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GUANGDONG GUIDELINES ON STANDARD ESSENTIAL
PATENTS: AN ATTEMPT TO STRIKE BALANCE
BETWEEN SEP HOLDERS AND IMPLEMENTERS
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1. INTRODUCTION
In recent years China has become the leading country in terms of patent ﬁling as
nearly 42.8 percent of the total patent ﬁled were by Chinese innovators and
1
en es. Chinese telecommunica on companies like ZTE and Huawei have ﬁled
the largest number of PCT applica ons in 2016.2 As per the global smartphone
shipments and market share data received in the ﬁrst quarter of 2018, six
Chinese smartphone companies have a total of 32.7 percent of the total market
share. Companies like ZTE and Huawei have been the leading
telecommunica on innovators in China and also have signiﬁcant number of
Standard Essen al Patents (SEPs). China also has a signiﬁcant number of mobile
manufacturing companies like Vivo, Oppo, Xiaomi who are largely
implementers. Thus, there are many domes c implementers and SEP holders in
the Chinese telecommunica on market and it is necessary to develop policies or
guidelines related to SEPs that strikes a balance between innovators and
implementers. Towards this end the Beijing High People’s Court recently
formulated guidelines3 that largely borrows principles enshrined in cases like
Huawei v ZTE.4 The Beijing guidelines develops a fault-based framework to
5
resolve disputes between SEP holders and implementers. However, the Beijing
guidelines is limited in scope as it is applicable to cases that are within the
purview of Beijing High People’s Court.
In April 2018, the Guangdong High People’s Court issued a ‘Guidelines on Trials
of Standard Essen al Patent Disputes’ (hereina er referred to as Guangdong
Guidelines) for trial implementa on. The Guangdong Guidelines is one of the
most comprehensive guidelines related to SEP disputes. The Guangdong
Guidelines speciﬁcally states that it seeks to address SEP disputes in the
6
telecommunica ons and may be applicable to disputes in other ﬁelds. The
Guangdong Guidelines is limited in its territorial applica on as it would be used
to resolve disputes arising in Guangzhou Intellectual Property Court, Shenzhen
7
Intellectual Property Tribunal and Guangdong High People’s Court. The
signiﬁcance of the Guangdong Guidelines is that it readily incorporates the
principles enshrined in cases decided in U.S., U.K., Court of Jus ce of the
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European Union (CJEU) and China.8 It seeks to address the issues related to injunc ve relief and
develops a fault-based framework, which is similar to Beijing Guidelines. It also addresses issues
concerning the determina on of fair, reasonable and non-discriminatory (FRAND) royalty and the
an trust issues concerning the conduct of SEP holder.
2.

INJUNCTIVE RELIEF

Guangdong Guidelines sets out clear norms for seeking injunc ve relief. The behaviour of the
par es involved in the SEP license nego a on determines whether the SEP holder or the
implementer is at fault. The Guangdong Guidelines takes into considera on the en re nego a on
process between the SEP holder and the implementer, me taken to nego ate the license,
communica on between them and reasons for failure or breakdown in nego a on of the SEP
license.9 It aﬃrms the principles evolved in cases like Huawei v ZTE and Unwired Planet v Huawei. It
requires par es to nego ate the license on principles of good faith.10 It also states that in an SEP
dispute, the Guangdong High People’s Court will consider the full contribu on of the SEP holder
towards the innova on and protect its rights, but at the same, it goes on to state that it will balance
the interest of all the stakeholders i.e. the SEP holder, the implementer and the interests of the
public.11 In doing so it states that it will take into considera on the industry prac ces.12
It goes on to specify the instances when the fault lies with the SEP holder and the resultant
consequences.13 Similarly, it iden ﬁes the circumstances when the fault lies with the implementer
and the possible relief available to the SEP holder in such scenarios.
2.1 IMPLEMENTER’S FAULT
Implementer would be at fault if it does not intend to nego ate with the SEP holder a er being
14
no ﬁed of its infringement or when it does not respond within a reasonable me. In all such
circumstances the SEP holder who has no ﬁed the implementer of the infringement would
succeed in its eﬀorts to seek injunc ve relief. Guangdong Guidelines also states that the
implementer is at fault if it does not provide a response within a reasonable me a er receiving
15
informa on about the patents being infringed and the relevant claim chart. Further, failing to
respond to the licensing condi ons proposed by the SEP holder within a reasonable me would
also be implementer’s fault.16 Guangdong Guidelines clearly emphasizes on the need to nego ate
licenses without indulging in delaying tac cs as this could frustrate the SEP holder’s eﬀorts to oﬀer
17
a license to the implementer.
Further, it is the fault of the implementer if it refuses to sign a non-disclosure agreement (NDA)
without due cause, proposes a licensing condi on which is unreasonable resul ng in the failure,
18
breakdown in concluding the licensing agreement. SEP holders normally require implementers
to enter into an NDA as it is likely to reveal sensi ve informa on about the patents involved in SEPs
and also such other informa on that is necessary to establish the infringing prac ces of the

