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1
 Oxford Dictionary defines a ‘complementarity’ as “a relationship or situation in which two or more different things improve or 

emphasize each other's qualities”, and, as a physics concept holding “that two contrasted theories, such as the wave and particle 

theories of light, may be able to explain a set of phenomena, although each separately only accounts for some aspects.”  
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I. Intellectual Property Laws Contribute to Innovation and to the Creation of International 

 Standards and Serve as the Basis of ‘FRAND’ Licensing 

 

 A. Invention, Innovation and IP 

 

 1. Invention: 

 

  The generation of a new idea or knowledge that aims to solve a specific technical problem. Can  

 relate to products or processes and are characteristically protected by several forms of IP. Not  

 all inventions are ‘commercialized’ and result in innovations. (WIPO) 

 

 2. Innovation:  

 

Entails the process of taking a newly developed idea from the formulation stage to the successful 

launching of a new or improved product or service in the marketplace, or the result of that 

process, so as to meet the explicit or implied needs of current or potential customers.(WIPO) 

 

•  Technological – (resulting from scientific and/or technological R&D) -  In terms of product 

 or process, radical (basic or fundamental) vs. incremental (improvement), and disruptive vs. 

 sustaining (sequential and/or complementary) (WIPO) 

  

•  Non-Technological - marketing innovation, institutional innovation, and complementary 

 innovation. (WIPO) 

 

 3. Intellectual Property:  

 

 Unique, value-adding creations of the human intellect that result from human ingenuity, creativity 

 and inventiveness.  The legal right of IP is deemed to come into existence only after the substantive 

 and procedural requirements of the relevant national IP law are met. (WIPO) 

 

•  Patent – A temporary (‘property’) right to exclude all others including government from  making 

use, offering for sale, selling, or importing, an ‘invention’.    

  

•  Trade Secret - Anything that gives a competitor an advantage, edge or head-start that is not 

 in the public domain. It  typically  includes opportunities that present themselves to a 

 business, involves dedication of substantial time, cost, and effort, and often consists of the 

 knowledge possessed by company executives and key  employees. 

 

 4. Value of Intellectual Property: 

 

•  “In an intellectual economy...IP becomes the basis for value creation for firms, whether  through 

its incorporation into innovation products and services or through its sale in the  market place.”  
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•  IP value is strongly influenced by the novelty of the invention and the availability of 

 alternative routes to the same solution (i.e. inventing around a patent). 

 

•  Patent value is highly context-dependent and relates to the ability of a firm to extract the  value 

 from its patents through competent management, as well as on the particular market 

 environment facing a patent holder. (OECD 2005) 

 

•  “The basic concept of intellectual asset management (IAM) is to increase the business value 

 from intellectual assets via more comprehensive valuation and management. Firms use IAM 

 to evaluate their patent portfolios and identify patents which have not been used for internal 

 development, but  have the potential to be licensed to others without risking their own 

 profitability.” (OECD 2006) 

 

o “IAM is closely linked to a shift toward more open models of innovation in which firms 

increasingly  rely on external sources of knowledge and technology to complement their 

internal innovation capabilities. Such a model of innovation management entails more 

collaborative research and greater in-sourcing of technology from other innovating 

organisations, often through technology licences or the acquisition of firms. The open 

innovation model is perhaps most evident in the information and communications 

technology (ICT) sector, where it enables firms to cope with accelerating innovation 

cycles, intensifying  global competition, increasingly complex products and services that 

incorporate multiple technologies and the difficulty of controlling all the intellectual assets 

and qualified  people needed for  innovation”. (OECD 2006)  

 

• Patents have been recognized to promote innovation and serve the public interest by performing 

several valuable functions: 

 

o Incentive Function - Patents can provide inventors with the necessary incentive to 

generate intellectual creations for economic and social gain. 

 

o Transactional Function - Protected “inputs to a collaborative research endeavor can 

facilitate [greater] inter-firm R&D collaboration”, that can result in the conversion of 

inventions into marketable products. In addition, protected patents also can “facilitate the 

division of profits  among contributors to a given stream of research [which,] in turn, 

affects the extent of incentives available to successive inventors”. 

 

o Disclosure Function - A properly prepared patent application can and must publicly 

disclose all of the technical information concerning the invention, and such information 

must be described clearly enough to “enable a skilled person to reproduce the invention”. 

 

o Signaling Function - Valid ownership of a patent indicates to prospective investors “a 

firm’s  innovative capabilities”, and thereby increases that firm’s ability to secure third-

party financing, including from venture capitalists.” (WHO CIPIH) 
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B. Patent Licensing 

 

• In the commercialization of patents the parties to a licensing transaction have several possible 

goals/strategies: 

 

1. Patentee Objectives/Strategies –  

 

o Offensive - Extract the most economic value possible thru royalty-based licensing. 

Generally used for technological basic/fundamental and radical/disruptive innovations to 

recoup large R&D and commercialization (including regulatory market authorization) 

costs. 

 

o Defensive – Maximize ‘freedom to operate’ by maintaining rights to use patents in 

litigation. Implementers are rarely requested to execute a patent license, but patentee 

reserve the right to do so if threatened with a lawsuit. Generally used for improvement 

innovations - (also called an incremental, sustaining, sequential or complementary 

innovation) which may include the application of new and better production processes or 

techniques that allow old or new products to be made more reliably, of better quality, or 

simply in larger quantities, or at a lower price. 

 

� “In the case of an improvement innovation, not only are competitors for the class 

of product already in place, but since the improvement innovation typically 

amounts to a better, faster, or cheaper way to build the product, its advantages are 

far more quickly understood and replicated.” (WIPO) 

 

o  Harmony – Create cluster of patents around certain technology, e.g., general  purpose 

components, while ensuring that they can differentiate their own products  and services 

from their competitors’ products and services. (Herman) 

 

2. Licensee Objectives/Strategies –  

 

o Offensive/Defensive - If have own patent portfolios and/or their own products and 

services, may adopt similar strategies. 

 

o Pay as Little as Possible - If lack patent portfolios or have weak patent portfolios, have 

little or no incentive to pay a patentee more than the lowest possible royalty to obtain the 

rights necessary to commercially manufacture or exploit their products and services. 

 

3. Types of Patent Licensing -  

  

o Cross Licensing – Achieves mutual sharing of patents between two or more patent 

holders, where each is granted the right to practice the other’s patents.  
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� May entail fixed fees or running royalties flowing in one or more directions, or no 

compensation may be provided at all to the parties. 

 

� May entail imposition of geographical restrictions which involve the parties’ use of 

as few as two patents (one from each of the parties) to a specified number of 

patents to even an entire portfolio. 

 

� May arise out of practical necessity, as where the parties could not proceed with 

the practice of their respective patents because to do so would infringe on the 

other’s patent in the absence of a license – i.e., in a “two-way blocking 

relationship”.  

 

� May result from a settlement of infringement litigation.  

 

� May reduce variable transaction and production as well as litigation costs, and 

provide parties with access to other and perhaps new ideas that can promote R&D 

and new innovations. (Raysman and Brown; Choi) 

 

o  Portfolio Licensing – Licensing or cross-licensing of up to thousands of patents may 

 occur where technologies are so large that one company lacks the resources to bring 

 the technology to market alone, or where the developing company is not interested in 

 fully exploiting the technology. 

 

� Example 1: Processing Machine & Methods Outside Industry - Used to license 

patents on unique processing machine developed and the related method to 

manufacture products useful outside industry. 

 

� Example 2: Smartphones - Used where a technology is large enough to be usable 

across an entire industry, in which case it may serve as an industry standard by 

which many companies’ products may be interchangeable – e.g., as a foundational 

portfolio in the ‘smartphone market’. “A smartphone is a combination of IP - from 

computers, from wireless. They combine the results of R&D from lots of 

companies...”  

 

� Example 3: Semiconductors - Used by rival firms operating in complex industries 

(e.g., semiconductors where a single product incorporates many component 

technologies) which are often owners of complimentary assets. Cooperation via 

cross-licensing patent portfolios protects patents between them. (Mullin) 

 

� Can be quite profitable – at least one study has shown that the access and 

negotiating strength of a large portfolio provides companies with a powerful 
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market advantage (Wagner & Parchomovsky) – the threat of litigation can induce 

licensing and thus reduce litigation costs. (Mullin) 

 

� Portfolio Licensing Models 

 

� Broad Portfolio Licensing Model – Companies with diverse portfolios and 

prodigious capital and market presence can execute licensing programs that 

extract hundreds of millions in revenue from hundreds to thousands of 

licensees. A broad patent portfolio can provide company engineers with the 

freedom to experiment unhindered by concerns of infringing on others’ 

patents. 

 

� Deep Portfolio Licensing Model – Companies with narrower but deep 

portfolios can dominate a technology, as where an array of patents on a 

new technology standard and patents on related technologies covering 

diverse applications of that standard. Well capitalized licensing programs 

tap hundreds of licensees for IP revenues in the millions of dollars. 

Examples: cellular telephony, memory chip designs, semiconductor 

technology. 

 

� Patent Pool Licensing Model – Companies agree to create a collection of 

patents in support of a technology and then cross-license each other’s 

patents pursuant to arrangements that reflect the relative strength and 

impact of each company’s overall portfolio.  Examples: MPEG video, 

DVDs. (Wagner & Parchomovsky; Detkin)                                  

A patent pool operates under an agreement enabling the participating 

patentees to use the pooled patents and providing a standard license for 

permitting others to use the pooled patents. The agreement also provides 

for the allocation of a portion of the licensing fees among members of the 

pool. As regards standard-related patent pools, in order to ensure non-

discrimination among licensees, a most-favorable royalty clause is typically 

included. (WIPO SCP/13/2) 

 

� New Models – pioneered primarily by startups that are not originally 

product companies. 

