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 STATEMENT OF FACTS 

1. 1997 Bergonian IP laws, modeled in accordance with TRIPS, came into force.

2. 01/01/2003 CC123 Holding Ltd incorporated by Convenient Companies SARL. 

3. 01/12/2003 CC123 Holding Ltd changed its name to MedX Holding Ltd and it was 

transferred to MedScience and Dr. Frankensid. 

4. 30/01/2004 Claimant, MedBerg Co, established in Bergonia. 

5. 05/02/2004 Claimant applied for a patent in relation to Dr. Frankensid’s invention. 

6. 15/03/2005 Bergonian Patent No. AZ2005 granted to Claimant. 

7. 31/03/2005 Claimant licensed BioLife Co. to utilize Patent No. AZ2005. 

8. 31/03/2007 License Agreement with BioLife terminated by Claimant in accordance 

with notice and termination provisions contained therein.  

9. 01/06/2007 Bergonian IP Office commenced proceedings for the issuance of a 

compulsory license, stating that this action would address important 

domestic medical needs. 

10. 01/06/2007-

01/11/2007 

Claimant on numerous occasions communicated its objections about the 

compulsory license to the Bergonian IP Office. No objections were 

resolved to the Claimant’s satisfaction. 

11. 01/11/2007 Bergonian IP Office issued a compulsory license for Patent No. 

AZ2005. 

12. 01/11/2007-    

01/01/2009 

BioLife and five other companies invoked the compulsory license. 

13. 01/12/2007 Claimant wrote to the Bergonian IP Office with copies to the Foreign, 

Economics and Justice Ministries referring to Art. 10(2) of the Bergonia 

- Conveniencia BIT. 

14. 01/11/2008 ICSID Secretary General registered the dispute for arbitration. 

15. 16/02/2009 The Tribunal held its First session. 
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PART ONE: THE TRIBUNAL DOES NOT HAVE THE JURISDICTION TO 

RULE IN THE PRESENT CASE 

 

16. The present case was brought before the International Center for Settlement of 

Investment Disputes (hereinafter the Center or ICSID) on 1 November 2008 when the 

Secretary General of the Centre registered the dispute for arbitration. The Parties 

agree that the arbitral tribunal (hereinafter the Tribunal) was properly constituted in 

accordance with Art. 37(2)(b) of the Convention on Settlement of Investment 

Disputes between States and Nationals of Other States (hereinafter the Convention or 

ICSID Convention). According to Article 25 of the Convention on the Settlement of 

Investment Disputes between States and nationals of other States (hereinafter the 

Convention), in order for the jurisdiction of the Centre and this Tribunal to be 

established, the dispute has to be of a legal nature, it has to arise directly out of an 

investment, it has to be a dispute between a Contracting State and a national of 

another Contracting State and there has to exist a written consent between the parties 

to the dispute. Respondent accepts that the dispute at hand is of a legal nature. 

However, it will be demonstrated that all the other criteria laid down in Article 25 of 

the ICSID Convention are not met. Therefore, Respondent challenges the jurisdiction 

of the Tribunal on two accounts – Claimant is not a foreign national within the 

meaning of the Convention nor has the Respondent agreed to treat it like one (I) and 

the patent in the present case does not constitute a protected investment (II).  

 

I CLAIMANT IS NOT A FOREIGN NATIONAL WITHIN THE MEANING 

OF THE CONVENTION NOR HAS RESPONDENT AGREED TO TREAT IT 

AS ONE 

 

17. Pursuant to Art. 25(1) of ICSID Convention, the jurisdiction of the Centre and of this 

Tribunal extends to legal disputes between a Contracting State (or its constituent 

subdivisions or agencies) and a national of another Contracting State. In the present 

case, Claimant, MedBerg Co, is clearly a national of Bergonia1, the State which 

                                           
1 Uncontested facts, para. 1. 
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appears on the side of Respondent in the present proceedings. Therefore, Claimant is 

not a national of another Contracting State in the sense of Art. 25(1) of ICSID 

Convention and the requirement for establishment of the Tribunal’s jurisdiction set 

out in the aforementioned provision is not met.  

18. Admittedly, under certain circumstances, locally incorporated companies can be 

treated as foreign ones. Art.  25(2)(b) of the Convention provides ICSID arbitral 

protection to entities that have nationality of the Contracting State party to the dispute 

where: 

“because of foreign control, the parties have agreed [it] should be treated as a 
 national of another Contracting State for the purposes of this Convention”. 

 

19. Claimant alleges that it has fulfilled ratione personae requirements for establishing 

jurisdiction on the basis of the existence of foreign control, pursuant to Art. 25(2)(b). 

However, Respondent submits that the conditions set out in Art. 25(2)(b) of the 

Convention in order to treat Claimant as a national of Conveniencia are not fulfilled. 

Namely, Claimant is not controlled by a national of another Contracting State (1) nor 

has Respondent consented to treat Claimant as a national of Conveniencia (2). 

Consequently, the Tribunal should find that it lacks jurisdiction over the present 

dispute. 

 

1. Claimant is not under relevant foreign control 

 

20. The first requirement under the ICSID Convention that has to be met in order for a 

company to bring investment claims against the State in which it is incorporated and 

has its seat is the existence of foreign control. In addition, such control must be 

exercised by a national of another Contracting State. Respondent will demonstrate 

that the relevant control is the indirect control exercised by Med Sciences and Dr. 

Frankensid (a) and that, consequently, the criteria for establishing the ratione 

personae jurisdiction of the Centre and of this Tribunal are not met (b). 
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a. Relevant control is the indirect control 

 

21. It is uncontested that Claimant is 100% owned by MedX Holdings Ltd, a company 

incorporated in Conveniencia, which is an ICSID Contracting State and has ratified 

the Convention.2 However, this fact per se should not lead to the automatic 

conclusion that MedX also has the effective control over Claimant. MedX, the direct 

holder of Claimant, is itself 50% owned by MedSciences Co. and 50% by Dr. 

Frankensid. The technology which led to the registration to the patent in question was 

developed by MedSciences and Dr. Frankensid so it would be safe to conclude that 

they had the decisive control over the work of Claimant. Therefore, Respondent urges 

the Tribunal to look beyond the first layer of control and take into consideration the 

existence of indirect control when determining the nationality of the foreign 

controller.  

22. Claimant might also submit that in cases such as the one at hand determining direct 

control is sufficient to determine whether the Tribunal has jurisdiction over the merits 

of the case. Respondent dissents to this opinion, asserting that a restrictive view, 

elaborated in the obiter dictum of the award in case Amco v. Indonesia, according to 

which the only decisive factor would be the nationality of the investor in direct 

control of the local company, regardless of the possibility that the direct controller 

itself might be controlled by other interests, should be disregarded.3 Maintaining that 

the origin of capital is not relevant runs counter to the object and purpose of the whole 

ICSID system.4 Therefore, Respondent urges the Tribunal to look beyond the first 

layer of control because after doing so it will appear indisputable that the origin of the 

capital is not connected with Conveniencia contrary to Claimant’s allegations.  

23. Furthermore, Clamant might invoke some other cases in an attempt to convince the 

Tribunal not to look beyond the first layer of control such as Letco v. Liberia or 

Aucoven v. Venezuela. However, Respondent impels the Tribunal to distinguish those 

cases from the one at hand. Indeed the tribunals stopped their search of foreign 

control on the first level, but they did so only because they decided that relevant 

                                           
2 Uncontested facts, para. 2. 
3 Delaume, pp. 177-178. 
4 Tokio Tokeles Dissenting Opinion, para. 19. 
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control was found on that level. This differs from the situation at hand since relevant 

control, the one without this business enterprise would not have happened, is 

exercised indirectly by MedSciences and Dr. Frankensid. In Letco v. Liberia the 

Tribunal stated that control was not only the a result of the fact that the Letco capital 

stock was 100% owned by French nationals but it also results from what it appeared 

to be effective control by French nationals – apart from shareholding, French nationals 

dominated the company’s decision making, majority of Letco directors were French 

nationals etc. It seems that the tribunal did take into considerations other layers of 

control, since all of them were consisted of French nationals, the result would be the 

same.5 Similar approach was consequently taken in AMT v. Zaire.6  

24. Finally, in Aucoven v. Venezuela, the parties defined control to mean direct control. 

The tribunal accepted the agreement between parties and concluded that there is no 

reason for it to examine different criteria (nationality of the board members, 

frequency of visits of board members of the direct shareholder, financial support etc.), 

even if such criteria might be relevant in different circumstances.7 Had the Aucoven 

Tribunal applied or adverted its attention to the Soabi principle (i.e. to the question of 

indirect control) , it certainly would gave declined jurisdiction, since the ultimate 

controller of both the Venezuelan and the US subsidiaries was, effectively, a national 

of a non – Contracting State.8 Additionally, the Tribunal stated that: 

”As a general matter, the arbitral Tribunal accepts that economic 

criteria often better reflect reality than legal ones.”9

25. The economic criteria in the case at hand clearly points to Dr. Frankensid and 

MedSciences Co, where he was employed. Not only did they develop the patent but 

transferred their technology to Claimant in exchange for shares in MedX Holdings 

Ltd.10 Therefore, Claimant cannot contend that MedX Holdings was their direct 

foreign controller since all of the shares were held by Dr. Frankensid and 

MedSciences which de facto made them indirect controllers of Claimant. 

