’'s IPR after expiration of the license agreement is not
deemed anticompetitive.

D. Article 23. Technical measures for copyright protection

The Sections commend the SAIC for recognizing the longstanding principle that
market power cannot be presumed from the mere existence or exercise of exclusive rights by a
copyright owner, and that the exercise of such rights alone does not warrant government

% See eg., 1 Hovenkamp et al., IPAND ANTITRUST § 25.3, at 25-6 to 25-7.

% See, eg., Transparent-Wrap Machine Corp. v. Stokes & Smith Co., 329 U.S. 637 (1947) (exclusive grantback
provision was not per se unlawful).

% Int'l Norcent Tech. v. Koninklijke Philips Elecs. N.V., No. CV 07-00043, 2007 U.S. Dist. LEXIS 89947, at *7
n.18 (C.D. Cal. Oct. 29, 2007) (quoting U.S. IP GUIDELINES § 5.6 at 30). See also Santa Fe-Pomeroy, Inc. v.
P&Z Co., 569 F.2d 1084, 1102 n.34 (9th Cir. 1978) (“In relation to the licensee the licensor is entitled to some
protection for its original investment in research and . . . a grantback is a reasonable device through which to
seek such protection”).

® gee eg., Hull v. Brunswick Corp., 704 F.2d 1195, 1201-02 (10th Cir. 1983) (refusing to hold exclusive
grantback clause with provision for flow-through at no additional royalty illegal per se).

% |In the U.S., courts require proof that the effect of an exclusive grant back is anticompetitive. See, eg.,

Transparent-Wrap Machine Corp. v. Stokes & Smith Co.; Hull v. Brunswick Corp.



intervention. It is important that the final Guide clearly reflects this principle and does not create
mandates, or mandated restrictions, on the use of technical measures that are necessary to enable
the exercise of copyright in the digital environment. It is also critical that the fina Guide does
not result in China breaching its international obligations (e.g., under the WIPO Copyright and
Performances and Phonograms Treaties). With respect to the last paragraph of Article 23, the
Sections suggest that the appropriate standard is whether the particular technical measure has an
unreasonabl e adverse effect on competition. If the particular technical measure does not have an
unreasonable adverse effect on competition, then it is irrelevant whether there are aternative
methods that have less impact on competition. Moreover, if the primary effect of the particular
technical measure is to protect a copyright, the Sections believe that its effects on competition
should not be considered unreasonable.®* Lastly, the Sections note that the Draft Guide may
place the SAIC in the position of regulating technical measures generally, and recommend
against this approach.*

1. Clarifications
A. Catchall Provisions

The Draft Guide creates several catchall categories under which the enforcement
agencies may prohibit “other acts.” For example, Articles 13(6) and 14(3) prohibit “other
monopoly agreements confirmed as such by the [enforcement authorities] as abusing intellectual
property rights’ (“1PRS”); Article 16 prohibits “other acts of abuse of dominant market positions
mainly formed by [IPRs] confirmed as such by the [enforcement authorities]”; and Article 19
prohibits imposing “any other unreasonable trading conditions as identified by the [enforcement
authorities].” The Sections respectfully request that the SAIC provide guidance as to the specific
factors that will be considered under these catchall provisions.

B. Relevant Market in Which There is Dominance and Abusive
Conduct Relating to IPRs

Commendably, Articles 9 and 16 clarify that possession of an IPR alone does not
create a presumption of dominance, and the enforcement agencies will only investigate where the
IPR constitutes “an important and even crucia factor for an undertaking to gain market
dominance.” The Sections respectfully request further clarification throughout the Guide that
conduct relating to IPRs that constitute an abuse of dominant market position must be conduct
that both abuses the IPR and is in a market in which that IPR is the source of the dominant
market position. For example, a business that is dominant in a given product market in which
IPR is“important” as provided in Article 9 should be permitted to refuse to license its IPR under
Article 17 if it is not dominant in the relevant technology market.

3L A preferable approach may be to delete entirely the last paragraph of Article 23, and to incorporate the second
paragraph of Article 23 into Article 18.

¥ The Sections also suggest that the SAIC consider the proposed amendment to the Copyright Law currently under
consideration by the National Copyright Administration of China, which includes a chapter dedicated to
protecting technical protection measures.
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C. Elements of Prima Facie Anticompetitive Conduct Relating to
IPRs

The Draft Guide in Article 3 appears to make it clear that abuse of IPR may
infringe the AML only if it also eliminates or restricts competition. The Sections fully support
that approach. Both elements should be required for a prima facie case of anticompetitive
conduct under the AML: the conduct must be abusive (it is insufficient for the undertaking to be
dominant) and the effect of the conduct must be to eliminate or restrict competition. It is not
enough merely that a dominant entity engage in conduct relating to IPR that restricts
competition, as the natural effect of the exercise of intellectua property rights will be to limit
competition. The fundamental underpinning of IPR is the ability to exclude others from using
them. Rather, the conduct must be abusive of IPR in some fashion. However, the Draft Guide
also appear to suggest in severa provisions (e.g., Article 2), that analysis is required where the
undertaking's conduct relating to IPR either abuses intellectua property rights or eliminates or
restricts competition. The Sections therefore respectfully suggest that the final Guide further
clarify that the conduct relating to IPR that infringes the AML must be abusive of IPR and its
effect must be to eliminate or restrict competition.