 

• Patent Aggregators, Distributors & Financiers – several forms: 

 

o Licensing consultants that help principally large companies 

to evaluate and exploit their IP assets.  Their corporate 

clients typically have healthy patent portfolios built up over 

the course of many years, but simply do not have the in-

house expertise or resources to exploit such assets. 
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o Auctioneers that help small inventor, large company and 

universities to sell their patents.  

 

o Financiers that create investor patent stock funds tracking 

‘patent strength’ of large company patent asset portfolios in 

preparation for development of an IP secondary market via a 

centralized patent exchange. 

 

o Publicly trade companies that purchase patents and small 

portfolios and then license them individually. 

 

o Private firms that invest in companies that own compelling 

IP assets but lack financing for later-stage development or 

for litigation. 

 

o Private firms that assemble patent portfolios by purchasing 

IP from small inventors and large companies and couple 

with their own inventions and market and technology 

analysis for purposes of licensing those technologies in 

markets where products rely on multiple technologies from 

multiple sources. (Detkin) 

 

� Benefits of Portfolio Licensing 

 

� Can reduce problem of dispersed ownership of technologies and reduce 

likelihood of ‘patent thicket’ that could result in patent ‘hold-up’. (Mullin) 

 

� Example: In a new technology ‘patent portfolio race’, even though the 

winning firm holds the largest proportion of new patents, the 

complementarity of technologies in a complex product industry implies the 

losers of a patent portfolio race will be able to hold-up a proportion of the 

gains accruing to the winner.  

 

� But, firms are driven towards ex ante licensing by an increase in the 

blocking strength of patent portfolios if technological opportunity is high 

and firms are product market rivals. (Seibert & Graevenitz) 

 

C. Technical Standards and Innovation - Generally 

 

• Technical standards are technical specifications allowing the replacement of one part of a given 

product with another part, or the assembly of such parts. Standards play an important role in 

promoting compatibility and interoperability of products or parts from different companies.  
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1. Standardization Process - a voluntary cooperation among industry, consumers, public 

 authorities and other interested parties for the development of technical specifications based on 

 consensus. Standardization complements market-based competition, typically in order to  achieve 

objectives such as the interoperability of complementary products/services, and to  agree on test 

methods and on requirements for safety, health, organisational and environmental  performance.  

 

o Formal Standards Development - occurs through activities undertaken at recognized 

national, regional and international standards development  organizations.  

 

o Informal Standards Development - occurs through activities undertaken in hundreds of 

fora and consortia, with different characteristics in terms of longevity, sectoral coverage, 

and territorial scope, which is often global.  

 

2. Standards and Standardization Enable Innovation - This occurs in different ways: 

 

o Express the ‘State of the Art’ - give innovators a level playing field facilitating 

interoperability and competition between new and already existing products, services and 

processes. 

 

o Promote Emergence of New Markets - New standards can accompany the emergence of 

new markets and the introduction of complex systems – e.g., the expansion of the Internet. 

 

o Contribute to Knowledge Diffusion and Application of Technology - Standards can 

contribute to the diffusion of knowledge and facilitate the application of technology, 

thereby trigger new innovation, in particular, non-technological innovation in the service 

sector. (COM(2008) 133 final) 

 

� Standards function as building blocks of tried and true technical solutions which 

can be combined and linked together in new ways, freeing the innovator from 

starting back at square one. Rather than stifling innovation, standards allow 

leapfrogging of technical solutions which are based on well defined and operating 

current technology. (AIA Comments) 

 

3. Distinct Approaches to Standardization – 

 

o European Approach – (Top Down) - In Europe, though most standardization occurs on the 

initiative of market actors, the EU expects standardization to make an important 

contribution to ‘priority action areas’. For example, standardization has increasingly 

been employed to promote the following public policy initiatives: 1) Sustainable 

Industrial Policy – i.e., the improvement to the energy and resource efficiency of 

products, processes and services via eco-innovation and development of environmental 

technologies; 2) Leading Innovative Markets – i.e., ,acceleration of the emergence of 
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innovative market areas, such as eHealth, sustainable construction and recycling and 

renewable energies; 3) Public Procurement Innovation – i.e., by calling for advanced 

performance and functional requirements; 4) Integration of ICT in Industry and 

Administrations – i.e., promotion of more efficient and effective use of ICT tools and 

societal applications of ICT, such as e-Identity, e-Health and RFID, focusing on 

interoperability testing, access to standards and IPR issues in order to enable the rapid 

uptake of standards in market solutions. (COM(2008) 133 final) 

 

o U.S. Approach – (Bottom Up) - The U.S. adopts a private sector-led standardization 

approach. OMB Circular A-119, Federal Participation in the Development and Use of 

Voluntary Consensus  Standards in Conformity Assessment Activities, confirms that close 

interaction and cooperation between the public and private sectors are critical to 

developing and using standards that serve national needs and support innovation and 

competitiveness and has allowed for continuation of the extensive participation of all 

interested parties in standards development. The National Technology Transfer and 

Advancement Act of 1995, Public Law 104-113 (NTTAA) also encourages the agencies to 

be active participants in the standards development process, by directing the National 

Institute of Standards and Technology (“NIST”) to “bring together federal agencies as 

well as state and local governments to achieve greater reliance on voluntary standards 

and decreased dependence on in-house standards.” “Voluntary consensus standards 

bodies” are defined in the Circular broadly so as to include both ANSI-accredited 

Standards Developing Organizations (“SDOs”) and a wide range of non-ANSI-accredited 

consortia. In accordance with the tenets of the United States Standards Strategy (see 

below), ANSI recognizes a “multiple path” approach to standardization. (ANSI 

Comments) 

 

� “In our view, the standard setting process should be voluntary and market-

driven.  Unnecessary government intervention can impair innovation, 

standards development, industry competitiveness, and consumer choice...The 

U.S. is a market – driven, highly diversified society, and its standards system 

encompasses and reflects this framework. Individual standards typically are 

developed in response to specific concerns and constituent issues expressed by 

both industry and government.  The United States is not in favor of a mandatory 

single set of uniform guidelines which will deprive the U.S., its diverse 

standard setting community and its innovative industries of its current 

flexibility in developing standards according to different processes and 

policies.  These are driven by the objective of the particular standards project and 

the related market factors. The U.S. government recognizes its responsibility to the 

broader public interest by providing financial and legislative support for, and by 

promoting the principles of, our standards setting system globally.  U.S. industry 

competitiveness depends on standardization, particularly in sectors that are 

technology driven.  The United States doesn’t encourage government 

intervention.  The issues [including ‘open standards’] have long been 
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discussed and are rejected because they hinder innovation, standards 

development, US industries’ competitive advantage and attendant benefits to 

consumers. The United States remains a strong supporter of our policies that allow 

U.S. standards developers to participate in international standards development 

activities without jeopardizing their patents, copyrights and trademarks.” (U.S. 

Statement to WIPO) 

 

4. ICT standardization –  

 

• Facilitates the exchange and mutual use of information among connected parties, thereby enabling 

different products to work together. In other words, standards facilitate development of 

compatible and interoperable products by providing technical platforms and interfaces, and 

promote efficient development, manufacturing and supply of products to the market. (WIPO 

SCP/13/2) 

 

 

II. Comparing Voluntary, Compulsory, Statutory and FRAND Licensing Terms 

 

A. Views Regarding the Impact of Voluntary Patent Licensing on Standardization 

 

1. Predominant View – Similar Motivations Whether or Not Patents ‘Read to’ Standard   

 

• The considerations of innovators participating in standards development activities and holding 

standards-essential patent claims are not dissimilar to other patentees. Patent claims on essential 

standards are licensed, like other patents, as part of cross-licenses, portfolio licenses, and as part 

of other business transactions. 

 

o Patentee Objectives –  

 

� Maximize the amount obtainable per license by combining non-essential and 

essential patent rights into a single portfolio - the more patents licensed, the more 

the licensee pays for the package.  

 

� License patents as part of a broader technology license that includes know-how 

and other valuable IP rights to benefit from the widest commercial implementation 

of its licensed technology. 

 

� Reference standardized technology as part of relevant patent portfolio, in the event 

patentee and infringer cannot reach agreement, to ensure infringer cannot 

participate in relevant market without licensing.  

 

o Licensee Objectives –  
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� Use SDO RAND or RAND-RF policy against patentee to pay as little as possible.  

 

� Ascertain whether or not any of innovator’s patents are or should have been 

subject to an Standards Development Organization (SDO) RAND or 

RAND-RF licensing commitment, so that may bind patentee to it.  If such a 

commitment exists, argue that patentee has violated the relevant SDO 

policies, the licensing commitments, or both to negotiate down the value of 

the portfolio. (Herman) 

 

� Different strategies may be employed if licensee is a manufacturer, distributor or 

customer of standardized technology (e.g., an ‘Implementer’) with a patent 

portfolio of its own, and seeks to reduce the litigation/injunction risk arising from 

the infringement of its products on patent-essential and non-essential standardized 

technology:  

  

� Implementer enters into RAND-RF license or patent non-assertion 

(covenant not to sue (CNS)) with respect to its essential claims, but only as 

long as the prospective licensee does not sue - i.e., a ‘defensive 

termination’ or ‘defensive suspension’ – this does not result in the 

Implementer obtaining a license. 

 

� Implementer licenses both essential and non-essential patent claims for 

standardized technologies on the condition that the prospective licensee 

grant a reciprocal license to the Implementer – i.e., offensive ‘reciprocity’. 