                                           
5 Letco v. Liberia, para. 3(a). 
6 AMT v. Zaire, para. 5.15. 
7 Aucoven v. Venezuela, para. 65. 
8 Asouzu, p. 452. 
9 Aucoven v. Venezuela, para. 119. 
10 Clarifications, response to request No. 23. 
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26. However, it would not be a precedent for this Tribunal to consider the indirect control 

as relevant in the sense of Art. 25(2)(b). In Soabi v. Senegal the Tribunal agreed that 

foreign control could mean indirect control stating that determining the nationality of 

the foreign interests could not be done by referring only to immediate control since it 

would be contrary to the purpose of Art. 25(2)(b) in fine. It also stated that in absence 

of any specific provision in the Convention regarding the issue of indirect control, the 

decision to search for indirect control is the correct one since it is consistent with the 

manner in which many investments are made and especially those involving 

transnational companies, which, for various reasons, may elect to channel their 

investment through affiliated companies under their control.11
  In the case at hand the 

patent was ultimately assigned to Claimant by Dr. Frankensid and MedSciences in an 

exchange for shares in MedX. Therefore it could be inferred that the primary aim of 

Dr. Frankensid and MedSciences was to invest in Claimant. The acquisition of shares 

in MedX was apparently just an instrument to arrive at that aim.  

27. On the practical side, Claimant might also assert that it would be quite difficult and 

time-consuming for any tribunal to take care of control at the second, and possibly 

third, fourth or xth degree and that this approach might threaten the efficient working 

of the ICSID arbitration system These allegations are not true, especially not in the 

present case since the shareholding of MedX Holdings is fairly straightforward and 

the Tribunal could easily determine relevant foreign control, without compromising 

its productivity. Consequently, the Tribunal should reject jurisdiction since Dr. 

Frankensid is to be considered a national of the host State for the purposes of this 

dispute (as explained in paras xxx above) thus unable to shelter under ICSID 

arbitration and MedSciences cannot ask for protection at all since Laputa it is not 

Contracting State. The Tribunal should not only analyze indirect control when 

searching for its jurisdiction but oppositely whenever there are grounds for it since 

indirect controllers are often the real source of the investment.  

28. Therefore the Tribunal should apply the reasoning adopted in Soabi v. Senegal case, 

go beyond the first layer of control and find that Claimant is effectively controlled by 

Dr. Frankensid and MedSciences. 

 

                                           
11 Delaume,  p. 178. 
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b. Dr. Frankensid and MedSciences do not have the nationality of the 

Contracting State 

 

29. As it will be demonstrated the effective control over Claimant is exercised by Dr. 

Frankensid and MedSciences. Neither Dr. Frankensid nor MedSciences fulfilled the 

criteria for establishing the ratione personae of the Centre or this Tribunal. 

30. Dr. Frankensid is a Bergonian national by descent and birth and was naturalized in 

Amnesia in 1991. However, Dr Frankensid’s habitual residence and place of 

employment has been in Laputa since 1998, and his only present connection with 

Amnesia is a vacation home in it.12 What is more, Dr Frankensid never relinquished 

his Bergonian nationality. For natural persons, possession of the host State’s 

nationality is an absolute bar to becoming a Party to ICSID proceedings and the dual 

national would be disqualified from invoking the ICSID clause in the BIT and Dr 

Frankensid obviously does not maintain a particularly strong link with Amnesia, 

which could potentially allow the Tribunal giving primacy to Dr Frankensid’s 

Amnesian nationality over the Bergonian one.13 Claimant might ignorantly allege, 

relying on Soufraki v. UAE decision, that by acquiring Amnesian nationality Dr. 

Frankensid had been deprived of his Bergonian nationality.14 However, naturalization 

does not automatically annul previous nationality. Additionally, the applicable law in 

Soufraki case was Italian law, which contains a rule than an Italian national 

automatically loses his Italian nationality when he acquires nationality of another 

country.  

31. There is no information that would indicate that the laws of Bergonia contain the 

same provision. The fact that Dr Frankensid acquired Amnesian citizenship in 1991 

and that he is still considered a national of Bergonia prima faciae leads to the 

conclusion that such provision does not exist under Bergonian law. Therefore, there is 

clearly no analogy between the Soufraki case and the dispute at hand. Consequently, 

should Claimant raise any arguments based on Soufraki jurisprudence, respondent 

                                           
12 Clarifications, responses to requests No. 54. and 22. 
13 Schreuer1, p. 265. 
14 Soufraki v. UAE, paras. 47-84. 
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respectfully requests the Tribunal to disregard them as they would not be applicable in 

the case at hand. 

32. MedSciences is a company incorporated in Laputa, a country which is not an ICSID 

Contracting State.15 Even if Claimant would allege that shareholding structure of 

MedScience is not straightforward and that this company might be controlled by a 

national or nationals of ICSID Member States, Respondent submits that majority 

MedScience shareholders are Laputans.16 Therefore the Tribunal should not have any 

doubts with respect to the fact that MedSciences is a Laputan company. 

33. Consequently, in the light of the evidence presented, Respondent submits that the first 

condition in order to treat Claimant as a national of Conveniencia is not fulfilled.  

 

2. Respondent did not agree to treat Claimant as a Conveniencian investor 

 

34. The second requirement that has to be met in order for a company to bring investment 

claims against the State in which it is incorporated and has its seat is that there is an 

agreement between the parties to treat such company as a national of another 

Contracting State for the purposes of the Convention. Claimant contends that such 

consent is given through an MFN clause which is incorporated in Art. 3 of Bergonia – 

Conveniencia BIT.17 However, Respondent submits that such consent was never 

given nor could it have been given through an MFN clause. Therefore, it is 

Respondent’s submission that the MFN clause contained in Art. 3(1) of the Bergonia 

– Conveniencia BIT cannot be extended to dispute resolution matters (a) and that Art. 

VI(8) of Bergonia - Tertia BIT may not be invoked in this way (b). 

 

 

 

                                           
15 Uncontested facts, para. 3. 
16 Clarifications, response to request No. 17. 
17 Minutes, para. 14. 
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a) MFN clause contained in Art. 3(1) of the Bergonia – Conveniencia BIT does 

not extend to dispute resolution matters 

 

35. Respondent respectfully submits that the MFN clause contained in Art. 3(1) of the 

Bergonia – Conveniencia BIT does not extend to dispute resolution mechanisms. The 

main reason for such a conclusion is the wording of the mentioned clause which 

clearly shows that the State Parties have not intended to include dispute resolution 

provisions within the scope of the MFN clause.  

36. The principle of the most favored nation is introduced into the Bergonia – 

Conveniencia BIT by Art. 3(1) and it generally stipulates that the MFN clause is 

applicable to investments. Paragraphs 2 and 3 of the said Article further limit the 

scope of the MFN clause only to very specific activities in relation to an investment:  

”management, maintenance, operation, enjoyment or disposal of their 
investments”. 

37. Article 31 of the Vienna Convention stipulates that the general rule of interpretation 

of treaties is that a treaty has to be interpreted in good faith in accordance with the 

ordinary meaning that has to be given to the terms of the treaty in their context and in 

light of its object and purpose. It gives primacy to the text of the treaty as evidence of 

the intention of the parties. Intention of the parties in the present case is very clear. 

They limited the scope of the MFN clause by not including dispute resolution 

mechanism within it. This conclusion is not only supported by case law, but is also 

confirmed by numerous scholars.18 As correctly observed by prof. Gaillard, when 

settlement of disputes is not part of enumeration contained in an MFN clause, then it 

is excluded from its scope.19 Any other conclusion would be contrary not only to the 

agreement between the parties, their intentions, general principles of treaty 

interpretation, but also to the ejusdem generis principle which provides that the MFN 

clause attracts matters belonging only to the same category of subject as that to which 

the clause itself relates.20  

                                           
18 Ukpe, p. 7; Gaillard, p. 3; Vesel, fn.. 95. 
19 Gaillard, p. 3. 
20 ILC Report, Article 7; Ambatielos case, p. 107. 
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38. Given that dispute resolution mechanism is not included in any of the categories to 

which the MFN clause in question relates (and those are management, maintenance, 

operation, enjoyment or disposal of investments), Art. 3 of the Bergonia – 

Conveniencia BIT, which deals exclusively with dispute resolution matters, cannot 

serve as a basis for jurisdiction of this Tribunal. 

39. Claimant might argue that some tribunals have applied the MFN clause to procedural 

issues.21 However, the Tribunal should not accept such a line of argument because the 

cases where the MFN clause was applied to procedural issues clearly differ from the 

dispute at hand. In all of these cases MFN clauses contained in the basic treaties were 

broadly phrased and covered, without limitations, any treatment of investments. 

Therefore, although there might be cases where the MFN clause can be extended to 

dispute resolution matters, it is widely accepted in arbitral theory and practice that this 

cannot be justified when parties to a BIT have clearly excluded dispute resolution 

provisions from the scope of the MFN clause as they did in the case at hand.22 The 

more recent cases on the question of the MFN treatment and dispute settlement, such 

as Salini v. Jordan and Plama v. Bulgaria, appear to indicate an increased focus by 

tribunals upon the specific text of the treaty as the most authoritative expression of the 

contracting parties’ intention.23 Therefore, the narrowly worded MFN clause in the 

present case differs from those that served as a basis for allowance of extension of the 

MFN provisions to dispute settlement mechanisms. 

40. In addition, Respondent once more points the Tribunal’s attention to the principle of 

teleological interpretation, according to which every term in a treaty should be given 

some effect.24 It is hard to believe that the parties included paragraph 2 and 3 to the 

MFN clause and still had the intention of keeping the same broad scope that 

paragraph 1 gives to the MFN clause. 