http://www.jirico.jgu.edu.in

JIRICO Brief, Vol. I (Issue 7) July 2018

implementer. As NDA is a common business prac ce in SEP licensing agreements, refusal to enter
into such an agreement is clearly seen as an instance where the implementer is primarily indulging
in a conduct wherein it has no inten on of concluding an agreement.
2.2 SEP HOLDER’S FAULT
SEP holder would be at fault if it fails to no fy the implementer about the existence of the SEP and
19
the set of relevant patents and clam charts that are being infringed by the implementer. Any
failure on the part of the SEP holder to nego ate the license within a reasonable me frame or
seeking unreasonable licensing terms, and unreasonable licensing fee calcula on method which
results in failure, breakdown in nego a ng the license would be treated as fault on the part of SEP
20
holder. Any other conduct of the SEP holder that results in delay or interrup ng the nego a on
without any reason would be seen as its fault.21 If the SEP holder is at fault and applies for
injunc ve relief then the court will deny injunc on.
2.3 FAULT IS NOT OBVIOUS OR BOTH PARTIES ARE AT FAULT
There could be instances wherein both the SEP holder and the implementer have nego ated the
license in good faith, the SEP license has been oﬀered on FRAND terms and the implementer has
not adopted delaying tac cs and there is no obvious fault of either of the par es. In all such
instances, request for injunc ve relief by the SEP holder will be denied provided the implementer
22
has submi ed a reasonable amount security to use the SEPs.
The Guangdong guidelines also recognise that there are instance where it may not be clear as to
which of the nego a ng par es are at fault.23 In such circumstances, it allows the court to
determine fault based on comparing the degree of fault of the nego a ng par es, the impact of
the fault on the nego a on process of the license, the causal rela on between the fault and the
breakdown or stalling of the nego a on.24
3.