(Herman) 

 

2. Contra-View – Detrimental Reliance on Promises Raises Heightened Expectations –  

 

• A crucial element distinguishing patent licensing in a standard setting from a normal patent 

licensing situation is that: 1) the IPR owners have promised to license on FRAND terms; 2) the 

SDO has entered into an agreement to limit inter-technology competition that would otherwise 

have existed in reliance upon said promise; and 3) industry has relied on said promise by  making 

investments in innovation. (Dolmans) 

 

o Perceived Tensions Between Patents and Standards 

 

While both intellectual property rights (IPRs) and standardization encourage innovation 

and facilitate the dissemination of technology, they contribute to these common objectives 

by different means. “IPRs are destined for private exclusive use. Standards are intended 

for public, collective use. Tension can lead to conflicts when the technical content of a 

standard falls within the scope of a patent as defined by its claims.” (Meinhold) 
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o Standards Development Organizations Have Established Self-Regulating Policies to 

Address Perceived Tension 

 

� SDO Self-Regulation - Many SDOs have established their own patent policies 

(which vary from SDO to SDO) in order to promote the wide implementation of 

standards without undue constraints on the access to patented technology covered 

by the standards, including rules on Ex-Ante Disclosure and FRAND/RAND 

licensing. SUCH POLICIES APPLY ONLY TO MEMBERS AND DO NOT 

BIND NON-MEMBERS. -  LITIGATION BELOW CITED AS EXAMPLE OF 

SDO’S UNABLE TO PREVENT ‘HOLD-UPS’ WHICH RETARD 

STANDARDS DEVELOPMENT WITHOUT GOVERNMENT 

INTERVENTION. HOWEVER, THESE WERE EXAMPLES OF ABUSES 

WHICH COMMENTATORS HAVE FOUND TO BE RARE IN PRACTICE 

(Herman): 

 

� Failure to Satisfy Ex-Ante Disclosure Rules –  

 

• ‘Patent Ambush’ - “[W]hen an SSO participant intentionally fails to 

disclose a patent in violation of the relevant patent policy and then, 

after the standard is commercially adopted, seeks to extract 

excessive royalties from implementers, who are by that time said to 

be ‘locked in’ to the standard.” (Herman) 

 

o FTC v. Rambus: -  Rambus, under investigation by the FTC, 

was alleged to have deceived fellow members of electronics 

industry SDO JEDEC by concealing relevant patent 

information during JEDEC’s development of the SDRAM 

computer memory standards, and later asserting patent 

claims and demanding royalties against firms employing the 

standard(s) developed.  It was also alleged to have 

“amend[ed] various pending patent applications to obtain 

patents covering various technologies slated for inclusion in 

new JEDEC standards then being developed”, arguably in 

violation of JEDEC’s patent disclosure rules.  “The 

Commission held that Rambus’s manipulation of the JEDEC 

standard-setting process allowed it to gain monopoly 

power.” In crafting its remedy, the FTC focused on the 

likely impact that disclosure would have had on JEDEC and 

its members. It reasoned that had they been fully informed at 

the appropriate time about the Rambus patents JEDEC 

members would likely have either negotiated ex ante RAND 

licensing commitments OR have designed the standard 

around the patent claims through substitution of alternative 
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technologies. In such case, it was likely that “Rambus would 

have been in a position to charge RAND royalties.”  

Consequently, the FTC prohibited Rambus from collecting 

royalties from JEDEC users above levels the Commission 

deemed “reasonable.” ((Royall, Tessar, and Di Vincenzo) 

 

o Qualcomm v. Broadband: - Qualcomm was alleged to have 

deliberately failed to disclose ‘essential patents’ to secure 

royalties against standards participants, and it claimed 

‘ambiguous’ SDO (JVT – video compression technology) 

policies as defense. Courts found defendant’s conduct, at a 

minimum, inconsistent with expectations of disclosure held 

by JVT members, and that it had clearly (‘intentionally’) 

failed to comply with JVT’s written disclosure policy – a 

failure to meet its affirmative duty to disclose. The Federal 

Circuit chose to apply an anti-trust remedy: it barred 

Qualcomm from enforcing the relevant patents against 

any manufacturer or user of standard-compliant 

products. “Qualcomm was found to have “intentionally 

relinquished its rights to enforce” the asserted patents or to 

have otherwise engaged in conduct “so inconsistent with an 

intent to enforce its rights as to induce a reasonable belief 

that such right has been relinquished.” This result was 

similar to that demanded by complainants in the Rambus 

action – i.e., that Rambus be restricted to granting royalty-

free licenses. (Royall, Tessar, and Di Vincenzo) 

 

o Yet, there were both ‘essential’ and non-essential patent 

claims and “although Qualcomm had disclosed its patents ex 

ante and offered to negotiate licenses on RAND terms and 

conditions, the court still considered Broadcom’s antitrust 

counts given allegations that Qualcomm had intended not to 

comply with the commitment when made.” (Herman) 

 

� Failure to satisfy RAND/FRAND Licensing Terms – Owners of an 

‘essential patent’ must assure that the patented technology will be licensed 

on RAND (‘reasonable’ and non-discriminatory’) or royalty-free (RF) 

terms. If the patentee does not accept such a condition, the standard under 

consideration may not be adopted, or the SSO may decide to further review 

the standard.  SDOs are reluctant to determine the exact amount of royalty 

payment. SDOs provide prescribed standardized forms and procedures to 

achieve such disclosures and licensing. 
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• Bad Faith’ - “[W]here a patentee offers to license its patents on certain 

terms and conditions as the standard is being developed, but it or a 

subsequent owner of the patent refuses to comply with that 

commitment once the standard is adopted.” (Herman) 

 

o In re Negotiated Data Solutions LLC: - Patents essential to 

implement the Ethernet standard were first owned by 

National Semiconductor Corporation (National) which had 

made a licensing commitment during the standard setting 

process. N-Data obtained the patents from National, 

knowing about that prior licensing commitment, and refused 

to comply with that commitment after the industry became 

committed to the standard and instead demanded royalties 

far in excess of that commitment. The FTC found that 

Negotiated Data Solutions LLC (N-Data) had engaged in 

unfair methods of competition and unfair acts or practices 

regarding its enforcement of patents essential to implement 

a computer network standard. (SCP/13/2) 

 

 B. Defining the ‘Voluntary’ SDO Patent Policy Terms 

 

1. Ex-Ante Disclosure – Generally  

 

• Ex-Ante Disclosure of Patents – Members must disclose to other members the existence of any 

relevant patents (and, sometimes, also patent applications) in technologies essential for the 

implementation of the technical standard under consideration, so that this fact can be taken into 

account during the standard setting process. 

 

o Companies Cannot Easily Determine Patent Relevance or Essentiality - participating in 

the standard making process may not be clear on whether their patents are “reading on” a 

standard (i.e., relevant to it), let alone, whether they are “essential” for a standard. (Layne-

Farrar, Padilla & Schmalensee). 

 

o SDOs Are Reluctant to Make Determination - Detailed arrangements arising from such 

patents are left to the parties concerned (i.e., patentee and the standard implementer) to 

negotiate outside the standardization process. SDOs are reluctant to actively involve 

themselves in evaluation of disclosed patents’ validity, patent relevance or ‘essentiality’, 

assessment of declared licensing term compliance or which potential disputes.  There are 

also anti-trust concerns if the SDO itself, reflecting a number of vendors and vendor 

interests, engages in negotiation against a single patent holder. (SCP/13/2) 

 

2. SDO Policies on Ex-Ante Disclosure – (SCP/13/2) 
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o ITU
2
/ ISO

3
/IEC

4
  Common Patent Policy - (formal Int’l Standards Organizations) 

  

 Members participating in standards development process should, as early as possible alert 

 the organizations to any known ‘essential’ patent or pending application which may be 

 owned or applied by them or by another party.  

 

� The definition of ‘essential’ patent is left to the person who submits the patent 

disclosure statement. 

 

o ETSI
5
 Rules of Procedure, Annex 6 - Intellectual Property Rights Policy; ETSI Guide on 

 Intellectual Property Rights - (formal European regional standards development 

 organization) 

 

� Members shall make ‘reasonable endeavors’ during the standards development 

process in which they participate to inform ETSI of ‘essential’ IPRs in a timely 

fashion. A member submitting a technical proposal for a standard shall, on a bona 

fide basis, draw attention of ETSI to any of his IPRs which might be essential if 

that proposal were to be adopted.  

 

� Duration of Obligation - This obligation to notify applies both during the 

standard development phase as well as after adoption of the standard.   

 

� ‘Reasonable Endeavors’ – Is measured in terms of the knowledge of the 

representatives of an ETSI member who are involved in standard-setting 

activities.  

 

� ‘Essential’ Patent  - Any patent that is not possible on technical grounds 

to  make, sell, lease, otherwise dispose of, repair, use or operate equipment 

or methods which comply with a standard without infringing it. Neither 

ETSI nor its members are required to research prior art to make this 

determination. 

 

o ANSI
6
 Umbrella Patent Policy and “Guidelines for Implementation of the ANSI Patent 

Policy” – (U.S. national standards representative at ISO, accredits the procedures of 

formal SDOs which work cooperatively to develop voluntary national consensus 

standards) 

 

                                                 
2
 International Telecommunications Union 

3
 International Organization for Standardization 

4
 International Electrotechnical Commission 

5
 European Telecommunications Standards Institute 

6
 American National Standards Institute 
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� American Standards Developer (ASD) policies should: 1) make clear that any 

participant in the process, and not only a patent holder, is permitted to identify or 

disclose essential patents; 2) encourage disclosure of as much information as 

possible concerning the patent, such as the identity of the patent holder, patent 

number, information regarding how it may relate to the standard being developed 

and relevant unexpired foreign patents; and 3) encourage disclosure of existing 

pending U.S. applications. 

 

� ‘Essential’ Patent – A patent whose use would be required for 

compliance with that standard. 

 

� Scope of ANSI Policy - applies to essential patents: 1) discovered 

subsequent to the adoption of the standard; AND 2) issued after the 

adoption of the standard. 