41. In conclusion, the Parties to the Bergonia – Conveniencia BIT have clearly shown the 

intention to exclude dispute resolution matters from the scope of the MFN clause 

                                           
21 Maffezini v. Spain, Siemens v. Argentina, Gas Natural v. Argentina, Suez v. Argentina and RosInvest 
v. Russia. 
22 Gaillard, p. 3; Teitelbaum, pp. 228-229. 
23 Fietta, p.132. 
24 Kahn, p. 5. 
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contained in Art. 3 and, therefore, Art. VI(8) of the Bergonia – Tertia BIT should not 

be applied. 

 

b) Art. VI(8) of Bergonia – Tertia BIT cannot be applied in the present case  

 

42. As previously explained in paras 35-41, although Bergonia – Conveniencia BIT 

contains MFN clause, dispute resolution matters are excluded from its scope. If, 

however, for some reason the Tribunal decides to extend this clause, Respondent 

submits that, nevertheless, Art. VI(8) of Bergonia – Tertia BIT cannot be applied 

since it was specifically negotiated and according to Art. I(2) of Bergonia – Tertia 

BIT, Respondent may deny Claimant the benefits of Art. VI(8).25 

43. Bergonia – Tertia BIT in its Art. VI(8) states that any company legally constituted 

under applicable law of one Party shall be treated as a company of the other Party if, 

immediately before the occurrence of events giving rise to the dispute, it was an 

investment of nationals or companies of the other Party. Indisputably, a more 

favorable treatment is given to investors of a third State, Tertia. However, these terms 

were specifically negotiated between Bergonia and Tertia and Art. I(2) which states 

that: 

“Each Party reserves the right do deny to any company the advantages of 
this Treaty if national of any third country control such company and, in 
the case of a company of the other Party, that company has no substantial 
business activities in the territory of the other Party or is controlled by 
nationals of a third country with which the denying Party does not 
maintain normal economic relations.” (emph. add.) 

44. Denial of benefits stipulated in this article blatantly proves that the parties’ intent was 

to negotiate specific terms which are to be denied to anyone except the signees. 

Therefore it is obvious these provisions:  

“due to their significance and importance, go to the core of matters that 
must be deemed to be specifically negotiated by the Contracting Parties.”26

45. Without these provisions BIT would not have been signed. Claimant might try to 

distract the Tribunal claiming that Tecmed case dealt with retroactive application of 

                                           
25 Minutes, para. 14. 
26 Tecmed v. Mexico, para. 69. 
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the BIT and that it was the only reason why the tribunal rejected application of the 

MFN clause. This is not true and Respondent hopes that the Tribunal will agree that 

specifically negotiated terms cannot only refer to retroactivity. Although Tecmed case, 

to the best of Respondent’s knowledge, is the only one which refers to this subject in 

ISCID caseload, it cannot be regarded as limitation to definition of “specifically 

negotiated terms”.   

46. Respondent further submits that Art. VI(8) of Bergonia - Tertia BIT can be invoked 

only in conjunction with Art. I(2) of the same BIT, which consequently denies 

Claimant the benefits established by this BIT. Should the tribunal decide that the 

relevant foreign control is exercised by MedX, it should firstly determine whether 

MedX has “substantial business activities” in the territory of Bergonia. Respondent 

submits that MedX rents a small office and has only two employees27 – activity that 

can hardly be regarded as substantial. Furthermore, if the Tribunal decides that 

relevant control is found through MedSciences and Dr. Frankensid, MedSciences has 

Laputan nationality and there have been tensions between Bergonia and Laputa since 

Laputa has imposed sanctions on several occasions.28 On that account, Respondent 

would have the right to deny benefits since “it does not maintain normal economic 

relations” with Laputa. As it can be seen in both cases outcome is the same – denial of 

benefits. 

47. Claimant also might submit that the MFN clause relates only to more favorable 

treatment and that the application of all disadvantageous provisions from the third – 

party BIT should be rejected. Respondent urges the Tribunal not to allow “cherry – 

picking” hence if Claimant wants to benefit from the third – party BIT, it must accept 

the disadvantages from that BIT as well. A third party BIT can only be applied as a 

whole.  

48. In addition, Respondent would like to point out once more that it has never agreed to 

treat Claimant as a foreign investor nor has it indirectly treated it as such (e.g. in terms 

of special registrations, investment agreements, taxation, privileges, patent application 

fees/procedures).29  

                                           
27 Clarifications, response to request No. 76. 
28 Clarifications, response to request No. 36. 
29 Clarifications, response to request No. 14. 
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49. In conclusion, Respondent states that the Tribunal should not accept its jurisdiction 

since it has proven beyond any doubt that Claimant clearly cannot be treated as a 

national of Conveniencia for the purposes of this dispute. 

 

II THE DISPUTE DOES NOT ARISE DIRECTLY OUT OF AN 

INVESTMENT 

 

50. This dispute has arisen from Bergonian Patent No. AZ2005 (hereinafter Patent) 

registered in Bergonia by Claimant.30 Respondent submits that in the present case the 

dispute does not arise directly out of an investment since the Patent cannot be treated 

as an investment within the meaning of Art. (1)(1) Bergonia – Conveniencia BIT (1). 

Even if for some reason the Tribunal disagrees, the Patent does not fulfill the 

objective definition of investment under Art. 25(1) of the ICSID Convention (2), 

therefore not satisfying the so-called “two-fold” or “double-barrelled test”.31 

 

1. The subject of the dispute is not an investment within the meaning of Art. 

(1)(1) Bergonia – Conveniencia BIT 

 

51. Respondent does not contest that patents per se are included are within the scope of 

Art. 1(d) of the Bergonia-Conveniencia BIT. However, taking into account all of the 

circumstances of the case at hand, uncritical application of this Article by the Tribunal 

would lead to an unjust result. 

52. Namely, Respondent submits that the fact that Claimant has ownership rights over the 

Patent does not constitute an investment. The definition offered by the Bergonia-

Tertia BIT is asset based, but in this case it is not enough to merely investigate the 

formal existence of the investment, because closer examination, as will be shown, 

indicates that Claimant’s investment is actually just an “empty shell” and that true 

substance of the investment was created and transferred by a third parties. 
                                           

30 Uncontested facts, para. 5. 
31 Ceskoslovenska Obchodni Banka v. Slovakia, para. 68; Salini v. Moroco, paras. 44, 52; Joy Mining v. 
Egypt, paras. 49-50; Malaysian Historical Salvors v. Malaysia, para. 55. 
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53. As is stated in doctrine, there is a strong opinion that in order to have an investment 

there must be a transfer or a movement in capital, namely: 

“that the origin of capital should be known and that it must clearly 
transpire that the capital moved across borders.”32

 

54. In this case the true capital that moved across the borders is the developed invention, 

technology, which is the basis for the issuance of the patent AZ2005. But this actual 

investment practically has no meaningful relation to Claimant or its efforts. As is clear 

from the record, all the expenses and other R&D efforts were borne by MedScience, 

and not MedBerg.33 On the global level, the dissemination of technology behind 

Patent AZ2005 is in the hands of MedX and its subsidiaries, and not MedBerg.34 Only 

connection MedBerg had with the Patent was the fact that invention was ultimately 

assigned to it in a transaction that had no actual relation with investing in Bergonia, 

but with shareholding of a company in Conveniencia.35 Practically, all the necessary 

data and technology needed for the issuance of Patent were transferred to Bergonia by 

MedX. MedBerg was only a receiver of this, and all Claimant actually did was to 

register the Patent, which is a mere formality that essentially should not be considered 

an investment. Respondent submits that the only entity that could rightfully claim to 

have actually made a capital transfer necessary for the investment is MedX, which did 

not do so.  

55. Consequently, the Tribunal should dismiss Claimant’s contention that it has made 

investment in Bergonia. 

 

2. The subject of the dispute is not an investment under Article 25(1) ICSID 

Convention 

 

56. The ICSID Convention gives no definition of “investment”. It simply provides, in Art. 

25(1) , dealing with ICSID jurisdiction ratione materiae, that:  

                                           
32 Schlemmer, p. 58. 
33 Clarifications, response to request No. 105. 
34 Clarifications, response to request No. 101. 
35 Clarifications, responses to requests No. 23 and 74. 
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”[t]he jurisdiction of the Centre shall extend to any legal dispute arising 
directly out of an investment.”36  

57. The lack of definition deliberate since any specific definition risked excluding new 

and innovative forms of economic activity from coverage.37 A perusal of cases that 

have come before ICSID tribunals show that they have covered widely diverse areas 

of activity (building and operation of hotels, mining of minerals, manufacturing of 

plastic bottles, banking, etc.) and investments in sense of the Art. 25 of the 

Convention may cover almost any economic activity.  

58. Nevertheless, certain features which are typical for most of investments are identified 

in order to help determining if a project is an investment. Those features are certain 

duration, regularity of profit and return, assumption of risk by both sides, substantial 

commitment and significance for the host State’s  development.38 This test, of course, 

is not mandatory, but it presents a good guideline for the Tribunals when deciding.   

59. Therefore, if for any reason the Tribunal refuses to accept the argumentation put forth 

in paras. 56-58 above, Respondent submits still lacks jurisdiction in the case at hand 

since the subject of the present dispute should not be treated as an investment due to 

the fact that it does not fulfill all the criteria needed. Namely, it lacks substantial 

commitment. 

