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China’s MIIT Releases Draft Intellectual Property
Policies for Industry Standardization Organizations

he Electronic Intellectual Property Center of China’s Ministry of Industry and Infor-

mation Technology (MIIT) has released a draft “Template for Intellectual Property

Policies in Industry Standardization Organizations” (the Draft Template),! seeking
public comments by January 30. The Draft Template seeks to improve standardization
efforts and reduce implementation costs in the context of Standard Setting Organizations
(SSOs). Its terms provide for: (i) disclosure of essential patent claims, (ii) a prohibition
against injunctive relief absent prior adjudication of a claim and (iii) factors to determine
the reasonableness of licensing. While the provisions for disclosure of essential claims and
reasonableness are similar to provisions in other jurisdictions, the limitations on injunctive
relief may be very restrictive depending on their application in practice.

. Mandatory Disclosure of Potentially Essential Claims

Article 4 requires SSO members to disclose the existence of essential patents to the
extent of their “actual knowledge,” potentially covering patents registered outside of
China, but stops short of mandating members to conduct patent searches. Article 5 also
encourages disclosure of information about those essential patents, including patentee
names and patent numbers. This approach tracks current international practice in other
jurisdictions, and a number of SSOs have adopted mandatory disclosure policies, in-
cluding the European Telecommunications Standards Institute.

Il. No Injunctive Relief for FRAND-Encumbered SEPs

Antitrust regulators in the U.S. and EU have acknowledged that a prohibition against
seeking injunctive relief against potential licensees should exist only as an exception to
the general right to assert patents. Seeking injunctive relief should ordinarily be consid-
ered a legitimate remedy unless a holder has given a voluntary commitment to license its
standard essential patents (SEPs) on “fair, reasonable and nondiscriminatory” (FRAND)
terms and the licensee is willing to enter into an agreement on such terms. The European
Commission has recently taken actions against Motorola Mobility and Samsung for
seeking injunctions on their FRAND-encumbered SEPs. To address the commission’s
concerns, Samsung has committed for a period of five years not to seek any injunctions
in the European Economic Area (EEA) on the basis of any of its relevant SEPs against any
company that agrees to a negotiation period of up to 12 months and — if no agreement is
reached — a third-party determination of FRAND terms by a court or arbitrator. The lan-
guage of the Draft Template takes a similar approach, with Article 10 stating that members
under FRAND commitments “shall not” seek injunctive relief unless the potential licensee
“is not subject to the jurisdiction of, fails to [attend], or fails to comply” with the outcome
of, an independent adjudication. Thus, the Draft Template appears to require SEP licensors
to enter into arbitration (or the like) before initiating a plea for injunctive relief. The Draft
Template should be clarified on this issue — the requirement of submission to adjudica-
tion prior to seeking injunctions without requiring the counterparty to be a willing licensee
could impose severe limitations to an SEP holder’s ability to pursue injunctive relief.

1 The Draft Template represents the work of the MIIT Electronic Intellectual Property Center and not the
official position of the entire MIIT.
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lll. Determining Reasonableness

Article 11 sets forth factors to determine the “reasonableness” of licensing terms. This is significant
insofar as it moves away from the recent practice in China of using only end-user prices to deter-
mine reasonableness. In the closely watched Huawei v. InterDigital decision, the Guangdong Higher
People’s Court affirmed the lower court’s finding of a FRAND rate based on end-user product price.
In its ongoing Qualcomm investigation, the National Development and Reform Commission (NDRC)
also appears to base reasonableness on end-user product prices. The Draft Template, however, sets
forth the factors? to be evaluated: (i) the value contributed, to be assessed against the smallest com-
ponent or device compliant with the Final Standard, (ii) the total cumulative royalties that may apply
if other owners of intellectual property demand similar terms and (iii) the degree of innovation in the
standard, the technical area of the standard, the nature of the standard, and the implementation scope
of the standard. This is the first time that a standard comparable to the “smallest salable patent practic-
ing unit” has been recommended as the proper royalty base in China, as opposed to end-user product
prices. This marks a significant step toward convergence; however, the definitions of “smallest” and
“component or device” would benefit from further refinement.

IV. Other Recent Intellectual Property Developments in China

China has been advancing domestic innovation by helping local firms develop proprietary technologies
and lowering technology barriers erected by foreign multinationals. Thus, while the language of the
Draft Template takes important steps toward convergence, a holistic evaluation of the other Chinese an-
titrust regulators’ attitudes toward intellectual property rights suggests that a material gap still remains.
For example, the State Administration of Industry and Commerce (SAIC) is now finalizing its “Rules on
Prohibiting Abuse of Intellectual Property Rights to Eliminate or Restrict Competition”. Previous drafts
have raised serious concerns by: (i) applying essential facilities doctrines to intellectual property rights,
(i1) creating liability for failure to disclose essential patents without requiring patent holders to be active
voting participants in an SSO and (iii) creating liability for failure to license patents found to be essential
on FRAND terms, even in the absence of a voluntary commitment to do so. The NDRC, as mentioned
above, is concluding its investigation into Qualcomm’s telecommunications technology licensing.

The Draft Template is another significant action taken by Chinese authorities concerning IP rights in
2014. Earlier in the year, the Anti-Monopoly Bureau of China’s Ministry of Commerce (MOFCOM)
published two conditional decisions with surprising intellectual property implications. In Merck/AZ,
notwithstanding the lack of horizontal overlaps or vertical relationships in the transaction, MOFCOM
relied on a conglomerate effects argument to require future licenses to be non-exclusive and con-
cluded on commercially reasonable and non-discriminatory terms. In Microsoft/Nokia, MOFCOM
imposed conditions on Nokia’s future SEP licensing behavior, notwithstanding its position as seller
in the transaction. In recent remarks, Zheng Wen, deputy director general of MOFCOM’s Anti-Mo-
nopoly Bureau, presumptively equated SEP licensors to firms holding a dominant market position and
suggested that it may therefore be appropriate for the licensors to be subject to FRAND commitments.
This mirrored the position taken by the Chinese courts in Huawei v. InterDigital. Given this backdrop,
the important progress of the Draft Template must be carefully shepherded forward to ensure that its
steps toward convergence result in a final, published guidance.

2 The list appears to be limited compared to, for example, the modified version of Georgia-Pacific factors adopted in Mi-
crosoft v. Motorola by the U.S. District Court for the Western District of Washington. The modified Georgia-Pacific test
applied therein has 15 factors.
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