 

o IEEE-SA
7
 Patent policy – Section 6 of IEEE-SA Standards Board Bylaws // IEEE-SA 

Standards Board Operational Manual – (formal U.S. national standards organization) 

 

� Participants in the standards development process must inform the IEEE of the 

holder of any potential ‘essential’ patent claims of which they are personally 

aware. 

 

� ‘Essential’ Patent - any patent claim the use of which is necessary to 

create a compliant implementation of either mandatory or optional portions 

of the normative clauses of the (proposed) IEEE standard when, at the time 

of the (proposed) IEEE standard’s approval, there was no commercially 

and technically feasible non-infringing alternative. 

 

o W3C
8
 Royalty-Free License Requirements – (informal web consortia) 

 

� Ex-Ante Disclosure of known ‘essential’ patents NOT required as long as 

there is a commitment to license those patents in accordance with the W3C 

Royalty-Free Licensing requirements. 

 

� ‘Essential’ Claims – all claims in any patents or patent applications in 

any jurisdiction in the world that would necessarily be infringed by 

implementation of the Recommendation. A claim is necessarily infringed 

only when it is not possible to avoid infringing it b/c there is no non-

infringing alternative for implementing the normative portion of the 

Recommendation. 

                                                 
7
 The Institute of Electrical and Electronics Engineers Standards Association 

8
 World Wide Web Consortium 
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3. ‘FRAND’/‘RAND’ Licensing - Generally 

 

• ‘FRAND’ (‘Fair’, ‘Reasonable’, and ‘Non-Discriminatory’) - The economic principle 

underlying ‘FRAND’ is that ‘essential’ patent holders should not exploit the added market power 

gained as a result of being included in the standard.  

 

o ‘F’ = ‘Fair’ - ‘Fair’ licensing terms should not be anticompetitive or otherwise deemed 

unlawful were they imposed by a dominant firm in a comparable market. (Layne-Farrar, 

Padilla & Schmalensee) 

 

� There should be no requirement that licensees cross-license their IP to licensor 

free-of-charge (i.e., free grant-backs). 

 

� There should be no ‘bundling’ of undesirable product licenses with desired product 

licenses as a condition for licensure. 

 

� There should be no mandatory exclusivity limitations preventing licensee from 

dealing with competitors.   

 

o ‘R’ = ‘Reasonable’ – ‘Reasonable licensing terms should be comparable to what 

negotiations could have achieved ‘under the conditions of an open market’ – especially 

royalties. (Layne-Farrar, Padilla & Schmalensee) 

 

� A ‘Reasonable Royalty’ should:  

 

� Reflect the existence and viability of technical alternatives ex ante. 

 

� Not exceed incremental value compared to next-best alternative. 

 

� Be comparable to royalties other companies charge for ‘essential’ patents 

of like number and value or to royalties licensor charges in similar or 

competitive markets. 

 

� Reflect the greater contribution of ‘essential’ patents to the overall value of 

the standard where there are no close substitutes before the standard is 

adopted, and is entitled to receive higher royalty payments after the 

standard is adopted. 

 

o ‘ND’ = ‘Non-Discriminatory’ – Discrimination against and between licensees is 

prohibited, EXCEPT BASED ON PERFORMANCE (e.g., volume, creditworthiness).  

Otherwise, licensor must not refuse to license different parties who are similarly situated 

on materially similar terms. (Glader) 
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� Cannot discriminate against and between other technology providers –  

 

� By requesting unremunerated grant-backs from some licensees and not 

others. 

 

� By treating IP-rich licensees worse or better than IP-poor licensees. 

 

� By reducing innovation incentives or technology competition to some but 

not others. 

 

� Cannot discriminate as against and between rival firms in downstream markets –  

 

� By refusing to grant reciprocal licenses to rival manufacturers of 

standardized components or products. 

 

� Cannot discriminate as against and between downstream market licensees –  

 

� By offering royalty rebates, incentives, ‘exclusives’ or ‘preferred status’ to 

‘primary lines’/ distributors.  

 

4. SDO Policies on ‘FRAND’/‘RAND’ – (SCP/13/2) 

 

o ITU/ISO/IEC - Common Patent Policy - (formal Int’l Standards Organizations) 

 

� A holder of patent ‘essential’ to the implementation of a standard under 

consideration (or any person or an entity that owns, controls and/or has the ability 

to license the ‘essential’ patent) is required to declare any one of three licensing 

mechanisms: 

 

� A non-exclusive grant a free-of-charge license to an unrestricted number 

of applicants on a worldwide, non-discriminatory basis and under other 

reasonable terms and conditions to make, use and sell implementations of 

the standard (Royalty-Free); 

 

• ‘Free-of-charge’ refers only to the issue of monetary compensation.  

 

• Licensor is otherwise entitled to seek a license agreement 

containing other ‘reasonable’ terms and conditions, such as those 

relating to governing law, field of use, reciprocity, warranties, etc. 

 

� A non-exclusive grant of a license to an unrestricted number of applicants 

on a worldwide, non-discriminatory basis and on reasonable terms and 
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conditions to make, use and sell implementations of the standard (Royalty-

based);      OR 

 

� The patent holder is unwilling to grant licenses in accordance with the 

conditions under (i) or (ii), above. 

 

� If patent owner commits to royalty-based or royalty-free ‘FRAND’/‘RAND’ 

licensing terms, he is entitled to impose rule of ‘reciprocity’ – i.e., patentee will 

commit to those licensing terms provided a prospective licensee commits to license 

its ‘essential patent’ under the same terms for implementing the standard. 

 

o ETSI Rules of Procedure, Annex 6 - Intellectual Property Rights Policy; ETSI Guide on 

 Intellectual Property Rights - (formal European regional standards development 

 organization) 

 

� When an ‘essential’ IPR is brought to the ETSI Director-General’s attention, the 

patent owner must provide, within 3 months, a commitment indicating he is 

prepared to grant irrevocable licenses on ‘FRAND’ terms and conditions under 

such IPR, entitling licenses to at least manufacture, sell, lease, or otherwise dispose 

of equipment so manufactured, repair, use or operate equipment and use methods.  

Patent owner may require that licensees agree to reciprocate. 

 

� If a patent owner indicates that he is not prepared to license his ‘essential’ IPR 

under ‘FRAND’ conditions ETSI will endeavor to reduce the potential for conflict 

by considering: 

 

� Whether the non-availability of a FRAND license was found prior to the 

publication of the standard or after the publication of the standard; 

 

� Whether a viable alternative to the technology under such IPR exists or not; 

and  

 

� Whether a party refusing to grant a FRAND license is a member of the 

ETSI or not. 

 

� It is the responsibility of each STANDARD user to contact directly the patent 

owner. ETSI is not in a position to provide guidelines for commercial 

negotiations.s 

 

o ANSI - Umbrella Patent Policy and “Guidelines for Implementation of the ANSI Patent 

Policy” – (U.S. national standards representative at ISO, accredits the procedures of 

formal SDOs which work cooperatively to develop voluntary national consensus 

standards) 
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� If an ANSI-Accredited Standards Developer (ASD) receives a notice that a 

proposed or approved American National Standard (ANS) may require the use of 

an ‘essential’ patent, the ASD may seek from the identified party ‘Licensing 

Assurance’: 

 

� An assurance/ general disclaimer indicating that such party does not hold 

and does not currently intend to hold any ‘essential’ patent claim(s); OR 

 

� An assurance that a license to such ‘essential’ patent claim(s) will be made 

available to applicants desiring to utilize the license for the purpose of 

implementing the standard either: 

 

• Under reasonable terms and conditions that are demonstrably free 

of any unfair  discrimination (Royalty-based), OR 

 

• Without compensation and under reasonable terms and conditions 

that are demonstrably free of any unfair discrimination. (Royalty-

Free) 
 

� Neither ANSI nor an ASD is responsible for identifying ‘essential’ patents or 

determining the legal validity or scope of such patents. 

 

o IEEE-SA Patent policy – Section 6 of IEEE-SA Standards Board Bylaws // IEEE-SA 

Standards Board Operational Manual – (formal U.S. national standards organization) 

 

� If notice is received that a (proposed) IEEE standard may require the use of a 

potentially ‘essential’ patent claim, the IEEE shall request licensing assurance (a 

Letter of Assurance) from the patent holder or applicant, as soon as reasonably 

feasible. A Letter of Assurance shall be either: 

 

� A general disclaimer to the effect that the Submitter without conditions will 

not enforce any present or future essential Patent Claims against any 

person or entity making, using, selling, offering to sell, importing, 

distributing or implementing a compliant implementation of the standard;  

OR 

 

� A statement that for a compliant implementation of the standard will be 

made available to an unrestricted number of applicants on a worldwide 

basis, either:  

 

• Without compensation (Royalty-Free) OR 
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• Under reasonable rates (Royalty-Based) 

 

 with reasonable terms and conditions that are demonstrably free of any 

unfair discrimination. 

 

o W3C – Royalty-Free License Requirements – (informal web consortia) 

 

� A W3C Royalty-Free License must:  

 

� Extend to all ‘essential’ claims owned or controlled by licensor; 

 

� Be available to all, worldwide whether or not they are W3C members; 

 

� NOT be conditioned on payment of royalties, fees or other consideration; 

 

� Neither be assignable nor sublicensable. 

 

� A W3C Royalty-Free License may: 

 

� Be limited to implementations of the Recommendation, and to what is 

required by the Recommendation; 

 

� Be conditioned on a grant of a ‘reciprocal RF license’ to all essential 

Claims owned or controlled by the licensee, and a reciprocal license may 

itself be conditioned on a further reciprocal license from all; 

 

� NOT impose any further conditions and restrictions on the use of any 

technology, IPRs or other restrictions on the behavior of the licensee, save 

for reasonable customary terms relating to operation and maintenance of 

the license relationship, such as choice of law and dispute settlement. 