60. Although no quantitative limit is included in the Convention, the tribunals quite 

frequently examine the magnitude of the claimant’s total expenditures in determining 

whether there is an investment.39 Indeed, the epithet “substantial” depends a great 

deal on the position of the parties40 but nonetheless, even for an economically 

underdeveloped State, which Conveniencia is not,41 there must be a borderline which 

would determine if an investment can be accepted as substantial. 

61. Respondent submits that expenditures made by Claimant were not significant enough 

since they only included the registration of patent. Generally speaking, registering a 

                                           
36 ICSID Convention, Art. 25 (1). 
37 Rubins, p. 287. 
38 Fedax v. Venezuela, para. 43; Joy Mining v. Egypt, para. 53; Salini v. Morocco, para. 52; Schreuer1, 
p. 140.   
39 Letco v. Liberia, para. 2(1). 
40 Rubins, p. 298. 
41 Clarifications, response to request No. 89. 
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patent is not financially burdening, especially not for a company with considerable 

incomes. For example in United States of America, the filing fee, search fee and 

examination fee are approximately 1200 dollars42; in European Union these 

expenditures are approximately 3000 euro43 etc. Although there are no official record 

of registration fee in Conveniencia, in the light of this evidence it is obvious that the 

money contribution given by the Claimant is not as significant as it is claimed. 

Although the Convention stays silent on this matter, at some point a line must be 

drawn by the Tribunal and a minimum value of an investment should be determined. 

It is felt by many that the Center should only be concerned with investments of a 

certain magnitude. In fact, the Working Paper provided that, subject to special 

agreement by the parties, the Center would not exercise jurisdiction in respect of 

disputes involving claims of less than 100,000 US $.44 Although this clause was 

eliminated from the Preliminary Draft, it continued to attract the delegates’ attention 

and there was considerable support for introducing a minimum limit in order to 

exclude insignificant claims.45 In the end, it is unlikely that claims worth under 

100,000 US $, would ever be accepted in investor-state arbitration due to the expense 

of prosecuting claims. 

62. Clamant might assert that substantiality of its investment can be perceived in research 

and development of the Patent, but this cannot be taken into consideration since it did 

not participate in these activities – it only enjoyed the benefits of other people’s labor. 

(see paras. 53-54 above)  

63. Respondent would also like to draw the Tribunal attention to the fact that in 37 years-

long case history, not one subject of dispute was related exclusively to patents. In 

conclusion, Respondent submits that the Tribunal should not accept jurisdiction since 

it has been proven that the Patent does not fulfill all of the features to be considered as 

an investment within the meaning of Art. 25(1) of the ICSID Convention.  

 

                                           
42 US Patent Office. 
43 European Patent Office. 
44 Drafting History, p. 34. 
45 Schreuer, para. 83. 
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PART TWO: RESPONDENT HAS NOT VIOLATED ITS OBLIGATIONS 

REGARDING CLAIMANT’S INVESTMENT. 

 

64. As has been previously explained in Part One, Respondent submits that the Tribunal 

has no jurisdiction in the present case. However, if the Tribunal decides that it has 

jurisdiction in the present case, Respondent submits that it has in no manner violated 

obligations it had towards Claimant or its investment. 

65. Having in mind that the Parties have not agreed on the applicable law in the present 

case, the Tribunal should reach its decision by relying on applicable rules of 

international law and domestic law of Bergonia, to the extent that it is in compliance 

with international law.46 

66. Contrary to Claimant’s contentions,47 Respondent submits that issuance of 

compulsory license related to the Patent is not unlawful (I). In addition, Respondent 

treated Claimant in accordance with all standards required by general international 

law and applicable treaties (II). 

 

I RESPONDENT’S ISSUANCE OF COMPULSORY LICENSE IS NOT 

UNLAWFUL 

 

67. Respondent submits that compulsory license issued in relation to the Patent cannot be 

deemed as unlawful by the Tribunal because it does not amount to expropriation as 

sanctioned in applicable international investment law (1). Alternatively, even if 

Respondent’s compulsory license is considered as an expropriation, it still fulfills all 

necessary conditions for a lawful expropriation (2).  

 

 

 

                                           
46 ICSID Convention Article 42(1); Redfern/Hunter/Blackaby/Partasides, paras. 11.19-11.22. 
47 Minutes, para. 14. 
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1. Compulsory license does not amount to expropriation 

 

68. Respondent submits that the compulsory license issued in relation to the Patent does 

not constitute an expropriation. Firstly, actions taken by Respondent do not meet the 

threshold of expropriation (a). Furthermore, the issuance of the said license represents 

a legitimate and allowed state regulatory action which does not fall within the scope 

of expropriation (b). Alternatively, compulsory licenses are in any case excluded as 

expropriation measures by the virtue of Art. III(4) of Bergonia-Tertia BIT, if the 

Tribunal decides to apply this BIT (c). 

 

a) Respondent’s actions do not amount to expropriation 

 

69. Respondent submits that actions taken in relation to the Patent do not constitute an 

expropriation and that all contrary contentions by Claimant48 should be disregarded 

by the Tribunal. As is generally established, expropriations can take the form of direct 

and indirect expropriations or takings.49 Indirect expropriations can also be described 

as measures tantamount to expropriation, de facto expropriations and similar terms, 

but Respondent submits that there are no essential differences between these terms.50 

As can be seen from the facts, neither form of expropriation is present in the case at 

hand. 

70. Direct takings are characterized by the transfer of title over property, depriving the 

former owner of ant rights toward the expropriated investment.51 It is obvious and 

uncontested by Claimant that no direct taking has taken place in the present case. 

Claimant’s title as the owner of the Patent is by no means in question.52  

71. Claimant might argue that Respondent’s actions constitute an indirect expropriation of 

Claimant’s property. Respondent submits that existence of expropriation should be 

                                           
48 Minutes, para. 14. 
49 UNCTAD Taking of Property, pp. 11-12.  
50 McLachlan/Shore/Weiniger, p. 292; Dolzer/Stevens, p. 99; Feldman v. Mexico, para. 366. 
51 UNCTAD Taking of Property, pp. 11-12.  
52 Uncontested facts, para. 5. 
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assessed in the light of the following criteria that have been set out in legal doctrine: 

degree of interference with the investment, durational aspect of the host State’s 

actions, (non)existence of the enrichment of the host State and, finally, host State’s 

intentions.53  As will be shown, examination of all of these criteria indicate that there 

is no indirect expropriation in the present case. 

72. Firstly, the interference with the Claimant’s investment in the present case should 

have been substantial, significant or radical in order to be treated as an 

expropriation.54 The meaning of substantiality requirement has been defined in case 

law as the existence of a persistent or irreparable obstacle to the enjoyment of the 

investment.55 It is clear that no such irreparable obstacle exists in the present case. 

Claimant still enjoys practically every right related to the Patent, for example to use 

the Patent itself or import patented products (which it continues to do56). Actually, 

Claimant is in a position to enjoy further financial benefit from its Patent as he is 

offered royalties by the Bergonian IP Office.57 What is more, Claimant still enjoys the 

right to license the Patent since nothing in the facts of the case indicates that the 

issued compulsory license prohibits Claimant from issuing its own licenses under new 

license agreements and conditions it sees fit. The issued compulsory license, as 

explained in paras. 118-119, can be deemed as just another business circumstance or 

risk that should have been taken into account by Claimant at the moment of making 

its investment. Thus, no irreparable damage to the Claimant’s investment has been 

done, it being fully able to enjoy its rights given by the Patent, and no effective 

neutralization of the benefits of the property, as sometimes required in case law,58 has 

actually taken place. 

73. Secondly, important issue that needs to be addressed is whether temporary 

interference (if Respondent’s compulsory license is indeed seen as an interference by 

the Tribunal) could constitute an expropriation. Claimant submits that, as stated in 

                                           
53 Hoffmann, pp. 156-164. 
54 McLachlan/Shore/Weiniger, pp. 296-297. 
55 PSEG v Turkey, paras. 272 et seq; Enron v Argentina2, paras. 234 et seq. 
56 Clarifications, response to request No. 19. 
57 Uncontested facts, para. 8. 
58 CME v. Czech Republic, para. 236. 
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cases such as Tecmed, Tippets and Phelps Dodge,59 this interference must be 

permanent and irreversible. This condition is obviously not met in the case at hand, as 

Respondent’s compulsory license is limited in its duration to 48 months60. Even if the 

Tribunal would find that temporary measures might constitute an expropriation, 

Respondent submits that the duration necessary for the existence of expropriation 

must be examined in the light of specific circumstances of each case.61 In the present 

case the 48 month period is not dictated by expropriatory intentions but by the 

empirical and medical necessity to establish the efficiency of the Patent in reducing 

obesity.62 Anyhow, the limited duration of the compulsory license is an indication of 

the fact that there has been no expropriation. 

74. Thirdly, it has been admitted in case law that for the existence of expropriation it is 

necessary that the entity conducting allegedly expropriatory measures (in this case 

Respondent) directly benefits from the conducted measure.63 This has been stated, for 

example, in Olguin v Paraguay64 and Lauder v Czech Republic65. The Government of 

Bergonia has not directly benefited from the compulsory license in any manner. 

Nothing in the facts of the case indicates that Respondent obtained any financial or 

other benefit from the compulsory license or that any entity directly related to the 

Respondent obtained such benefit. The positive impact that this compulsory license 

has on the overall health of Bergonian population cannot be attributed as a material 

benefit to Government of Bergonia, as such equating of Respondent and population 

would be obviously blatantly wrong. Thus, Respondent’s actions do not fulfill this 

criterion in order to be considered expropriatory. 