D. Article 7. General Steps of Analysis of IPR AML Enforcement

The Draft Guide in Article 6 recognizes that IPRs, in and of themselves, are under
the purview of authorities other than the anti-monopoly enforcement authorities. Article 7’ s sub-
sections appropriately apply only to evaluating the exercise of IPRs, not their validity. Similarly,
in the U.S. (except in very limited circumstances such as where an IPR may have been obtained
through fraud on the Patent Office)* the validity of IPRs s not under the purview of the antitrust
agencies, but rather determined by the U.S. Patent and Trademark office and the courts. Antitrust
agencies evaluate only the effects of exercises of IPRs on competition.* In addition, U.S.
patents, trademarks, and copyrights also enjoy an explicit statutory presumption of validity.*

Consistent with the “exercise” language of Article 7’s sub-sections, the Sections
therefore suggest that the preamble of Article 7 be revised to clarify that the anti-monopoly
enforcement authorities “will presume any underlying IPRs are valid unless there is evidence
that the IPRs were obtained from the IPR authorities through fraud or deceit or that the IPR
holder has knowledge that the IPR is invalid, and generally take the following steps.” However,
to the extent that IPRs may have been obtained from IPR authorities without specific
examination for validity, the Guide might provide that the presumption of validity may not
apply. A clarification of the presumption of validity would also assist in delineating the

% Walker Process Equipment v. Food Machinery & Chemical Corp., 382 U.S. 172 (1965); Handgards, Inc. v.
Ethicon,Inc., 601 F.2d 986 (9" Cir. 1979)..

3 See U.S. IP GUIDELINES 88 1.0, 2.0; ANTITRUST ENFORCEMENT AND IPR at 1-13.
¥ gSee 35 U.S.C. §282; Microsoft Corp. v. i4i LP, 564 U.S. _, 131 S. Ct. 2238, 2245 (2011) (presumption of

vaidity of patents); 15 U.S.C. 88 1057(b), 1115(a); Zobmondo Ent. v. Falls Media, 602 F.3d 1108, 1113-14 (Sth
Cir. 2010) (presumption of validity of trademarks); 17 U.S.C. § 410(c) (presumption of validity of copyrights).
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jurisdictional boundaries of the anti-monopoly enforcement authorities vis-a-vis other authorities
and the courts.*®

E. Article 12. Impact of the Relationship Between Undertakings and
Their Market Positions on Competition Analysis

Article 12 provides useful guidance on market share levels that would afford
undertakings safe harbors from antitrust scrutiny. However, taken literally, Article 12 can be
interpreted to suggest that undertakings whose market shares exceed the thresholds will be
presumed to possess market power. Such an interpretation is inconsistent with the Recommended
Practices of the International Competition Network,*” and the Sections assume it does not reflect
the SAIC's intention. Hence, the Sections respectfully suggest Article 12 be augmented by a
sentence clarifying that “market shares above the thresholds will not necessarily be presumed to
indicate market power,” and that rather “such determination will be made according to the
specific circumstances of the market structure, the competitive situation, and evidence of
anticompetitive effects, as stated in Article 9.”

Additionally, Article 12(2) refers to “at least two other undertakings in the
relevant market possessing alternative intellectual property rights.” Since such “aternative
intellectual property rights’ can include IPRs of poor quality, poor functional alternatives, and/or
may entail high switching costs, the SAIC may want to consider replacing that phrase with
“closely substitutable intellectual property rights.”

Finally, the third paragraph of Article 12 does not clearly identify the type of
market upon which the safe harbor will be determined, unlike guidelines in the U.S. and other
jurisdictions that focus primarily on goods markets.® Since under Article 8, the relevant markets
can be either technology markets or product markets comprising specific intellectual property
rights, it would be helpful to clarify whether Art 12’'s safe harbor limits will be calculated by
reference to goods markets only or potentially also by reference to technology markets.*

% Thefact that the anti-monopoly enforcement authorities may generally presume the validity of IPRs unless they

are procured through fraud or deceit does not preclude validity challengesin other fora under other laws.