 

C. The Search for ‘Compulsory’ Patent Policies  

 

1. The Debate Concerning ‘FRAND’/‘RAND’ Standards – (SCP/13/2) 

 

• One aspect of SDO patent policies that has become controversial is that relating to the definition 

of “open standards”. Certain stakeholders have complained that current SDO ‘FRAND’/‘RAND’ 

policies: 

 

o Exclude non-members, especially those that seek other than FRAND/RAND terms, from 

participating in the development of a standard; 

 

o Are not adequately enforceable against both members and especially non-members; 
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o Promote FRAND/RAND licensing terms that are too imprecise and not fixed; 

 

o Encourage excessive royalties and impose draconian licensing limitations and conditions 

that ‘hold-up’ the development of a standard, thereby making it 

unaffordable/noncompetitive (i.e., royalty–stacking); 

 

o Conflict with and discriminate against royalty-free (RF) licensing terms and conditions 

usually prevalent in Free and Open Software (‘FOSS’) applications and ICT technologies 

that use them; 

 

o Maintain ICT specifications that effectively dominate the considerations of federal 

agencies seeking to fulfill national and regional government procurement needs which, in 

turn, locks-out competing non-FRAND/RAND model ICT specifications, promotes 

ongoing market dominance of FRAND/RAND-based ICT specifications within 

governments, and thus, assures future ‘vendor lock-in’ to imprecise and restrictive 

FRAND/RAND terms at the expense of the ‘public interest’.   

 

• In other words, they complain that the FRAND/RAND licensing terms and conditions currently 

practiced need further clarification, and that the ICT standards development/setting self-regulation 

process is NOT ‘OPEN’ ENOUGH, do NOT PRODUCE ‘OPEN” STANDARDS, and ARE NOT 

responsive enough to general market and government procurement needs.  (LITTLE 

ANECDOTAL PROOF, BUT MUCH PUBLIC ADVOCACY NOISE, HAS BEEN PROVIDED 

IN AN EFFORT TO SUBSTANTIATE THESE CLAIMS.)  

 

o Fixed Maximum Royalties – Stakeholders have unsuccessfully called for SDO policy 

changes that impose fixed royalty provisions on ‘essential’ patent holders. (SCP/13/2) 

 

o Industrial Royalty Pie Model - To bring more transparency and predictability to the 

overall royalty price for the implementation of standards, some have proposed a new 

unproven royalty model (the “Industrial Royalty Pie” model). 

 

� Pursuant to this model, a patent owner who makes a FRAND commitment also 

makes an ex ante commitment to a framework in which the maximum aggregate 

licensing costs are reasonable (“Aggregated Reasonable Terms (ART)”) and his 

individual royalty claim will not exceed the proportional contribution they make to 

the patented technology in the standard. (SCP/13/2) 

 

� Critics have refuted the appropriateness of the ART method of “counting the 

numerical share of ‘essential’ patents to a given technology standard held by each 

different patent owner...for measuring  the relative value of the patents and 

determining the appropriate level of royalties that each patent owner should be 
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able to obtain.” They argue that ART “is not an appropriate, let alone, accepted 

methodology, as it bears no relationship to patent value”. (Martin and De Meyer) 

 

• One Recommended Redefinition of ‘Open’ Standards’ – To qualify as “open”, the process for 

standards adoption, quality, and access to the standard must meet a number of conditions (some of 

which are controversial*): 

 

o Open access to the decision-making process. No interested party should be excluded, 

unless on the basis of published, objective, relevant, proportionate, and verifiable criteria 

for admission. 

 

o Open (transparent and undistorted) procedures. Governance rules for standards bodies 

should ensure that technology decisions, voting, and dispute resolution are representative, 

objective, and protected from undue influence. 

 

o Open (published, pro-competitive) goals. *Standards unnecessary for or not reasonably 

related to clearly defined, legitimate [PUBLIC] objectives such as interoperability, 

are naked restraints of inter-technology competition, and should not be allowed. 

 

o Open (published, objective, relevant, qualitative, and verifiable) criteria for technology 

selection. Standard agreements should be based on the relative merits and price of the 

technologies involved, to the extent possible. 

 

o No overstandardization. *A standard should be no more restrictive than necessary to 

meet the objective, and should allow maximum consumer choice without lock-in to a 

single vendor’s product. 

 

o Open access to the standard. A standard is “open” only if it is well-documented and 

published, and available for implementation for all interesting parties, members of the 

standards body and outsiders alike. 

 

� Open information on ‘blocking patents’ - to the maximum extent possible,  patents, 

patent applications, and other IPRs that could block implementation should be 

made known as soon as reasonably possible before the standard is selected. (Ex-

Ante Disclosure) 

 

� No unjustified refusal to license - *The right to refuse to license or obtain an 

injunction at will...should be limited to situations where a refusal is necessary 

to prevent the opposite (the tragedy of commons, discouraging investment in 

R&D). A refusal or injunction is justified, in other words, if licensee refuses in 

turn to license essential IPR on FRAND terms, or where the licensee cannot pay 

or refuses to pay a FRAND rate. 
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� Fair pricing – According to EU Commissioner Neelie Kroes: ““rates [must be] 

fair, and […] based on the inherent value of the interoperability information 

(rather than the information's value as a gatekeeper)”.  How to define ‘inherent 

value’: 
 

� Competition law now allows ex ante open disclosures of prices and license 

terms, and even technology auctions, though not helpful with complex 

standards with long development horizons. 

• However, IPR owners have an incentive to:  

 

o Delay disclosures of their patents and the license terms until 

they have achieved a blocking position; 

 

o Buy, swap or develop blocking patents for each alternative 

in order to prevent real inter-technology competition; and  

 

o Rush to the table to claim the highest fee once they have 

achieved a blocking position, in an attempt to pre-empt 

other IPR owners’ claims. 

 

• Recommended Solution - Impose a clear and enforceable policy of 

fair, and reasonable pricing. 

 

o Define ‘fair and reasonable royalty’ not as the rate that the 

market can bear ex post or that the first mover demands, 

BUT as the lower of:  

 

� The rate that the IPR owner could have obtained in 

an ex ante inter-technology auction, with different 

technologies competing for the standard, before the 

investments are finalized;   OR 

 

� If the IPR owner had an ex ante blocking patent, a 

share of the royalties that is proportionate to the 

technical contribution the IPR owner made to the 

standard compared to that of other ‘essential’ patent 

owners and taking into account the investments 

made and risks borne by the licensees. 

 

� The total royalty should be no more than the value of 

the benefits/value that licensees can derive from 

using the selected technology over and above the 
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value they could have derived from the next best 

alternative. 

 

• If insufficient information to determine inter-technology auction 

value or the value of the technology’s proportionate contribution to 

the standard, then: 

 

• Compare with royalties and terms that other owners of ‘essential’ 

patents reading on the same standard charge for their 

complementary patents (“proportionality analysis”);    OR 

 

• Compare with royalties and terms that the patent owner itself 

charges for other, comparable, technologies (“proxy analysis”);  OR 

 

• Limit IP owners in the aggregate to about 25 percent of the 

downstream gross profits made on the licensed product 

(“Goldscheider analysis”). (Dolmans) 

 

2. Efforts to Redefine ‘FRAND’/‘RAND’ Licensing Terms via Legislative & Judicial Means 

 

o Applying Legal Measures Internal to the Patent System to Ensure the ‘Public Interest’ of 

ICT Interoperability - Exclusions, Exceptions, Limitations to the Patent Rights; 

Compulsory Licenses 

 

� A number of countries provide in their national legislations certain exceptions and 

limitations to the exclusive patent rights. However, [t]o the knowledge of the 

International Bureau, no national legislation includes a specific provision 

limiting the right conferred by a patent the exploitation of which is essential for 

the implementation of a standard.  

 

� On the other hand, existing provisions under national laws concerning exceptions 

and limitations, including a compulsory license provision, may be applicable to 

essential patents relating to standards in the same manner as to other classes of 

patents for refusal to issue a license on ‘reasonable terms and conditions, 

especially where such refusal can be characterized as an ‘abuse’ of the patent 

right and/or in contravention of a ‘public interest’.. 

 

3. Compulsory Licenses in the ‘Public Interest’ in the Event of a Refusal to License on ‘Reasonable 

 Terms and Conditions’ 

 

o WIPO Paris Convention (SCP/13/2; SCP/13/3) 
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It is widely DISPUTED that Article 5 of the WIPO Paris Convention provides each 

Member with sufficient latitude to issue compulsory licenses for on other than 

‘abuse’ of the patent right grounds – i.e., on ‘public interest’ grounds.  

 

Governments have broadened the availability of compulsory licenses beyond the 

initial agreement of Paris Convention Parties over the application of 

Convention Article 5A to those circumstances involving the ‘abuse of 

exclusive rights conferred by a patent’ – i.e., the “failure to work or [the] 

insufficient working” of a patent now is said to encompass also: 

 

“the refusal [to] grant[] a license on reasonable terms and conditions;”  

 

• “the failure to supply the national market with sufficient quantities 

of the patent product;”  

 

• “demanding excessive prices for such product;” and  

 

• “anti-competitive behavior.”  (SCP/13/3) 

 

� During the 1990’s, many governments expanded the scope of Article 5A to 

also cover non-abuse situations “which can be grouped together under the 

general heading of ‘compulsory licenses in the public interest’,” which 

include compulsory licenses:  

 

• “in the field of military security”; 

 

• “in the field of public health”;  and  

 

• “to protect the public interest in unhampered technological 

progress…[as in the case of]… so-called dependent patents.” 