75. Finally, the intentions of the State government play a role in determining the existence 

of expropriation.66 While certain tribunals relied on this intention exclusively in 

                                           
59 Hoffmann, p. 159. 
60 Clarifications, response to request No. 24. 
61 Hoffman, p. 160. 
62 Clarifications, response to request No. 66. 
63 Hoffmann, p. 160. 
64 Olguin v Republic of Paraguay2, para. 84. 
65 Lauder v Czech Republic, para. 203. 
66 Hoffmann, p. 161; McLachlan/Shore/Weiniger, p. 301. 
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determining whether expropriation occurred,67 and others took in into consideration 

alongside other factors68 it should still be assumed that State intentions are to be taken 

into serious consideration. Respondent’s intentions in the case at hand were clear, and 

were not expropriatory in nature. As explained in paras. 99-100, Respondent’s actions 

were at all times aimed at improving the general health of the population and fighting 

the serious health problem of obesity. Nothing in the facts indicates that Respondent 

had an intention to harm Claimant’s interests, its investment or its position in 

Bergonia.  

76. When all of the above mentioned circumstances are taken into account it can be 

concluded that there is no basis for the Tribunal to consider Respondent’s actions as 

an act of expropriation and that Claimant should have no right to remedy in this 

aspect. 

 

b) Respondent’s issuance of compulsory license is state regulatory action   

aimed at public welfare 

 

77. As has been stated in investment case law and supported in doctrine, the general body 

of precedent usually does not treat regulatory action as expropriation.69 Additionally, 

it has been stated in doctrine that protection of investor’s expectations must be 

qualified by the need to maintain a reasonable degree of regulatory flexibility on the 

part of the host State to respond to changing circumstances in the public interest.70 

More specific criteria that this regulatory action by the State should fulfill have been 

aptly summarized by the Tribunal in the Methanex case: 

“as a matter of general international law, a non-discriminatory regulation 
for a public purpose, which is enacted in accordance with due process and, 
which affects, inter alia, a foreign investor or investment is not deemed 
expropriatory and compensable unless specific commitments had been 
given by the regulating government to the then putative foreign investor 

                                           
67 CCL v Republic of Kazakhstan, p. 173. 
68 Tecmed v Mexico, para. 116;  
69 S.D Myers, para. 281; Reinisch, p. 432. 
70 McLachlan/Shore/Weiniger, p. 239. 
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contemplating investment that the government would refrain from such 
regulation.”71(emph. add.) 

 

78. As can be seen from the facts of the case at hand, Respondent’s issuing of compulsory 

license fulfills all of the necessary criteria. Namely, it is non-discriminatory, aimed at 

a public purpose, enacted in due process and does not contravene any specific 

commitments given by the Government of Bergonia. 

79. Non-discriminatory character of the measure is explained in detail in paras. 101-102, 

but it suffices here to remind that compulsory license was issued as a part of package 

of other measures,72 that other compulsory licenses have been issued in regards to 

domestic entities73 and that the main reason for this particular compulsory license can 

be seen in the effectiveness of the Patent74 and not nationality of the investor. The fact 

that compulsory license has been issued to domestic companies gains in importance 

because it has been stated that one test that can indicate whether or not regulation is 

intended for expropriation is whether this regulation is also applied to locally-owned 

enterprises.75 Since this is the case, it is clear that Respondent does not use 

compulsory licenses as a mean of discriminatory expropriatory measure. 

80. Public purpose of the compulsory license should not come into question in the present 

case. Such legitimate purposes are actually a key point in distinguishing true allowed 

regulatory measures.76 Bergonia has a long-standing obesity problem, spanning 

appallingly high percentage of population77 and causing numerous medical 

problems.78 The importance of resolving this problem in order to promote public 

welfare is beyond doubt, and exclusion of public health measures from the scope of 

expropriatory measures is present in recent BIT developments.79 

                                           
71 Methanex v USA, Part IV-Chapter D, para. 7. 
72 Clarifications, response to request No. 85. 
73 Clarifications, response to request No. 83. 
74 Clarifications, response to request No. 68. 
75 McLachlan/Shore/Weiniger, p. 308. 
76 Reinisch, p. 434. 
77 Clarifications, response to request No. 65. 
78 Clarifications, response to request No. 40. 
79 Draft US Model BIT (2004), Annex B, Article 4(b). 
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81. Respondent followed due process requirements demanded by the domestic law of 

Bergonia, as is explained in detail in paras. 108-111.  

82. Finally, Respondent’s actions did not contravene any specific commitments given to 

the investor as there were no such commitments by the Government of Bergonia 

towards Claimant. Nothing in the facts of the case indicates that Respondent gave 

Claimant any specific assurances about not issuing compulsory license in relation to 

the Patent. As will be explained in para. 118, the possibility of compulsory license 

being issued was always present and known not only to Claimant but to all possible 

foreign investors. 

83. Consequently, it can be concluded that Respondent’s issuance of compulsory license 

falls within the scope of state regulatory action which does not entitle Claimant to any 

other special remedy or compensation not already offered by Respondent. 

 

c) Compulsory licenses are not to be considered expropriation according   

to Article III(4) of Bergonia-Tertia BIT 

 

84. As explained in paras. 42-49, Claimant cannot invoke the terms of Bergonia-Tertia 

BIT in a manner it contends.80 Even if Claimant is to invoke the terms of Bergonia-

Tertia BIT, these terms should be applied in their wholeness in order to avoid unfair 

results (see para. 47). Specifically, regarding the alleged expropriation due to the 

issuance of compulsory license, Respondent submits that Article III(4) of the 

Bergonia-Tertia BIT, which sanctions the prohibition of expropriation and prescribes 

the conditions for lawful exceptions, should be applied. 

85. Article III(4) of Bergonia-Tertia BIT states: 

“ This Article does not apply to the issuance of compulsory licenses 
granted in relation to intellectual property rights in accordance with the 
TRIPS Agreement, or to the revocation, limitation, or creation of 
intellectual property rights, to the extent that such issuance, revocation, 
limitation, or creation is consistent with the TRIPS Agreement.” 

 

                                           
80 Minutes, para. 14. 
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86. Facts of the case at hand clearly fulfill the criteria set above. Respondent issued a 

compulsory license81 and this license was issued in relation to a patent, which 

undoubtedly falls under the scope of intellectual property rights.82 More importantly, 

this compulsory license was issued in accordance with the TRIPS Agreement. 

87. Article 31 of the TRIPS Agreement contains necessary conditions for the compulsory 

licenses to be legal. First requirement, found in Art. 31 (a) is that authorization of 

such use shall be considered on its individual merits, which is clearly fulfilled in the 

present case as Respondent did not issue large scale compulsory license for an 

undetermined number of products but a very patent-specific license motivated by the 

products efficiency83 and widespread health problems of the population.84 

88. Secondly, according to Art. 31 (b), compulsory license may only be permitted if, prior 

to such use, the proposed user has made efforts to obtain authorization from the right 

holder on reasonable commercial terms and conditions and that such efforts have not 

been successful within a reasonable period of time. This requirement may be waived 

by a Member in the case of national emergency or other circumstances of extreme 

urgency or in cases of public non-commercial use. The issue who can be assessed as a 

proposed user is not easy to resolve, as the language in this paragraph has been 

deemed as unclear and open to different interpretations.85 Respondent submits that by 

examining circumstances of the case (the fact that BioLife was the previous licensee 

under the License Agreement and that it later invoked the compulsory license) it is 

strongly indicated that BioLife can be given such a status. Accordingly, it can be 

concluded that BioLife’s efforts to obtain authorization from Claimant, based on 

commercial terms of the License Agreement and unreasonably cut short by 

Claimant,86 fulfilled one of the possible conditions for the issuance of the compulsory 

license.  

89. However, even if this reasoning is not accepted by the Tribunal, compulsory license is 

still lawful bearing in mind the existence of urgency in which Respondent found itself 
                                           

81 Uncontested facts, para. 8. 
82 Torremans, p. 4. 
83 Clarifications, response to request No. 68.  
84 Clarifications, responses to requests No. 40 and 65. 
85 Carvalho, p. 321. 
86 Uncontested facts, para. 6. 
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in. Apart from the fact that widespread obesity was a serious medical problem, which 

could in itself be deemed as an urgent situation, the necessity for the products 

manufactured using the Patent became more acute after the cancellation of the 

License Agreement.87 It is of utmost importance to take into consideration that 

Member States to TRIPS Agreement have every right to determine for themselves 

when a certain situation constitutes a national emergency or a situation of extreme 

urgency.88 Bearing all this in mind, Respondent had a right to issue compulsory 

license even without any efforts by BioLife. Additional condition of informing 

Claimant as soon as reasonably practicable was also fulfilled.89 

90. Thirdly, the scope and duration of the compulsory license was limited to the purpose 

for it was issued, as is required by Art. 31 (c) and clear from the facts.90  

91. Fourthly, the issued compulsory license is non-exclusive (obvious from the fact that 

compulsory license was invoked by six different entities91) as is necessary under Art. 

31 (d).   

92. Fifthly, Art. 31 (e) states that license must be non-assignable. Assignment of the 

compulsory license would encompass both transfer of the title or certain rights 

obtained by invoked compulsory license (i.e. (sub)licensing).92 There is no evidence 

that in this case there was any occurrence of such behavior.   