3" See ICN Unilateral Conduct Working Group, DOMINANCE/SUBSTANTIAL MARKET POWER ANALY SIS PURSUANT

TO UNILATERAL CONDUCT LAWS, Section V (“Possession of a market share outside the safe harbor is generaly
necessary but insufficient for finding dominance/substantial  market power”) available at
http://www.international competitionnetwork.org/uploads/library/doc317.pdf.

% See U.S. IP GUIDELINES § 4.3; Competition Commission Singapore, Guidelines on the Treatment of Intellectual

Property Rights, 2007,  3.17; Japan Fair Trade Commission, Guidelines for the Use of Intellectual Property
under the Antimonopoly Act, part 2(5).

¥ The EU potentially calculates safe harbors in the IPR context also by reference to technology markets. See EU

Guidelines on the application of Article 81 of the EC Treaty to technology transfer agreements, 2004 (C101/02),
19. Furthermore, SAIC may want to refer to technology markets only where market shares for goods cannot be
calculated (see U.S. IP GUIDELINES 84.3), or when the analysis of the product market alone would not adequately
address the effects on competition among technologies or in R&D (see Competition Commission Singapore,
Guidelines on the Treatment of Intellectual Property Rights, 2007, 11 3.18-3.20).
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F. Article 16. Abuse of Dominant Market Position Achieved Largely
Through IPRs

Article 16(1) prohibits “licensing intellectual property rights at unfairly high
prices.” As the Sections have indicated in previous comments, requiring the use of “fair” or
“reasonable” pricing, and prohibiting “high” or “low” pricing, is “inconsistent with accepted
norms of competition policy and modern economic theory, and raise the prospect of the use of the
law to punish aggressive competition, directly contrary to the accepted purpose of competition
laws.”*° In general, we believe that competition policy should not prohibit a monopolist from
charging the highest prices that it can obtain for its products and its IPRs. It is axiomatic that the
“charging of monopoly prices, is not only not unlawful; it is ... what attracts ‘ business acumen’
... ; induces risk taking that produces innovation and economic growth.”** That is especialy so
in the case of IPR, the very purpose of which is to induce investment in risky and costly R&D.
To achieve a balance between innovation and protection of competition, therefore, monopoly
prices should only be unlawful if they result from other unlawful conduct. The lack of clarity
here raises several important issues in the IPR context.

First, IPRs are unlike commoditized products. It may be possible to determine
whether a high price for some commodities is “unfair” by calculating the amount the charged
price exceeds the competitive price by analyzing the firm’'s cost-price ratio; this method is used
in the EU in the very rare cases that its excessive pricing prohibitions is invoked.” In the IPR
context, however, it is difficult—and in many cases impossible—to compare prices among
different licenses because IPRs are usualy highly differentiated products. Moreover, the
incremental cost of licensing IPR is almost always close to zero, so that a cost-price ratio may be
meaningless. Even if one could analyze the costs of developing an IPR, there is no framework to
provide an adequate definition of an “unfair” price in the IPR context. Therefore, IPR holders
will face significant uncertainty in determining whether their licensing practices violate the Draft
Guide.

Second, prohibiting “licensing intellectual property rights at unfairly high prices”
may ultimately have the unintended effect of imposing compulsory licensing in inappropriate
situations.”® As AML Article 55 recognizes, the exercise of an IPR that is lawful under China's
IPR laws is not to be interfered with; rather, other IPR-related conduct is typically only
prohibited where it “eliminate[s] or restrict[s] market competition.” As noted, in Section I,
above, the right to exclude is a core element of an IPR. The “unfairly high prices’ standard may
effectively bar firms from recouping their investments in innovation and compensation for the

40" 2005 Comments on the AML at 2, 17-18.

1 Trinko, 540 U.S. at 407.

*2 See, eg., United Brands Company and United Brands Continental B.V. v. Commission of the European

Communities, Case 17/76 E.C.R. 207 (1978).

Competition law may play alimited role in regulating IPR prices insofar as it is necessary to remedy fraudulent
or deceptive practices by IPR owners. Thisis different, however, from imposing price controls on IPR licensing
in general, which isthe practical effect of Article 16(1).

43
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substantial risks they assumed in making the investment. Furthermore, prices that are not high
are not necessarily indicative of healthy competition. Finally, determining whether IPR prices
are too high or low based on some measure of marginal cost is particularly tenuous, since, as
noted above, the marginal cost of licensing an additional unit of intellectual property is zero or
very close to zero in many cases.