DETERMINATION OF ROYALTY: POWER OF THE COURT TO DETERMINE GLOBAL
ROYALTY RATES

As per the guidelines if there is no consensus between the par es over the FRAND royalty rate
even a er extensive nego a ons then either of them can apply to the court to determine the
FRAND royalty rate. The guideline states that when such a dispute is raised before the domes c
court and the issue involves determining the FRAND royalty rate,25 then the Guangdong High
People’s court could ﬁx global royalty, provided the opposing party does not have any reasonable
26
objec ons to it. It does not elaborate as to what amounts to a reasonable opposi on to a Chinese
court which is tasked with the duty to determine the royalty rate beyond its jurisdic ons. The
implica on of allowing courts in China to determine FRAND royalty beyond its jurisdic on means
that Chinese implementers could readily approach domes c courts to determine global royalty
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rates which causes inconvenience to foreign SEP holders especially those who do not have faith in
the Chinese courts. Further, an objec on ﬁled by such SEP holder which is purely claiming that
determina on of global royalty rate by Chinese courts may inconvenience them may not fall
within the ‘reasonable’ ground requirement. However, it is relevant to state that the Guangdong
Guidelines seems to have adopted the approach followed in Unwired Planet v. Huawei and TCL v.
Ericsson. Would the courts in other jurisdic ons enforce the global royalty rates decided by a
Chinese court, especially when there are concurrent disputes related to FRAND royalty rates in
27
mul ple jurisdic ons. SEP holders who see Chinese courts as unfavourable adjudicatory body to
28
resolve disputes might insert a clause to resolve such disputes through arbitra on.
3.2 POWER TO STAY TRIAL AND TO ORDER SUBMISSION OF EVIDENCE
Further, the guidelines allow par es who have raised a FRAND royalty dispute before the court
may opt to seek a stay of the trial if both the par es agree to con nue nego a ng the SEP license
within a speciﬁc me.29 However, if either the implementer or the SEP holder does not want to
30
con nue the nego a ons they can request the court to remove the stay. During the trial, if one of
the par es to the dispute demonstrated that the other party possesses key evidence that can be
used to determine royalty rates then such a party could request the court to order the opposing
party to submit the evidence. Refusal to do so without any due cause may result in the court
determining the royalty based on the evidence provided by the party that has requested the
court's interven on.31
3.3 DETERMINING ROYALTY RATES
The court may determine the FRAND royalty rate by referring to a comparable license agreement,
analyzing the market value of the SEPs involved, referring to the informa on available about
32
comparable patent pool and such other methods as may be necessary.
To determine comparability of licensing agreement the court is required to take into considera on
factors like en es involved in the licensing transac on, relevance between transac ng subjects
33
and genuine interests of the par es nego a ng a license agreement. To determine the
comparability of the licensing informa on in a patent pool, the court is required to take into
considera on the par cipant in the patent pool, power that is controlling the patent pool, its
inﬂuence on the industry, the licensing policies of comparable pools and the en es involved in
34
the patent pool. The court shall also take into considera on the degree of diﬀerences between
35
the comparable licenses and license agreement at issue. In doing so the courts are required to
consider the diﬀerences in terms of the licensing background, licensing content and the terms
involved in the licensing agreements.
To determine the market value of the SEPs involved in a transac on the court is required to take
into considera on the ra o of the SEPs involved in the license agreement to all the SEPs involved in
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the par cular standard as well as the total royalty of all the SEPs. Either the SEP holder or the
implementer involved in the licensing agreement will have to provide informa on as regards the
ra o related to propor on and contribu on of the SEPs relevant to the licensing agreement in
37
rela on to all the SEPs involved in the standard technology. To determine the total royalty of all
the SEPs relevant to the standard technology, the court is required to take into considera on the
cumula ve royalty declared to be relevant to par cipants involved in the development of the
standard technology.
Market value is determined by taking into considera on the contribu ons of all the relevant SEPs
to sales and proﬁts earned, contribu on of the relevant SEP to the standard, advantage of the
relevant SEP over any other alterna ve technologies that existed before the development of the
standard, and sum of all the royal es paid for all the SEPs involved in the standard.
4. SEP AND COMPETITION CONCERNS
To determine whether an en ty is in a dominant posi on, the Guangdong guidelines requires the
an trust agencies to take into considera on An -Monopoly Law of the People's Republic of
China, the characteris cs of the SEPs involved, assess the relevant market on a case-by-case basis
and then conclude whether the en ty is in a dominant posi on in the market. Based on the above
factors it requires an trust agencies to assess whether the conduct of the en ty has an adverse
eﬀect on the compe on and the impact of such conduct on innova on, market eﬃciency and
consumer welfare.38
4.1 RELEVANT MARKET AND MARKET SHARE
Relevant market is understood as per the deﬁni on provided in the State Council An -Monopoly
39
Commi ee's Guidelines on Deﬁni on of Relevant Market. In understanding the relevant market
it is necessary to take into account: the a ributes of the underlying SEP, degree of subs tutability
of the SEP, compe on within the market, dependence of this upstream technology by the
downstream product market. Guangdong Guidelines also states that it is necessary to determine
the relevant geographical market and the territorial limits of IPR. If a transac on involves SEPs of
mul ple jurisdic ons, then it is necessary to consider the eﬀects of standards and restric ons
imposed by diﬀerent jurisdic ons in deﬁning the relevant geographical markets.
In understanding market share to determine whether the SEP holder is in a dominant posi on it is
necessary to consider the compe ve condi ons in the market, obligatory nature of FRAND
commitments, condi ons imposed in the licensing agreements, degree of dependence of the
licensee on the relevant SEP.40 According to the Guangdong Guidelines, viola on of the FRAND
obliga on by the SEP holder or request for injunc ve relief in itself does not amount to abuse of
dominant posi on.
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4.2 CASE-BY-CASE APPROACH TO DETERMINE ABUSE OF DOMINANT POSITION
An SEP holder viola ng the FRAND obliga on or seeking injunc ve relief does not automa cally
give rise to abuse of dominant posi on. Whether or not this amounts to abuse of dominant
posi on needs to be examined from the lens of the An -Monopoly Law and the circumstances of
the speciﬁc case. Whether seeking injunc ve relief amounts to abuse of dominant posi on needs
to be examined by looking into the conduct of the par es nego a ng the license agreement. If the
SEP holder has nego ated the licensing agreement in good faith then it may not be an instance of
abuse of dominant posi on. Further, it is also necessary to examine whether the SEP holder is
forcing the implementer to accept the license on unfair terms or at excessively high royalty rate or
on unreasonable terms. In addi on to this, the courts will have to examine whether such conduct
of the SEP holder has led to market exclusion or restricted the compe on in the market.41
Further, the courts will also have to look into the past conduct of SEP holder by examining previous
license agreements, the extent to which the royalty rate in the current agreement is devia ng
from the market rate, the nego a on process, share of the royalty on the product and the impact
on compe on by such conduct of the SEP holder.42
Further, to determine whether the licensing model of the SEP holder is resul ng in a tying
arrangement that is amoun ng to abuse of dominant posi on, it is necessary for the court to
examine whether SEP holder's license model is coercive, whether the license model is reasonable
43
and whether such model leads to market exclusion or restric on of market compe on.
5.

CONCLUSION

The Guangdong Guidelines elaborates on some of the issues le unaddressed in the Beijing
Guidelines, especially concerns related to the determina on of the FRAND royalty and
determining the abuse of dominant posi on. It also develops on the fault-based approach to
gran ng injunc ve relief which was ini ally addressed in the Beijing Guidelines. Although the
Guangdong Guidelines has limited territorial applicability as it only applies to Guangdong and
Shenzhen region it is necessary to note that some of the leading telecommunica ons companies
are either headquartered or operate in this region. The Guangdong Guidelines also demonstrates
the keenness of the Chinese courts to resolve SEP disputes, especially by clearly sta ng that its
courts could decide the global royalty rate. Further, it also a empts to address the SEP related
issues by developing a framework that balances the interests of SEP holders and implementers.
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