93. Sixthly, as required by Art. 31 (f) manufactured products were used to predominantly 

supply the domestic market. Despite the fact that there have been some exports and 

that there are no conclusive data about their amount in relation to the total of products 

manufactured, circumstances of the case strongly indicate that the manufactured 

products were used to supply domestic market. Domestic and not foreign health issues 

were the main motive for the issuance of the compulsory license in the first place.93 

Furthermore, only three of the companies which invoked the compulsory license 

                                           
87 Clarifications, response to request No. 26. 
88 Declaration on the TRIPS Agreement and Public Health, para. 5 (c). 
89 Clarifications, response to request No. 46. 
90 Clarifications, response to request No. 66. 
91 Uncontested facts, para. 8. 
92 Carvalho, p. 328. 
93 Uncontested facts, para. 7. 
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actually engaged in exports94 and even these companies exported amounts that have 

been described as “some of the product”95(emph.add.) and significant portion,96 but 

not as predominant or main. Finally, the increase of sales in domestic market97 also 

indicates the products’ increased availability, which would be unlikely if the 

predominant part of the manufactured products was exported. 

94. Seventhly, compulsory license, in addition to being limited in duration was also under 

scrutiny of the Bergonian IP Office which had rights to manipulate the license as 

needed by the circumstances,98 as is required by the Art. 31 (g) of TRIPS. 

95. Eighthly, Claimant was offered adequate remuneration, as is required by Art. 31 (h) 

and which is elaborated in detail in paras. 103-107. 

96. Finally, the requirements of Art. 31 (i) and (j) for review of the decisions about the 

issuance of the license and offered remuneration (essentially due process 

requirements) are fulfilled as explained in paras. 108-111. 

97. In conclusion, Respondent fulfilled all the necessary conditions found in Art. III(4) of 

Bergonia-Tertia BIT. Consequently, the issued compulsory license does not fall 

within the scope of expropriation and should not be discussed as such by the Tribunal.  

 

2. Even if Tribunal considers compulsory license as an expropriation, all criteria 

for lawful expropriation are fulfilled 

 

98. Even if the Tribunal decides to consider compulsory license as an expropriation, 

Claimant submits that States have the right to expropriate and even indirect 

expropriation can be lawful provided that the necessary conditions set out in 

applicable BITs and international law in general are fulfilled.99 In the case at hand, 

the criteria for assessing lawfulness of an indirect expropriation should be found in 

                                           
94 Uncontested facts, para. 8. 
95 Ibid. 
96 Clarifications, response to request No. 61. 
97 Clarifications, response to request No. 19. 
98 Clarifications, response to request No. 66. 
99 Reinisch2, p. 176. 

  26



the applicable Bergonia – Conveniencia BIT and in international law, and they are the 

following100 : (a) taking must serve a public purpose; (b) there should be no 

discrimination; (c) adequate compensation must be paid; and (d) due process must be 

observed. It must be emphasized that all of these conditions must be fulfilled 

cumulatively in order for an expropriation to be lawful. Respondent submits that 

issuance of compulsory license and other measures fulfilled all of these requirements. 

 

a) Compulsory license was issued for a public purpose 

 

99. According to Art. 4 of the Bergonia - Conveniencia BIT, expropriation is allowed if it 

is needed for the public benefit. Respondent submits that products based on the Patent 

have significant impact on regulating domestic medical needs. Consequently, the 

issuing of compulsory license was needed for improvement of the public benefit. 

Obesity presents a grave threat to public welfare of Bergonia, as it is widespread101 

and causes numerous associated health problems for a large part of the population.102 

It is clear that subduing this problem would enormously help the public welfare and 

thus all measures aimed at it should be considered as having a public purpose. The 

gravity of the problem that obesity presents is emphasized for example by the 

foremost health authorities, such as World Health Organization and their 

publications.103 It is important to note that compulsory license is not the only measure 

taken by the Respondent,104 but only one part, indicating clear intent to help a public 

cause and lack of other, hidden motives. 

100. It is easy to establish that the issued compulsory license has a clear public purpose. 

Patent AZ.2005 is considered to be the most effective treatment for the obesity 

problem in Bergonia.105 It was thus necessary to make it as available to Bergonian 

population as possible. Compulsory licenses in general allow the lowering of prices 

                                           
100 UNCTAD Taking of Property, pp. 12-13. 
101 Clarifications, response to request No. 65. 
102 Clarifications, response to request No. 40. 
103 WHO Obesity. 
104 Clarifications, response to request No. 85. 
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due to domestic manufacture and this has been confirmed in practice.106 This results 

in increased availability of products to the domestic population and this increased 

availability is strongly indicated by the increase in sales of the products manufactured 

under the Patent after the issuance of compulsory license.107 This shows that 

compulsory license is reaching its public purpose goal and is fully justified, thus 

making this condition for lawful expropriation fulfilled.  

 

b) There was no discriminatory behavior 

 

101. Discriminatory action, as can be inferred, exists when the taking is conducted on 

singled out persons or entities, in an arbitrary manner or without legitimate 

justification.108 However, Respondent did not in this case arbitrarily or 

discriminatorily single out Claimant. It can clearly be concluded that the reason for 

issuing compulsory license in regards to Claimant’s investment is the fact that this 

investment would more than any other help promote public benefit, since Patent is 

most effective obesity cure on the market.109 There is no evidence that Respondent 

had other motives, such as Claimant’s nationality, which is often cited as a possibility 

in practice.110 This is especially obvious from the fact that compulsory licenses had 

been issued in the past in relation to domestic entities111 and they are, thus, not 

something reserved just for the Claimant or foreign investors. Claimant could argue 

that there was discrimination based on the fact that there are other entities in the same 

business sector to which no similar measure was taken.112 However, this is clearly 

unfounded as there was no reason to conduct such measures when these entities had 

                                           
106 Khor, pp. 5-10. 
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no effective product.113 In addition, as explained in paras. 99-100, Respondent had 

legitimate justification for its actions. 

102. In conclusion, it is apparent that there was no discriminatory behavior and that this 

condition for existence of lawful expropriation is also fulfilled.  

 

c) Adequate compensation was offered to Claimant 

 

103. As set out in Art. 4 of the Bergonia - Conveniencia BIT, the compensation for 

expropriation needs to be prompt, adequate and effective (which corresponds to the 

so-called Hull formula, expressing minimum customary international law 

standard114). In the case at hand, compensation offered by the Bergonian IP can be 

considered prompt, adequate or effective compensation. 

104. Since the issue of compulsory license regarding patents is predominantly an issue 

related to intellectual property rights, Claimant submits that relevant standards of 

royalty fees in cases of compulsory licenses should be taken into account. This is in 

accordance with the view that legal rules deriving from investment and non-

investment obligations ofter complement and reinforce each other.115 Respondent 

does not contest that in investment case law there is a standard of the necessary 

compensation being equal to what could be obtained between willing buyer and 

seller116 and in comparable transactions.117 However, as has been stated in doctrine 

and confirmed in practice, royalty fees in cases of compulsory licenses are not to be 

equated with commercial ones, as such demands would put States using compulsory 

licenses in serious problems and could actually make the whole system of compulsory 

licenses meaningless.118 Accordingly, Claimant submits that adequate compensation 

in the present case is to be determined by combining the standards existing in 
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international investment law and international intellectual property law. As can be 

seen from the facts of the case, such adequate amount was offered by the Respondent. 

105. If the amount of royalty fee from the License Agreement is to be considered as the 

one that would exist between willing buyers and sellers and License Agreement is 

considered as a comparable transaction, then this amount would present a commercial 

royalty fee. As explained above, in cases of compulsory licenses such a fee is to be 

taken as a ceiling. Thus, Respondent was justified in offering a lower royalty fee. 

However, adequacy of the compensation is obvious from the fact that, despite existing 

similar cases in comparative practice,119 Respondent did not offer drastically lower 

fee. On the contrary, the offered fee was only moderately lower than the one which 

existed in the License Agreement,120 making it in perfect accordance with existing 

international intellectual property law and at the same time perfectly acceptable in 

terms of international investment law. At the same time it should be noted that this fee 

was offered from six sources instead of one as was the case with the License 

Agreement, thus potentially increasing Claimant’s revenues beyond its expectations in 

Bergonian market and further adding to the adequacy of the compensation. 

106. As for the promptness of the compensation, it can be seen that the fee was offered on 

a yearly basis121 thus negating any possibility of unclear or indefinitely prolonged 

deadlines for the payment of the compensation. Furthermore, the fee was actually 

collected and offered to Claimant,122 making it obvious that Respondent had an actual 

and not only expressed will to pay a prompt compensation. 

107. Regarding effectiveness of the compensation, it has been stated in doctrine that this 

condition requires that offered compensation is expressed in convertible currency and 

easily transferable out of the country. 123 As can be seen from the fact of the case, the 

fee was expressed in Bergonian currency and there have been no recorded problems 

in transferability of funds between Bergonian and Conveniencian currency.124 There 
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122 Uncontested facts, para. 8. 
123 Reinisch2, p. 196. 
124 Clarifications, response to request No. 85. 

  30



is nothing else in the fact of the case that could possibly indicate that effectiveness of 

the compensation would be hindered in any manner. 

 

d) Due process requirements were followed 

 

108. Art. 4 of the Bergonia - Conveniencia BIT demands that the expropriation is 

performed in accordance with the applicable laws, which is a formulation that fits the 

requirement widely known as due process in international investment law and 

international law in general.125 Respondent submits that this condition is not 

considered to be universal126 and that Tribunal should take this into account despite of 

the due process requirement found in the Bergonia-Conveniencia BIT. However, even 

if Tribunal is to address this issue in its full scope, Respondent still fulfilled this 

criterion by providing Claimant with necessary due process. 

