PATENT DISPUTES

THE IMPACT OF COMPETITION LAW IN THE MEDIATION OF

By Ronald E. Dimock of JAMS and Kristina M. Zilic of Dimock Stratton LLP

Patent disputes lend themselves well to alternative dispute
resolution (ADR) methods, particularly mediation.! Media-
tion provides a timely and cost-effective opportunity for par-
ties to explore and adopt creative solutions for technically
complex issues. When mediating such disputes, however,
parties must be mindful of the reach of competition laws,
otherwise they may unwittingly agree to engage in unlawful,
anti-competitive behaviour.

1. The Objectives of Patent Law

Patent laws in Canada are designed to facilitate and incen-
tivize innovation. To that end, patent owners are granted a
20-year monopoly to exclude others in exchange for disclo-
sure of their inventions. The monetary recovery from such
a monopoly is meant to enable the patentee of a valuable
invention to return a handsome profit, thus incentivizing re-
search, development, and commercialization of new prod-
ucts and services.? Justice Binnie of the Supreme Court of
Canada described these objectives as follows:

‘[Tlhe bargain’...lies at the heart of patent protection. A patent
is a statutory monopoly which is given in exchange for a full and
complete disclosure by the patentee of his or her invention. The
disclosure is the essence of the bargain between the patentee,
who obtained at the time a... monopoly on exploiting the inven-
tion, and the public, which obtains open access to all of the infor-
mation necessary to practise the invention. Accordingly, at least
one of the policy objectives underlying the statutory remedies
available to a patent owner is to make disclosure more attractive,
and thus hasten the availability of useful knowledge in the public
sphere in the public interest.3

The objectives of U.S. patent laws are no different. Article
|, section 8, clause 8 of the U.S. Constitution declares that
Congress has the authority to “promote the progress of sci-
ence and useful arts, by securing for limited times to authors
and inventors the exclusive right to their respective writings
and discoveries.”

2. The Objectives of Competition Law

Canada’s Competition Act,* enacted in 1889, is the oldest
antitrust statute in the western world, predating the Sherman
Act in the United States.®> The purpose of the Competition
Actis outlined in section 1.1 of the statute:

The purpose of this Act is to maintain and encourage competi-
tion in Canada in order to promote the efficiency and adaptability
of the Canadian economy, in order to expand opportunities for
Canadian participation in world markets while at the same time
recognizing the role of foreign competition in Canada, in order to
ensure that small and medium-sized enterprises have an equi-
table opportunity to participate in the Canadian economy and in
order to provide consumers with competitive prices and product
choices.

Similarly, the goal of U.S. competition policy is to protect
consumer welfare by encouraging fair competition. United
States antitrust law is formed by federal and state govern-
ment laws, principally the Sherman Act® the Clayton Act’
and the Federal Trade Commission Act.®

The Sherman Act provides the basis for most U.S. antitrust
legislation.® In Northern Pacific Railway Co. v. United States,
356 U.S. 1, 4 (1958), the Supreme Court stated: “The Sher-
man Act was designed to be a comprehensive charter of
economic liberty aimed at preserving free and unfettered
competition as the rule of trade.” The U.S. Congress later en-
acted the Clayton Act (to ban exclusive dealing agreements,
tying agreements, interlocking directorates, and mergers
achieved by purchasing stock) and the Federal Trade Com-
mission Act (to establish and give power to the Federal Trade
Commission to investigate deceptive trade practices).!©

3. Tension between Patent Law and Competition Law

Patent protection incentivizes innovation which can, in turn,
fuel competition.! However, the objectives of competition
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law may sometimes clash with the exclusive rights of patent
holders. Lord Neuberger, Chief Judge of the Supreme Court
in England, characterized this tension in the following way:

In any modern democratic and capitalist society, there is a need
for the law both to grant and protect IP rights and to ensure that
there is maximum competitiveness. Both IP rights and compe-
tition law have the same ultimate justification, namely the im-
provement of life, in the one case by encouraging inventiveness
and creativity in relation to goods and services, and in the other
case by encouraging high standards and low prices for goods
and services.

However, according IP rights is obviously in tension with pro-
moting competition, as IP rights involve the grant and enforce-
ment of monopolies, whereas competition involves the preven-
tion and breaking up of monopolies. The perception as to where
the correct balance lies will depend objectively on the prevailing
economic and political circumstances, and, subjectively on the
perceiver’s economic and political opinions. As Sir Robin Jacob’s
2008 Burrell lecture demonstrated, the view as to the correct
balance over the past century has varied from country to country
and decade to decade.??