 

o A ‘dependent patent’ is a patent which as a matter of law 

cannot be worked without falling within the scope of 

protection of another patent. The latter patent will be 

referred to as the dominant patent. (AIPPI) 

 

� However, at least one international IP law expert has opined that 

governments’ resort to compulsory licensing in cases of non-abuse was 

an “unintended consequence” practiced mostly by countries “seeking to 

regulate patents covering medicinal products and food products,” and later 

justified by reference to “...Article 31 [of the WTO TRIPS Agreement 

which they alleged]...indirectly vindicated the public interest as a ground 
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separate from the category of abuse […]” (Reichman & Hasenzahl; ITSSD 

Comments to SCP/13/3) 

 

o Voluntary ‘Licenses of Right’ By Statute to Arrive at ‘Fair’ & ‘Reasonable’ Royalty – UK 

Section 46, The Patents Act 1977 

 

� An ostensibly voluntary decision on the part of the patent owner to register a 

patent following its grant with a national Patent & Trademark Office as a 

nonexclusive license available to all interested prospective licensees on 

‘reasonable terms,’ in exchange for receiving significantly reduced registration 

and renewal fees. 

 

� Any prospective licensee who is interested in taking a license is effectively 

deemed, for purposes of the law, as possessing a ‘license of right,’ even 

though the terms of such a license may not have been conclusively settled. 

 

� Where reasonable terms cannot be agreed upon, a designated national 

patent office official will make such determination. 

 

� Licensees of right are entitled to request that the patent owner legally 

defend the patent, or may defend the patent itself by instituting an 

infringement action against an unauthorized third party user or even the 

patent owner itself. 

 

� If during the course of an infringement action a defendant elects to take a 

license of right under the terms demanded by the patentee, or by the 

licensee on behalf of the patent owner, “no injunction…shall be granted 

against him. 

 

• The amount of recoverable damages, if any, shall not exceed double 

the amount which would have been payable by him as licensee if 

such a license on those terms had been granted before the earliest 

infringement.” (SCP/13/2) 

 

o Promote Usage of De Facto Compulsory Licenses By Courts via Legislative Means 

 

� Require courts faced with component inventions to consider the importance of 

other components of the product sold that are not covered by the patent at 

issue…[thereby, effectively] cementing in the law the obligation to consider other 

parts of a multi-component invention” and the relative values thereof when 

computing a ‘fair and reasonable royalty’ as damages for infringement. (Riley in 

PRA 2005) 
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o Promote Judicial Curtailment of Exercise of Patent Right in Cases of ‘Abuse’  

 

� Courts have sometimes curtailed the exercise of patent rights in the few cases 

identified as involving ‘abuses’ of the patent right, mostly in the area of 

competition law. NGOs and academicians have championed the wider use of 

remedies – that they allege amount to ‘de facto’ compulsory licenses: judicial 

restriction and/or denial of availability of patent injunctions; issuance of judicial 

consent decrees. 

 

4. Government Procurement Preferences for Royalty and/or Proprietary-free ICT ‘Open Standards’ 

 

• Acknowledging that numerous legal and political conditions/limitations circumscribe and retard 

the effective availability and use of WTO TRIPS-sanctioned compulsory licensing, the FOSS 

movement has been somewhat successful in persuading EU Member State and ‘BRICS’ nation 

national governments (and formerly the regional government of the EU) to impose general ‘public 

interest’ restrictions a priori on the exercise of patent rights deemed to impair ICT 

‘interoperability’. These restrictions essentially redefine the term ‘open standards’ to require that 

any ICT standards specification containing intellectual property submitted in connection with a 

government procurement activity be made available royalty-free, or alternatively, without 

reference to any IP at all.  

 

o Reliance on Definition of ‘Open Standards’ Contained in Former Rejected European 

Interoperability Framework (EIF)v1.0 (2004) –  

 

� EU EIFv.1.0:  An ‘open standard’ is one where: 

 

� “The specification document [is] available either freely or at a nominal 

charge…[and]…all [are able] to copy, distribute and use it for no fee or at a 

nominal fee;”  

 

� “The patents possibly present [in the standard or part of it are] made 

irrevocably available on a royalty free basis;” and  

 

� The standard may be reused without any constraints.” 

 

� The EIFv1.0 definition has been reproduced in various forms within the ICT 

interoperability frameworks proposed and/or enacted by ‘BRICS’ nations, which 

also include ex-ante disclosure requirements: 

 

� Brazil: e-Ping Electronic Government Interoperability Standards 

(final/evolving);  
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� China: Standardization Administration of the People’s Republic of China 

(SAC) Regulations for the Administration of the Formulation and Revision of 

Patent-Involving National Standards (Interim) (Exposure Draft) (evolving), 

and implementing Disposal Rules for the Inclusion of Patents in National 

Standards (draft/evolving); 

 

� India: Policy on Open Standards for e-Governance (final/evolving); 

 

� Russian Federation: Executive Order № 2299-p, Transition of Federal 

Executive Bodies and Agencies of the Federal Budget [to] the Use of Free 

Software from 2011 – 2015 (proposed/evolving); 

 

� South Africa: Minimum Interoperability Standards (MIOS) for Information 

Systems in Government (final/evolving).  (Kogan WLF; Kogan GTCJ; Kogan 

SDILJ) 

 

o The FOSS Movement LOST THE BATTLE at the European Commission, which adopted 

new EU EIFv2.0 on December 16, 2010. New EIFv2.0 is decidedly technology and 

business-model neutral as concerns ICT specifications. 

 

� Key Differences with EIFv1.0: 

 

� Eliminates all references to the term ‘open standards’ and in its place 

employs the term ‘formalized specifications’.  

 

• (In Europe only technical specifications approved by a recognized 

standardization body can qualify as ‘standards’. Consequently, the 

term ‘formalized specification’ was selected to cover both the 

proprietary specifications developed mostly by recognized 

standardization bodies and the non-proprietary specifications 

developed mostly by informal ICT consortia and fora). 

 

� An ‘open standard’ specification need no longer be ‘made irrevocably 

available on a royalty-free basis.’ 

 

� Emphasis on concept of ‘Full Openness’: 

 

• Where available, requires public administrations to grant all 

stakeholders the same possibility of contributing to the 

development of a standard specification relating to a software 

component(s); 
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• Where available, requires that any intellectual property rights 

associated with such specification are licensable on fair, 

reasonable and non-discriminatory (FRAND) or royalty-free 

terms that permit the specification’s implementation in both 

proprietary and open source  software. 

 

• Where unavailable, or unsupported by the market, or if incapable 

of satisfying functional interoperability needs, government agencies 

can seek less open specifications. 

 

o Prior the adoption of new EIFv2.0, a number of EU Member States had long expressed 

preferences for open source software in government procurement bids: 

 

� Germany (2001); Spain (2002): France (2004): the United Kingdom (2004): the 

 Netherlands (2005); Denmark (2006): Belgium (2009): Hungary (2009) (Kogan 

 WLF; Kogan GTCJ; Kogan SDILJ); 

 

� However, at least two EU Member States have expressed such preferences since 

the adoption of EU EIFv2.0:  

 

� The United Kingdom (which at least one commentator has likened its 

position to that of India) (Kogan Mondaq) 

 

� Portugal (which is no surprise given its ‘developing country’ status within 

the EU. (Trond) 

 

 

III. The Potential WTO Implications of Emerging Voluntary, Compulsory and/or Statutory Standards 

 Patents and Other Initiatives 

 

• Overview - The proposed, adopted, applied and/or enforced initiatives discussed above may 

impact international trade in various ways, depending on the objective and the effects of the rule.  

In the case of each of the following agreements an analysis must be undertaken to assess whether 

the particular measure(s) in question, either individually or in combination with other measures, 

directly or indirectly amounts to a violation of one or more key treaty obligations: national 

treatment; no less favorable treatment/non-discrimination; no unnecessary obstacle to trade to 

achieve a legitimate objective; transparency; notification. The focus of the inquiry may be 

different depending on the treaty. 

 

• Discrimination may exist even if a measure on its face applies to domestic as well as foreign 

intellectual property owners. De facto discrimination, i.e., less favorable treatment, may exist if a 

measure that on its face treats IPR owners identically nevertheless alters the conditions of 
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competition to treat one group of foreign IPR owners less favorably than another group of local 

competitors. 

 

o WTO TRIPS – Focuses on the proposal, adoption, application and/or enforcement of 

IP (and arguably also health and anti-competition) laws that adversely impair the 

exercise and protection of foreign IP rights. 

 

o WTO GPO – Focuses on the proposal, adoption, application and/or enforcement of 

government procurement regulations that adversely impair the exercise and 

protection of foreign IP rights. 

 

o WTO TBT – Focuses on the proposal, adoption, application and/or enforcement by 

governments of mandatory technical measures (regulations – e.g., environment, 

health & safety, deceptive practices, national security, etc.) that could potentially 

serve as barriers to trade in products incorporating IP rights integral to the success 

of ICT products in the marketplace  Also focuses on governments’ ensuring that 

voluntary product standards proposed, adopted and/or applied by recognized 

standards bodies (formal regional and national standards development organizations 

as well as informal consortia) operating within a member Party’s jurisdiction and 

control do not serve as barriers to trade in products incorporating such IP.  

 

o GATT 1947, as amended/GATT 1994 

 

o GATS? 

 

 A. WTO Trade Related Aspects of Intellectual Property Rights (TRIPS) Agreement  

 

1. Patentability Exclusions, Exceptions and Limitations to the Right (Including in Cases of 

 ‘Abuses’ or ‘Public Interest’ – i.e., Compulsory Licenses, Anti-Competition Remedies) Must 

 Comply With the WTO TRIPS Agreement 

 

o  TRIPS Preamble Paragraph 4 – IP laws must take into account that patents and related 

 trade secrets are foremost PRIVATE PROPERTY RIGHTS 

 

� ... Recognizing that intellectual property rights are private rights”; 

 

o TRIPS Article 31 – Compulsory Licensing Opportunities are Tightly Restricted 

 

� Although WIPO Paris Convention Article 5A was incorporated by reference into 

the WTO TRIPS Agreement via Article 2(1) and the Preamble to Article 31, 

compulsory licensing practices permissible under this provision are circumscribed 

by a robust statutory framework that “imposes strict conditions and procedural 

requirements for such issuance: 
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� Article 31(a) - each grant of a compulsory license must be considered on a 

case-by-case basis; 

 

� Article 31(b) - The government must first make reasonable efforts to obtain 

a voluntary license. 