109. Applicable laws in the present case are the laws of Bergonia, and these laws are 

modeled in accordance with TRIPS Agreement.127 Accordingly, in order for due 

process requirements to be followed in regards to compulsory licenses, Respondent 

needed to observe the conditions set out in Art. 31 (i) and (j) of the TRIPS 

Agreement. These requirements are that in relation to the decision to issue 

compulsory license and to the amount of the offered remuneration there must be a 

possibility of judicial review or other independent review by a distinct higher 

authority. These requirements are fulfilled. As can be seen from the facts of the case, 

after Bergonian IP Office issued the compulsory license Claimant was able to appeal 

to Patent Review Board. Since this board is clearly not the same organ which issued 

the compulsory license (being clearly stated as a separate body and consisted out of 

judges and not IP Office employees) it can be concluded that it is a distinct authority. 

Furthermore, as it is in a position to act on appeal on IP Office decision128 and thus 

quash them if necessary, it is clear that it acts as a higher authority. As for the 

independent review, since this review is conducted by the Bergonian judges which are 
                                           

125 UNCTAD Bilateral Investment Treaties 1995-2006, p. 47. 
126 UNCTAD International Investment Agreements, p. 235; Muchlinski2, p. 692. 
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in no manner otherwise part of Bergonian IP Office, it can be safely concluded that 

they are in a position to offer independent review, in a quasi-judicial manner 

obviously differentiated from the regular administrative dealings of the IP Office. On 

top of this, it is clear form the facts of the case that all proceedings before the Patent 

Review Board in general follow all due process requirements.129 

110. When all the circumstances are taken into consideration, it can be concluded that 

Respondent followed all necessary due process requirements in regards to the 

issuance of the compulsory license. 

111. Consequently, since all of the requirements for lawful expropriation are fulfilled there 

is no basis for any remedies in favor of Claimant even if the Tribunal considers 

Respondent’s actions to constitute an expropriation.  

 

II RESPONDENT PROVIDED CLAIMANT’S INVESTMENT ALL 

REQUIRED STANDARDS OF TREATMENT 

 

112. Respondent provided Claimant’s investment the standard of treatment that was 

guaranteed both by the Bergonia-Conveniencia BIT as well as by the customary 

international law, and refrained from any unlawful interference with the Claimant’s 

investment. In particular, Claimant’s investment was afforded fair and equitable 

treatment (1), full and constant protection and security (2), and national treatment (3). 

Furthermore, all Respondent’s actions were reasonable and non-arbitrary (4). 

 

1. Respondent provided Claimant fair and equitable treatment 

 

113. Art. 2(2) of the Bergonia-Conveniencia BIT provides that each Contracting State shall 

at all times accord in its territory to investments of investors of the other Contracting 

Party fair and equitable treatment. At all times, Respondent provided Claimant’s 

investment fair and equitable treatment. 
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114. Due to the abstract nature of the fair and equitable treatment standard there have been 

several interpretations thereof in scholarly writings, judicial decisions and government 

statements. Two main interpretations that have surfaced are that, on the one hand, this 

standard should be equated with the customary international law minimum standard, 

and, on the other hand, that this is an autonomous self-contained concept that is 

different from the customary international law minimum standard.130 Respondent 

contends that either of these interpretations leads to the same conclusion: that 

Respondent did not breach Art. 2 of the Bergonia-Conveniencia BIT. 

 

a) Respondent provided Claimant fair and equitable treatment defined as an 

autonomous self-contained concept 

 

115. Should the Tribunal interpret the fair and equitable treatment standard in light of its 

“additive character,” under which the fairness and equity elements are distinct from 

the customary international law minimum standard,131 Respondent ascertains that it 

has fulfilled its obligations incumbent in this standard. 

116. More precisely it has been found that this standard requires host States: 

“to provide to international investments treatment that does not affect the 

basic expectations that were taken into account by the foreign investor to 

make the investment.”132

 

117. Respondent has in no way impaired Claimant’s legitimate expectations. It is safe to 

assume that Claimant’s legitimate expectations in regard to its investment in 

Conveniencia were that it would be allowed to perform its ordinary commercial 

activities, namely to import its licensed product and/or license its Patent. Nothing in 

the facts of the case indicates that Claimant had any other special expectations from 

                                           
130 Schreuer2, pp. 9, 17; OECD F&E, p. 2; UNCTAD F&E, pp. 10, 34; Sornarajah, pp. 332-333; 
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its presence in Bergonia. As the facts show, Claimant obtained its Patent, concluded 

the License Agreement with BioLife, and fully enjoyed benefits from it for two 

years.133 Claimant then terminated the License Agreement by its own will134 and 

continued to exploit Bergonian market by importing and selling its products.135 

Nothing in the facts indicates that during all this period Claimant’s expectations 

regarding the treatment of its Patent, products or MedBerg Co. itself were in any way 

impaired.  

118. Claimant could potentially argue that its expectations were not fulfilled because of the 

issuance of the compulsory license. However, this issuance cannot be considered as a 

circumstance that Claimant could not have expected. Specifically, Bergonian laws in 

the area of intellectual property are modeled according to TRIPS.136 These laws 

should have been known by a prudent investor dealing in the same area, as Claimant 

is ought to be considered. Furthermore, since Conveniencia is also a party to the 

TRIPS Agreement, its relevant provisions should have been known to the Claimant as 

his own national law (if Claimant is indeed considered as a foreign entity, see paras. 

17-49). From these facts, it is safe to assume that Claimant was well aware of the 

provisions of Art. 31 of the TRIPS Agreement which allows Member States such as 

Bergonia to enact compulsory licenses under certain conditions, all of which were 

fulfilled in the present case (see paras. 87-97). It was reasonable to expect from 

Claimant that compulsory license could be issued, especially when taking into 

consideration the well-known increasing comparative practice in this regard137 and 

the longevity and seriousness of the obesity problem in Bergonia, including already 

initiated measures against it.138 As has been correctly concluded in doctrine, an 

investor cannot bring a complaint of unfair treatment for a subsequent faithful 

application of host State law it knew beforehand.139  

                                           
133 Uncontested facts, paras. 5-6. 
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119. It must be also taken into account that compulsory license did not end Claimant’s 

business in Bergonia (as explained in para. 72), but merely altered the business 

situation, making this issuance of compulsory license a certain business risk that 

should have been taken into account by the Claimant. As has been famously stated in 

case law: 

“[f]avourable business conditions and goodwill are transient 
circumstances, subject to inevitable changes.”140

 

Consequently, this cannot be deemed as failing the expectations that Claimant could 

have reasonably had. 

120. Furthermore, it must be noted that Claimant itself did not expect to enjoy economic 

benefit from licensing its Patent in the period after the cancellation of the License 

Agreement.141 Such economic expectations have been described as a touchstone in 

assessing the validity of the expropriation claim.142 Consequently, issuance of 

compulsory license did not actually impair Claimant’s expectations in this regard, 

further proving that Claimant’s expectations have been in no way impaired. 

121. The situation could have been different and Claimant’s legitimate expectations could 

have been affected had the relevant State authorities of Bergonia failed to live up to 

the some specific assurances they had given to international investors.143 However, 

facts clearly show that Respondent had not given any specific assurances to Claimant 

as there were not any agreements concluded between MedBerg Co. and Bergonia.144 

Therefore, Claimant could only base its legitimate expectations on the Bergonia-

Conveniencia BIT and the standards which it invokes, as well as the provisions of 

Bergonian law, namely the ones modeled on TRIPS Agreement. As has been shown 

throughout the Memorandum, Respondent fully complied with all of its obligations, 

stemming either from Bergonia-Conveniencia BIT or other instruments of law. Since 

non-impairment of expectations and/or specific assurances has been described as a 
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dominant element of the fair and equitable standard,145 Respondent submits that by 

fulfilling its obligations in this aspect it fully complied with its duties regarding this 

treatment. 

 

b) Respondent provided Claimant fair and equitable treatment defined as 

minimum standard of treatment in international law 

 

122. The second interpretation of the fair and equitable treatment standard is that it is 

sometimes regarded as being equal to the minimum standard of treatment in 

international law.146 It is generally accepted under customary international law that 

foreign investors are entitled to a certain level of treatment, and that any treatment 

which falls short of this level, gives rise to responsibility on the part of the State.147 In 

particular, the international minimum standard encompasses the following obligations 

a host State has towards foreign investors: 1) obligation of vigilance and protection, 2) 

due process, including non-denial of justice and lack of arbitrariness, 3) transparency, 

and 4) good faith.148 It is Respondent’s submission that all of the following 

obligations were met by the Respondent in the present case. 

 

1) Respondent acted vigilantly and protected Claimant’s investment 

 

123. The State has an obligation of vigilance, i.e. an obligation to exercise due diligence in 

protecting foreign investments.149 Such general obligation is supplemented in this 

particular case by the provision of Art. 2(2) of the Bergonia - Conveniencia BIT 

which provides that: 

                                           
145 McLachlan/Shore/Weiniger, p. 234. 
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“[E]ach contracting State shall in its territory in any case accord 
investments by investors of the other Contracting State […] full protection 
under the Treaty.” 

 

124. As is explained in paras. 131-137 below, Respondent acted vigilantly and provided 

Claimant with full protection. 