The conflict between patent law and competition law occurs
largely when patents are used tactically to exclude competi-
tors.'® Consequently, it is important for all those doing busi-
ness in Canada and in the United States, to consider com-
petition issues when exploiting patents and especially when
settling patent disputes in mediation.

4. Purpose of Mediation

The purpose of mediation is to create a business solution
to a problem, by obliging disputing parties to focus on the
broader business context rather than just their specific dis-
pute.* Indeed, mediation provides an opportunity for each
party to make inquiries of the other and participate in dis-
cussions which more often than not lead to settlement.!®

5. When is Mediation Appropriate for a Patent Dispute?

Mediation is appropriate for many patent cases, particularly
those of a highly technical nature or where the parties wish
to maintain some sort of business relationship in the future.
Not all patent cases, however, are suitable for mediation.
Such cases often involve a patentee who wants an injunction,
an alleged infringer who is not prepared to take a license, or
fierce competitors who are reluctant to release their financial
information. If, however, a case is mainly about money, then
mediation is often more appropriate. Furthermore, if the par-
ties own portfolios of patents and are prepared to cross li-
cense, then mediation is helpful in negotiating a deal.*®

A particularly attractive feature of mediation is the compara-
tively low cost. The costs of patent litigation in Canada and
the United States are notoriously high. Key contributors to

these costs are pre-trial discovery and the lag between fil-
ing suit and reaching a resolution.’” Mediation is a way for
parties to avoid the staggering prices of litigation. Moreover,
since many patent disputes are multi-jurisdictional, media-
tion is fitting because it structures the disputes into a single
process, thereby reducing legal fees and costs.

Mediation is confidential, meaning that information ob-
tained during the process cannot be used by either party
if the dispute is not resolved.!® This is especially important
where proprietary information must be revealed in discovery
to determine infringement, and where financial information
is necessary to determine a reasonable royalty or lost profits
damages.*®

6. The Choice of a Mediator

Mediators who are patent specialists are particularly helpful
in resolving such disputes. The parties need not spend a
significant amount of time and money teaching the relevant
science or technology. Moreover, a mediator experienced
in patent law, and perhaps even the specific technology in-
volved, can help to fashion creative solutions to disputes,
such as special licensing arrangements or joint ventures. A
mediator who specializes in patents will also be more adept
in helping the parties define the key issue to resolve the dis-
pute.?

7. Activities Contrary to Competition Laws

In Canada, anti-competitive conduct falls into different
classes, such as criminal anti-competitive behaviour, civil
reviewable practices, mergers, and marketing practices. Ex-
amples of anti-competitive offences include: conspiracies;
price maintenance; and abuse of dominant position. Section
78(1) of the Competition Act lists more examples of anti-
competitive behaviour. Section 45 of the Competition Act
relates to conspiracy. Patent agreements could attract sec-
tion 45 application. Section 90.1 of the Competition Act ad-
dresses agreements among competitors that are not within
the scrutiny of s. 45, but that would lead to a lessening of
competition in the marketplace.?!

The Competition Bureau, headed by the Commissioner
of Competition, is responsible for the enforcement of the
Competition Act, by investigating complaints and deciding
whether to refer matters to the Competition Tribunal for pros-
ecution.?? Such complaints could come from competitors of
the parties to a mediation agreement of a patent dispute.
Parties in mediation therefore need to be aware of the con-
sequences of any agreement they are considering. It should
be noted, however, that the mere enforcement of a patent
does not contravene the Competition Act.? The Competition
Act may apply, however, if there is evidence of “something
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more” than the mere exercise of a patent right.>* According
to the Competition Bureau, “something more” occurs when
patent rights form the basis of anti-competitive arrange-
ments between independent entities.?®

Similarly, in the United States, patent holders are allowed
to enforce their exclusive rights, but they risk contravening
competition laws when they leverage their patent rights to
obtain unlawful competitive advantages or unlawfully re-
strain trade.?®

8. Conclusion

While mediation is often an effective solution for patent dis-
putes, it is important for mediating parties to be mindful
of any agreements or terms that violate competition laws.
Parties should examine hypothetical consequences in the
marketplace to determine who might be adversely affected
by the terms of a mediation agreement, and whether some-
one could have legitimate objections to the anti-competitive
terms of a mediation agreement. Other factors to consider
are how dominant the mediating parties are in the market-
place, and what the nature of their relationship is going for-
ward. These factors will guide mediating parties in their con-
sideration of whether the terms of a mediation agreement
provide “something more” than mere remedies for patent
infringement. M
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