G. Article 21. Patent Pools

Article 21 rightfully recognizes that patent pools “may have a positive effect on
promoting the integration of complementary technologies, reducing transaction costs’ and other
factors. Patent pools that allow for independent licensing of the patents in the pool are unlikely to
be anticompetitive. However, Article 21 also states that “patent pools may eliminate or restrict
competition, therefore anti-monopoly analysis is required to determine such effect.” The
Sections would welcome clarification on the circumstances in which patent pools will be subject
to an anti-monopoly analysis.*

H. Article 22. Exercising Patent Rights During Formulation and
Implementation of Standards

Article 22 sets forth what appears to be a four-part test for determining when
conduct associated with the formulation and implementation of standards may constitute a
violation of the AML. The Sections respectfully recommend three clarifications.

First, the Sections recommend clarifying that the four elements listed in Article
22(1)-(4) are presented in the conjunctive. This clarification can be accomplished by inserting
the word “and” in between the third and fourth elements and adding the following sentence after
the fourth element: “ All four elements are required in order to establish aviolation of the AML.”

Second, we recommend clarifying that there is no genera duty to disclose in the
standard setting context. As drafted, the provision could be interpreted as imposing an implied
duty to disclose where no such duty exists under U.S. law or international norms.*> The Sections
therefore recommend adding the following clarification:

Article 22. However, behavior conforming to the following
conditions may be a violation of the AML ... (2) (a) the patent
holder or patent applicant is an active voting participant in a

* See eg., U.S, IP Guidelines 85.5.

* See, eg., Rambus Inc. v. FTC, 522 F.3d 456, 464-67 (D.C. Cir. 2008); Qualcomm Inc. v. Broadcom Corp., 548
F.3d 1004, 1013 (Fed. Cir. 2008) (determining whether a patent holder has a duty to disclose such that it has
impliedly waived its right to assert its patent, depends on whether the patent holder participated in the SSO,
whether the SSO’s written policy imposed any disclosure obligations, and, if so, the scope of such disclosures);
Dell Computer Corp., 121 F.T.C. 616 (1996) (complaint and consent order); EC, Guidelines on the applicability
of Article 101 of the Treaty on the Functioning of the European Union to horizontal co-operation agreements
(201/C 11/01) a 111268, 299 |[EC's Article 101 GUIDELINES], available at http://eur-
lex.europa.eu/L exUriServ/L exUri Serv.do?uri=0J:C:2011:011:0001:0072:EN:PDF.
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standard Setti nq orqanlzatlon (“SSO"); —ﬁaHs—te—d+selese—¢elevant

standard—setﬂ-ng—ewamﬂens—er—a%heml& (b) theSSO has a

published written policy that creates certain disclosure obligations
as a condition of participation; (c) the patent holder or applicant
fraudulently or intentionally breaches the SSO’s disclosure
obligations; (d) after adoption of the standard, the patent holder
asserts its essential patents against implementers of mandatory
portions of the standard; (€) but for the patent holder's or patent
applicant’s failure to disclose, a different technology would have
been incorporated into the standard; and (f) the patent holder’s
conduct causes or is likely to cause an adverse effect on
competition in the relevant market.

Third, the Sections urge the following revision to the last paragraph of Section 22:

standaFdThe standard settlnq bodv may W|sh to consider

encouraging, on a voluntary basis and prior to the issuance of a
standard, the participating patent holders to state the key terms
(including maximum price, duration, and field of use) upon which
the patent holders agree to license, subject to reciprocity, their
essential patents that are incorporated into a standard.*

l. Article 24. Acts of Copyright Collective Management
Organizations

The Sections commend the apparent intent of Article 24 to ensure the fair
operation of copyright collective management organizations (“CMOs’), in particular to ensure
transparency, accountability and good governance. The Sections note, however, that the Draft
Guide would allow intervention against CMOs for “(1) charging excessively high agency fees or
license fees without justification” similar to the prohibition in Article 16 against “licensing IPR
at unfairly high prices.” The Sections concerns regarding Article 16 in this regard apply equally
to Article 24. Moreover, where individual copyright holders represented by a CMO may have

“ Both the U.S. antitrust agencies and the EC have recognized the procompetitive potential of such ex ante
discussions. See FTC, “Recognizing the ProCompetitive Potential of Royalty Discussions in Standard Setting,”
(Sept. 23, 2005), available at http://ftc.gov/speeches/majoras/050923stanford.pdf; EC'S ARTICLE 101
GUIDELINES at 11 257-335. The Sections suggest that one appropriate measure for RAND royalty for essential
patents included in a standard may be based on the value of the patented technology to the product apart from
any enhanced value resulting from the fact that the patented technology has been included in the standard.
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little market power, the SAIC might aso consider whether the CMO fees are inadequate. The
Sections are aso concerned that CMOs may be subject to multiple reviews regarding the
reasonabl eness of its fees, with the attendant risks of conflicting results.

CONCLUSION

The Sections recognize the substantial work accomplished in developing the
Guide, and appreciate the SAIC's consideration of our comments and those of others as it
continues with its mission to implement, enforce, and provide clear guidance on the AML.
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