 

2) Respondent provided Claimant the benefit of due process 

 

125. Due process in general encompasses behavior of the host State which is in full 

accordance with procedures and provisions of applicable laws. During the whole 

process of issuing of the compulsory license Respondent observed due process. As 

has already been explained in detail in paras. 108-111, Respondent fulfilled all of the 

requirements set by the applicable law. In addition, the issuance process was no 

abrupt or hasty procedure as proceedings lasted from 1 June 2007 to 1 November 

2007150 and during this period Claimant freely communicated its objections to 

Bergonian institutions,151 showing that it was in no manner shut out from the process. 

Bearing all this mind, it can be concluded that Respondent treated Claimant fairly and 

equitably in this regard. 

 

3) Respondent acted transparently 

 

126. Transparency plays an important role in enhancing and promoting legal security and it 

is thus crucial for achieving objectives and purposes of international investment 

treaties.152 As has been observed in case law: 

“[T]he foreign investor expects the host State to act in a consistent manner, 
free from ambiguity and totally transparent in its relations with the foreign 
investor, so that it may know beforehand any and all rules and regulations 
that will govern its investments, as well as the goals of the relevant 
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policies and administrative practices or directives, to be able to plan its 
investment and comply with such regulations.”153 (emph. add.). 

 

127. It has been already explained in para. 118 that all rules and regulations regarding 

Claimant’s investment were transparent and have been known beforehand to 

Claimant. Regarding the policies of Bergonia, measures already taken by the 

government of Bergonia were well publicized and were a clear indication of future 

goals of Bergonian government.154 Even more, an investor is expected to conduct its 

own investigation to increase transparency.155 Also, one should take into account that 

the whole issuance procedure was conducted in a transparent due process manner, as 

explained in paras. 108-111. Therefore, it is easy to conclude that Respondent’s 

behavior fulfilled all requirements of transparency. 

 

4) There is no evidence of Respondent acting in bad faith 

 

128. According to Art. 26 of the Vienna Convention and as has also been stated in the 

doctrine and case law, the good faith principle is the basic guiding principle in 

performance of a treaty by the State.156 When all the facts of the case are taken 

together it is clear that there was no bad faith on the behalf of Respondent. As shown 

throughout the Memorandum, each and every action taken by the Respondent has its 

clear legitimate objective in improving public welfare of Bergonia, while at the same 

time fulfills necessary legal requirements. There are no facts in the case that would 

suggest that any of the Bergonian actions were with malicious intent toward Claimant 

or its investment. What is more, neither the Claimant itself felt that it was treated in 

bad faith, as it has not raised that issue at any point. As has been stated in doctrine, 

public interest factors and objective basis for decision of the State, all existing in the 
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case at hand, are a strong indication that there was no breach of the fair and equitable 

treatment standard.157 

129. Furthermore, a good faith effort on the part of the host State organs to fulfill 

requirements of host State law, also present in the case at hand, is a powerful 

indication that the standard of good faith has been met.158 

130. Consequently, it should be concluded by the Tribunal that Respondent fulfilled the 

good faith requirement of fair and equitable standard of treatment. 

 

2. Respondent provided full protection of Claimant’s investment 

 

131. Art. 2(2) of the Bergonia - Conveniencia BIT states that: 

“[E]ach Contracting State shall in its territory in any case accord 
investments by investors of the other Contracting State […] full protection 
under the Treaty.[…]” 

 

132. Some tribunals have equated the standard of full and constant protection and security 

with the fair and equitable treatment.159 Having in mind that Respondent treated 

Claimant’s investment in a fair and equitable manner, as shown above, there is 

nothing to prevent the Tribunal from automatically finding that there has been no 

breach of the full protection and security standard. 

133. However, should the Tribunal decide to regard these two standards as two separate 

obligations, it is Respondent’s assertion that there has nevertheless been no breach of 

the full and constant protection and security standard. 

134. The obligation of full and constant protection and security does not constitute an 

absolute obligation.160 While determining whether there has been a breach of the full 

and constant protection and security treatment, the standard of due diligence is to be 

applied. This standard requires the host State to exercise reasonable care when 
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protecting investments, rather than a “strict liability” standard.161 Moreover, it obliges 

the host State to exercise such due diligence in the protection of foreign investment as 

reasonable under the circumstances.162 Respondent ascertains that it has taken all 

necessary measures to ensure the full enjoyment of protection and security of 

Claimant’s investment. 

135. Traditionally and most frequently the standard of full protection encompasses 

physical protection and requires engagement of the host State’s police and judicial 

system in this regard.163 In the present case, due to the abstract nature of the 

investment (Patent is an intellectual property right and not a physical object) it is clear 

that this standard cannot be applied regarding the investment. In addition, there are no 

indications in the facts of the case that Claimant as an investor has been subject to any 

form of physical harassment or that the Patent has been illegally exploited by third 

parties. All of this indicates that Respondent acted vigilantly in this regard. 

136. Even if the Tribunal for some reason decides to expand the scope of the standard 

beyond physical protection, despite the fact that this expansion is controversial164 and 

opposed to in case law165, Respondent still could not be found in contravention of the 

standard. Even when expanded, the standard of full protection deals with non-

availability of the legal (judicial and administrative) system and stability of the legal 

framework.166 Nothing in the facts of the case indicates that judicial or administrative 

system of Bergonia was not available to resolve potential issues Claimant had. 

Claimant might argue that review of the decision to issue compulsory license 

somehow amounts to denial of justice. However, as explained in paras. 108-111, 

Respondent followed thoroughly the procedures prescribed in domestic law, the same 

procedures which, it can be safely assumed (see para. 118) were known and 

reasonably expected by Claimant. 

137. As for the legal framework, Respondent submits that issuing of the compulsory 

license did not actually alter the legal framework for investments in Bergonia. 
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Domestic laws of Bergonia remain unaltered, and the actual issuance by the 

Respondent is merely using its right already existing in domestic law (and indeed, 

international intellectual property law symbolized by TRIPS) and not alteration of it. 

Simply put, this compulsory license and situation created by it should correctly be 

regarded as a fact, a business circumstance which occurred in past167 and could 

possibly occur again in future, and not a substantive alteration of legal framework. As 

explained above (see paras. 118-119), such changes of business and not legal climate 

should not be taken into consideration, and this conclusion remains the same even 

with possible expanded notion of full protection standard. 

 

3. Claimant was afforded national treatment 

 

138. Respondent at all times provided Claimant with national treatment as stipulated in 

Article 3 of the Bergonia-Conveniencia BIT. The concept of national treatment is 

designed to prevent discrimination on the basis of nationality, or “by reason of 

nationality”.168 It has also been stated that the meaning of this treatment is to obtain a 

level playing-field for foreign investors.169 It is Respondent’s submission that all of its 

actions were undertaken in accordance with this principle and international law and 

that Claimant was given equal treatment as domestic entities. 

139. On a general level, it is obvious from the facts of the case that Claimant was not 

treated as a foreign entity, meaning that it was always given the same treatment as 

domestic Bergonian companies. Specifically, Claimant was not subject to any special 

registration, taxes, privileges or patent applications and procedures.170  

140. Regarding the compulsory license, it has been already explained in detail in paras. 99-

100 that all actions of Respondent were legitimately aimed at improving the public 

health situation in Bergonia. Nothing indicates that Respondent’s actions were 

motivated based on Claimant’s nationality (even if Claimant is indeed of 
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Conveniencian nationality). It is a mere coincidence that the most effective obesity 

cure was in the hands of Claimant. From all the facts and circumstances of the case, it 

can be safely assumed that the compulsory license regarding the Patent would be 

issued irrespective of the identity of the Patent owner, thus negating any possibility of 

discrimination based on nationality. 

 

4. Respondent actions were reasonable and non-arbitrary 

 

141. Some of the most important restrictions imposed by the international law to the ability 

of a State to take actions towards foreign investors and their investments are, inter 

alia, principle of nondiscrimination and non-arbitrariness.171 Art. 2(3) of the Bergonia 

- Conveniencia BIT clearly supports this approach and prohibits Respondent from 

impairing Claimant’s investment by unreasonable, arbitrary or discriminatory 

measures. Respondent submits that at all times its actions were in full conformity with 

Art. 2(3) of Bergonia-Conveniencia BIT. 

142. As has already been explained in paras. 99-100, Respondent’s actions had clearly 

legitimate motives and objectives. When accompanied with good faith on behalf of 

Respondent it is clear that no unreasonableness or arbitrariness can be inferred on the 

behalf of Respondent. In addition, it has already been established in paras. 101-102 

that there was no occurrence of discrimination in any manner. Thus, as has been 

stated in case law, if state officials can demonstrate that the decision (in this case 

issuance of compulsory license) was actually made in an objective and rational 

manner, they will defeat any claim made under the standard of non-arbitrary 

behavior.172  

143. Consequently, it should be concluded that Respondent fully complied with its 

obligations and at all times acted reasonably and non-arbitrarily.  
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REQUEST FOR RELIEF 

 

In light of the above submissions, the Counsel for Respondent respectfully requests 

the Tribunal to find that: 

 

• The Tribunal does not have the jurisdiction to rule in the present case; 

• Compulsory license issued by Respondent is not unlawful and does not constitute 

expropriation; 

• Respondent provided Claimant’s investment treatment in accordance with 

the Bergonia-Conveniencia BIT and customary international law; 

• Claimant has no right to any further compensation or damages; 

• Respondent should cover all costs of the arbitration, including all costs incurred by 

Claimant. 

 

For Respondent, Government of Bergonia 

Signed 

___________________________ 

21 September 2009 
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