 

� Article 31(c) & (g) - The “scope and duration” of the license must be 

“limited to the purpose for which it was authorized,” and must be liable to 

termination if the reasons underlying that authorization cease to exist. 

 

� Article 31(d) - The license must be non-exclusive. 

 

� Article 31(h) - The patent holder must receive “adequate remuneration.” 

 

� Article 31(f) - Production must be predominantly for the domestic market. 

 

� Article 31(i) - Judicial review must be afforded for any decisions related to 

the compulsory license. 

 

� HOWEVER: Article 31 provides certain derogations from these conditions, 

namely, Article 31(b) does not apply in the case of: 

 

� ‘National Emergency’ – Procedural requirements of Article 31(b) do not 

apply in such case. (prior efforts to license on reasonable commercial terms 

NOT required) 

 

• But, who determines and what evidence, if any is required? 

 

� ‘Anti-Competitive’ Patent Use Administratively or Judicially Determined – 

(prior efforts to license on reasonable commercial terms are not required to 

limit license to domestic issue before issuing CL) Articles 31(k) and 62.4. 

 

� YET, those derogations do not apply to abrogate TRIPS Articles 31(h) or 44.2 

which continue to ensure that the patent holder  receives ‘adequate’, ‘just’, and 

‘complete’ remuneration’ in the event a CL is issued.  

 

o Arguably, these provisions individually and/or collectively require that a 

government’s determination of ‘adequate remuneration’ avoid prejudicing 

a patent holder’s “legitimate expectations of commercial opportunity”. 

(Taubman) 
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o They are also consistent with the “‘market compensation theory’ followed 

by the United States in determining the accountability of the federal 

government for unauthorized use of a patent invention [pursuant to] U.S.C. 

§ 1498...” (Cahoy) 

 

2. Must Provide Adequate Transparency and Notice of Proposed Legislation and Regulations 

 Affecting Trade (Licensing) in IP Rights  
 

o Article 63.1 - (relating to Transparency) 

 

� Laws and regulations... and administrative rulings of general application, made 

effective by a Member pertaining to the subject matter of this Agreement (the 

availability, scope, acquisition, enforcement and prevention of the abuse of 

intellectual property rights) shall be published, or where such publication is not 

practicable made publicly available... 

 

o Article 63.2 – (relating to notification) 

 

� Members shall notify the laws and regulations referred to in paragraph 1 

 

3. Must Not Adopt Measures to Promote the ‘Public Interest’ of Securing of Technological 

Development and Transfer at the Expense of Foreign Patent and Trade Secret Rights 
 

o Article 8.1 – Principles  

 

� In formulating or amending their laws and regulations, members may adopt 

measures necessary to protect  and/or promote the public interest in sectors of vital 

importance to their socio-economic and technological development, provided 

they are consistent with the provisions of this Agreement. 

 

� Must evaluate the issuance of any CL or the enactment of any ICT 

Interoperability Framework requirements which are intended to promote a 

vital ‘public interest’ – e.g., ‘interoperability’; consumer access to public 

information;  securing technology development/transfer. 

 

• What is the extent of member states’ legal obligation to ensure 

technology transfer from developed to developing countries through 

public or private means?  In light of the TRIPS Preamble? In light 

of the overall spirit of Doha? 

 

• Is this obligation not limited by U.S. constitutional concerns such as 

the obligation of the U.S. government to protect the  exclusive 

private property rights of U.S. rights holders no matter where they 
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are situated, as against the expropriation or indirect regulatory 

taking by foreign governments? 

 

4. Must Not Adopt Measures to Prevent ‘Abuse’ of IP Rights, to Prevent Anti-Competitive 

 Practices and Practices that Prevent Technology Transfer that Unduly Restrict or Abrogate 

 the Right Holder’s Enjoyment of IP Rights in Violation of this Agreement 

 

o Article 8.2 – Principles 

 

� Provided, they are consistent with the Agreement, members may employ 

appropriate measures (apart from and including CLs) needed: i) to prevent the 

abuse of intellectual property rights by right holders (e.g., refusal to license on 

‘reasonable’ terms); or ii) to prevent resort to practices which unreasonably 

restrain trade (anti-competition) or which adversely affect the international 

transfer of technology (development aspects). 

 

� What types of ‘FRAND’/‘RAND’ licensing terms accepted in the U.S. are 

considered an anti-competitive or other unfair trade practice/ restraint-of-

trade ‘abuse’ of the patent right in other countries? 

 

• Article 40.2 - Control of Anti-Competitive Practices in Contractual 

Licenses 

 

o “Nothing in this Agreement shall prevent Members from 

specifying in their legislation licensing practices or 

conditions that may in particular cases constitute an abuse 

of intellectual property rights having an adverse effect on 

competition in the relevant market. (e.g., a Member may 

adopt, consistent with this Agreement, “appropriate 

 measures to prevent or control such practices, which 

may include for example [but which are not limited to,] 

exclusive grant-back conditions, conditions preventing 

 challenges to validity and coercive package 

licensing, in the light of the relevant laws and regulations of 

that Member.” 

  

5. IP Measures Proposed, Adopted, Applied and Enforced Must Satisfy the Essential Treaty 

 Obligations 
 

o National Treatment – Articles 1.3; 3.1  

 

� Members shall accord the treatment provided for in this Agreement to the nationals 

of other Members.” 



 

   

 
35 

 

� “Each Member shall accord to the nationals of other Members treatment no less 

favourable than that it accords to its own nationals with regard to the protection 

[fn3] of intellectual property...”  

 

� (**FN 3 - For the purposes of Articles 3 and 4, ‘protection’ shall include 

matters affecting the availability, acquisition, scope, maintenance and 

enforcement of intellectual property rights as well as those matters 

affecting the use of intellectual property rights specifically addressed in 

this Agreement.”) 

 

o Non-Discrimination – Article 27.1 

 

� “...patents shall be available and patent rights enjoyable without discrimination as 

to the place of invention, the field of technology and whether products are imported 

or locally produced.”)   

 

o No Unnecessary Obstacles To Trade – No Creation of Barriers to Legitimate Trade – 

Preamble; Article 41 

  

� Preamble - “Desiring to reduce distortions and impediments to international trade, 

and taking into account the need to promote effective and adequate protection of 

intellectual property rights, and to ensure that measures and procedures to enforce 

intellectual property rights do not themselves become barriers to legitimate trade; 

 

� Article 41- “Members shall ensure that enforcement procedures as specified in this 

Part are available under their law so as to permit effective action against any act of 

infringement of intellectual property rights covered by this Agreement, including 

expeditious remedies to prevent infringements and remedies which constitute a 

deterrent to further infringements. These procedures shall be applied in such a 

manner as to avoid the creation of barriers to legitimate trade 

 

B. The Government Procurement Agreement (Plurilateral) – (No ‘BRICS’ Nations are Parties) 

 

1. Government Procurement Measures Proposed, Adopted, Applied and Enforced Must 

 Satisfy the Essential Treaty  Obligations 
 

• Foreign government requirements that limit/preclude (by intent or effect) agency choice in 

procuring ICTs depending on whether the IP incorporated within such technology specifications 

are made available on royalty-free and/or proprietary-free terms may be interpreted as either 

bestowing a benefit to local FOSS software developers (and development) or as treating non-

domestic software developers (foreign proprietary software development) less favorably than 

their domestic competitors.  Given the considerable size of national government procurement 
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markets, if such differential treatment rises to a certain threshold it may actually alter the 

competitive relationship between national and foreign suppliers, and perhaps, even the 

fundamental ‘conditions of competition’ and overall ‘expectations’ of competitive 

relationships/equal competition in the marketplace, such that it violates the provisions of the GPO 

Plurilateral Agreement. And, if such government ICT procurement specifications require by law 

the public disclosure of the specific terms of the IP(patent, trade secrets, copyrights & know-how) 

licenses reached between the right holders and the SDO that created the technology standard(s) in 

question such rule may also run afoul of TRIPS. 

 

2. Key Treaty Obligations: 

 

o National Treatment; Non-Discrimination – Article III..2(a) and (b) 

 

� Article III.2.a – “Each Party...shall ensure...with respect to all laws, regulations, 

procedures and practices regarding government procurement covered by this 

Agreement...that its entities shall not treat locally-established supplier less 

favorably then another locally-established supplier on the basis of degree of 

foreign affiliation or ownership.”  

 

� Article III.2.b – “Each Party... shall ensure...[w]ith respect to all laws, regulations, 

procedures and practices regarding government procurement covered by this 

Agreement...that its entities shall not discriminate against locally-established 

suppliers on the basis of the country of production of the good or service being 

supplied, provided that the country of production is a Party to the 

Agreement...” 

 

o No Unnecessary Obstacles to Trade – Article VI.1 – Least Restrictive Trade Alternative 

Available 

 

• Article VI.1 - “Technical specifications laying down the characteristics of the 

products or services to be procured, such as quality, performance...or the processes 

and methods for their production... shall not be prepared, adopted or applied with 

a view to, or with the effect of, creating unnecessary obstacles to international 

trade.” 

 

• Article VI.2 – “Technical specifications prescribed by procuring entities shall, 

where appropriate: (a) be in terms of performance rather than design or descriptive 

characteristics; and (b) be based on international standards, where such exist; 

otherwise, on national technical regulations, recognized national standards...”   

 

o Transparency – Article XVII 
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• Article XVII – “Each Party shall encourage entities to indicate the terms and 

conditions, including any deviations from competitive tendering procedures or 

access to challenge procedures, under which tenders will be entertained from 

suppliers situated in countries not Parties to this Agreement...[particularly,]... 

specify their contracts in accordance with Article VI (technical specifications); 

publish the procurement notices... 

 

C. WTO Technical Barriers to Trade (TBT) Agreement 

 

1. Other Technical Measures Causing SDOs to Change their ‘FRAND’/‘RAND’ Licensing 

 and/or Ex-Ante Disclosure Rules or SDO Self-Initiated Changes to ‘Voluntary’ IP Licensing 

 and/or Ex-Ante Disclosure Rules Initiated to Achieve Government ‘Public Interest’ 

 Objectives, Must Satisfy the Essential Treaty Obligations 
 

• Mandatory government procurement and ‘other’ regulations integrally related to 

governmental initiatives promoting ‘public interest’ objectives including, but not limited to, 

‘environmental [SMART Grid] sustainability’, ‘ICT interoperability’, ‘access to health 

information’, national security, etc., may not be employed intentionally or with the effect of 

serving as disguised barriers that impair trade in products incorporating proprietary 

patents, trade secrets, etc. Similarly, governments must ensure that the ICT standards 

created by recognized national or regional standards bodies (including informal consortia) 

operating within their national jurisdiction and control do not directly or indirectly, by 

serving government ‘public interest’ objectives, create barriers to trade in products 

incorporating proprietary IP  

 

o ‘Technical Regulation’ – A “[d]ocument which lays down product characteristics or their 

related processes and production methods, including the applicable administrative 

provisions, with which compliance is mandatory.” (Annex I.1) 

 

o ‘Standard’ -  A “[d]ocument approved by a recognized body, that provides, for common 

and repeated use, rules, guidelines or characteristics for products or related processes and 

production methods, with which compliance is not mandatory.  (Annex I.2) 

 

o ‘Central Government Body’ –  A “c]entral government, its ministries and departments or 

any body subject to the control of the central government in respect of the activity in 

question.” 

 

o ‘Local Government Body’ – A “[g]overnment other than a central government (e.g. states, 

provinces, Länder, cantons, municipalities, etc.), its ministries or departments or any body 

subject to the control of such a government in respect of the activity in question.” 
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o ‘Non-Governmental Body’ - “A [b]ody other than a central government body or a local 

government body, including a nongovernmental body which has legal power to enforce a 

technical regulation.” 

 

2. Key Treaty Obligations Relating to ‘Technical Regulations’: 

 

o Non-Discrimination –  

 

� Article 2.1 – “Members shall ensure that in respect of technical regulations, 

products imported from the territory of any Member shall be accorded treatment 

no less favourable than that accorded to like products of national origin and to like 

products originating in any other country.” 

 

�  

 

o No Unnecessary Obstacles to Trade –  

 

Article 2.2 - “Members shall ensure that technical regulations are not prepared, adopted or 

applied with a view to or with the effect of creating unnecessary obstacles to international 

trade. For this purpose, technical regulations shall not be more trade-restrictive than 

necessary to fulfill a legitimate objective taking account of the risks non-fulfillment would 

create.”  (See GATT 1947 Article III and Article XX case law for definition of concept)s 

 

� Such legitimate objectives are, inter alia: national security requirements; the 

prevention of deceptive practices; protection of human health or safety, animal or 

plant life or health, or the environment. 

 

� Article 2.3 – Technical regulations shall not be maintained if the circumstances or 

objectives giving rise to their adoption no longer exist or if the changed 

circumstances or objectives can be addressed in a less trade-restrictive manner.” 

 

o Transparency and Notification –  

 

� Article 2.9.1 – “Whenever a relevant international standard does not exist or the 

technical content of a proposed technical regulation is not in accordance with the 

technical content of relevant international standards, and if the technical 

regulation may have a significant effect on trade of other Members, Members 

shall:...publish a notice...” 

 

� Article 2.5 – Enquiry - “A Member preparing, adopting or applying a technical 

regulation which may have a significant effect on trade of other Members shall, 

upon the request of another Member, explain the justification for that technical 

regulation in terms of the provisions of paragraphs 2 to 4.” 
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� Rebuttable Presumption in Favor of Government: 

 

• Whenever a technical regulation is prepared, adopted or applied for 

one of the legitimate objectives explicitly mentioned in paragraph 2, 

and is in accordance with relevant international standards, it shall 

be rebuttably presumed not to create an unnecessary obstacle to 

international trade. 

 

� Article 10.1 - “Each Member shall ensure that an enquiry point exists which is able 

to answer all reasonable enquiries from other Members and interested parties...” 

relating to technical regulations, standards and conformity assessment procedures. 

 

o Obligations Above Applicable Also to Local Government Bodies and Non-Government 

Bodies –  

 

� Article 3.1 – Generally, “Members shall take such reasonable measures as may be 

available to them to ensure compliance by such bodies with the provisions of 

Article 2...” 

 

� Article 3.2 – Generally, “Members shall ensure that the technical regulations of 

local governments on the level directly below that of the central government in 

Members are notified...” 

 

� Article 3.4 - “Members shall not take measures which require or encourage local 

government bodies or nongovernmental bodies within their territories to act in a 

manner inconsistent with the provisions of Article 2.” 

 

3. Key Treaty Obligations Relating to ‘Standards’: 

 

o Code of Good Practice for the Preparation, Adoption and Application of Standards – 

Annex 3 -  

 

� Article 4.1 -  “Members shall ensure that their central government standardizing 

bodies accept and comply with the Code of Good Practice for the Preparation, 

Adoption and Application of Standards in Annex 3 to this Agreement (referred to 

in this Agreement as the ‘Code of Good Practice’”) 

 

� Annex 3.D – “In respect of standards, the standardizing body shall accord 

treatment to products originating in the territory of any other Member of the WTO 

no less favorable treatment than that accorded to like products of national origin 

and to like products originating in any other country.” 
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� Annex 3.E – “The standardizing body shall ensure that standards are not prepared, 

adopted or applied with a view to, or with the effect of, creating unnecessary 

obstacles to international trade.” 

 

� Annex 3.I – “Wherever appropriate, the standardizing body shall specify standards 

based on product requirements in terms of performance rather than design or 

descriptive characteristics.” 

 

� Annex 3.J – “At least once every six months, the standardizing body shall publish 

a work programme containing its name and address, the standards it is currently 

preparing and the standards which it has adopted in the preceding period.” 

  

4. GATT 1947, as amended/GATT 1994 Case Law: 

 

• GATT Case Law – Articles III.4 (relating to national treatment on internal taxation and 

regulation), XI (relating to general elimination of quantitative restrictions), and XXIII 

(relating to nullification and impairment) supports interpretation of WTO Agreements 

discussed above with respect to national government mandates or ‘preferences’ for the 

procurement of IP-free or royalty-free ICT specifications indirectly favoring FOSS, or to 

private standards body activities concerning same in the absence of explicit regulations. 

 

o WTO Members cannot avoid violating a WTO Agreement merely because they did not 

directly issue procurement or other ‘technical’ regulations mandating certain behaviors 

from the private sector that are intended to or have the effect of creating barriers to trade.  

Notwithstanding the fact that private party activities or initiatives may have created 

barriers to trade, governments may still be held accountable under WTO law if it can be 

established that there was sufficient governmental involvement in the promotion, 

encouragement, facilitation, promulgation and application of private activities, including 

standards development, such that it can be concluded that the government indirectly 

compelled specific private party behavior.  (Kogan – Discerning the Forest)   

 

� Report of the Panel on Canada – Certain Measures Affecting the Automotive 

Industry paras. 10.106-10.107 –  

 

� “10.106  It is evident from the reasoning of the Panel Reports in Canada – 

FIRA and in EEC – Parts and Components that these Reports do not attempt to 

state general criteria for determining whether a commitment by a private party 

to a particular course of action constitutes a ‘requirement’ for purposes of 

Article III:4. While these cases are instructive in that they confirm that both 

legally enforceable undertakings and undertakings accepted by a firm to obtain 

an advantage granted by a government can constitute "requirements" within the 

meaning of Article III:4, we do not believe that they provide support for the 

proposition that either legal enforceability or the existence of a link between a 
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private action and an advantage conferred by a government is a necessary 

condition in order for an action by a private party to constitute a "requirement."  

To qualify a private action as a "requirement" within the meaning of Article 

III:4 means that in relation to that action a Member is bound by an 

international obligation, namely to  provide no less favourable treatment to 

imported products than to domestic products.”   

 

� “10.107 A determination of whether private action amounts to a ‘requirement’ 

under Article III:4 must therefore necessarily rest on a finding that there is a 

nexus between that action and the action of a government such that the 

government must be held responsible for that action. We do not believe that 

such a nexus can exist only if a government makes undertakings of private 

parties legally enforceable, as in the situation considered by the Panel on 

Canada – FIRA, or if a government conditions the grant of an advantage on 

undertakings made by private parties, as in the situation considered by the 

Panel on EEC – Parts and Components.  We note in this respect that the word 

‘requirement’ has been defined to mean ‘1. The action of requiring something; 

a request. 2.  A thing required or needed, a want, a need.  Also the action or an 

instance of needing or wanting something.  3. Something called for or 

demanded; a condition which must be complied with.’ The word 

‘requirements’ in its ordinary meaning and in light of its context in Article III:4 

clearly implies government action involving a demand, request or the 

imposition of a condition but in our view this term does not carry a particular 

connotation with respect to the legal form in which such government action is 

taken. In this respect, we consider that, in applying the concept of 

‘requirements’ in Article III:4 to situations involving actions by private parties, 

it is necessary to take into account that there is a broad variety of forms of 

government of action that can be effective in influencing the conduct of private 

parties.” (Panel Report on Canada-Autos). 
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