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STATEMENT OF FACTS

1. MedBerg Co. (OCLAIMANTO) was established in Bergonia on 30 January
2004. MedX Holdings Limited (OMedXO) fully owns CLAIMANT, and its
ownership of shares in MedX is publically accessible at the Bergonia
Corporate registry.MedX is a Coneniencian company. It has an office in

Conveniencid.

2. The Government of the Republi¢ Bergonia (ORESPONDENTO), @BP
per capita US $7,535 in 2086Comparing BergoniaDs GDP level with
Thailand and Suriname, since the two countries are considered mrgelo

under the World BankOs definition, Bergonia is also a developing counturies.

3. Bergonia and Conveniencia are both members of the World Trade
Organisation (OWTOO) and parties to the Convention on the Settlement of
Investment Disputes betwe@tates and Ationals of Other States (OICSID
ConventionO) and parties to the Agreement on TRadated Aspects of
Intellectual Property Rights (OTRIPSO).

4. The present dispute concerns the issuance of compulsory licence in relation to
the Bergonian Patent No. AZ200%h¢ OPatentO). It is a scientific
breakthrough helping oveveight Bergonian§. CLAIMANT has been the
owner of the Patent since 5 March 2005, and it licenced BioLife Co.

(OBioLifeQ), a Bergonian company, to utilise the Patent from 31 March 2005.

! Second Clarification, Q59
2 Ibid, Q76

% First Clarification, Q44

* Ibid, Q40
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5. On 31 Mach 2007, CLAIMANT terminated the Licence Agreement of the
Patent with BioLife. Under the original Licence Agreement with BioLife, all
products and treatments were intended for saléhénBergonian domestic
market. CLAIMANT terminated the licence due to nadlel exports being
made by BiolLife’> The patented products, through imports or otherwise,

remain available in Bergonia after the said termination.

6. On 1 June 2007, the Bergonian Intellectual Property Office (OIP OfficeO)
commenced proceedings for theuasce of a compulsory licence of the
Patent. The proceedings were initiated three months after the abovementioned

termination of Licence Agreement.

7. On 1 November 2007, the Bergonian IP Office issued a compulsory licence

for the Patent.

8. On 1 December 200CLAIMANT wrote to the Bergonian IP Office. It also
wrote to the Foreign, Economics and Justice Ministries referring to Article
10(2) of the BC BIT. However, only the Justice Ministry replied to
CLAIMANTOs letter dated 1 December 2007, stating that thepwsory
licence was issued in conformity with BergoniaOs international obligations.

9. On numerous occasions, CLAIMANT communicated its objection to the
issuance of the compulsory licence to the Bergonian IP Office. The Bergonian
IP Office did not provide rmindependent review for its decision upon issuing
the compulsory licenc®.

10. Regarding the Bergonian IP OfficeOs administrative decision, CLAIMANT

appealed to the Patent Review Board and raised its objection to the issuance of

°First Clarification, Q39
®Second ClarificationQ114

" Ibid, Q111

8 para. 9 of uncontested facts
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12.

13.
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the compulsory licence.” The Patent Review Board claimed that the issuance

of the compulsory license was in conformity with Bergonian law. '’

As of 1 January 2009, six Bergonian entities including BioLife had invoked
the compulsory licence. They are using the technology covered by the Patent
to produce certain health-related products. The units of products sold by the
six licencees invoking the compulsory licence were 155 % of that previously
sold by BioLife alone.'" Three out of the six companies have exported a
significant portion of the products to overseas markets.'>’Among the countries

of export destination, there is at least one developing country."

The Bergonian IP Office has collected royalties from the six licencees and
offered them to CLAIMANT. CLAIMANT refused to accept the royalties
from the Bergonian IP Office.

On 1 November 2008, the ICSID Secretary General registered the dispute for

arbitration.

? First Clarification, Q37

10 1bid

1 Ibid,

Q19

12 Second Clarification, Q61

B Ibid,

Q62.
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SUMMARY OF ARGUMENT

JURISDICTION . This dispute satisfies Article 25(1) of the ICSID
Convention. CLAIMANT satisfies the definition of investor under Article
25(2)(b) of the ICSID Convention. CLAIMANT has been controlled by
MedX, a national of Conveniencia. And RESPONDENT has given express
consent to treat as a national of Conveniencia by way of Most-Favoured-
Nation (“MFN”) treatment. Article 3 of the B-C BIT permits CLAIMANT to
invoke Article VI. 8 of the Tertia-Bergonia BIT. MFN treatment is applicable
in jurisdictional issues because the MFN clause was construed to include this
application. The Patent is an investment as defined under the Article 1(d) of
the B-C BIT and the ICSID Convention. The Patent was not a mere

registration and a Licensing Agreement was signed utilising the Patent.

MERITS OF THE CLAIM. The acts of the Bergonian IP office are
attributable to Bergonia. RESPONDENT has breached several provisions of
the B-C BIT which has impaired CLAIMANT’s investment. First,
RESPONDENT has breached article 4(2) of the B-C BIT by issuing a
compulsory licence. This is an unlawful indirect expropriation of
CLAIMANT’s investment. Second, RESPONDENT has breached Article 8(1)
of the B-C BIT by failing to comply with TRIPS. Third, RESPONDENT has
breached Article 2(2) of the B-C BIT by not providing fair and equitable

treatment (“FET”) and full protection and security.
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THE ARGUMENTS

PART ONE - PRELIMINARY ISSUES

1.1  Applicable Law

16. Article 42(1) of the ICSID Convention, to which both Bergonia and

Conveniencia are parties, provides:

The Tribunal shall decide a dispute in accordance with such rules of
law as may be agreed by the parties. In the absence of such
agreement, the Tribunal shall apply the law of the Contracting State
party to the dispute (including its rules on the conflict of laws) and
such rules of international law as may be applicable.'*

17. Only rules of international law are applicable in this case because Bergonia’s
responsibility is based on the international law protections contained in the B-

C BIT.

18. Article 38(1) of the Statute of the International Court of Justice (“ICJ
Statute”)"” sets out the sources of international law on which CLAIMANT
relies.'® The Article states:

. the Court, whose function is to decide in accordance with
international law such disputes as are submitted to it, shall apply:

international conventions, whether general or particular, establishing
rules expressly recognised by the contesting states; (b) international

' Convention on the Settlement of Investment Disputes between States and Nationals

of Other States, March 18 1965, 575 U.N.T.S (“ICSID Convention”).

15 The Statute of the International Court of Justice 26 June 1945, 59 State. 1955
U.N.T.S. 993 (“ICJ Statute”).

' JAN BROWNLIE, PRINCIPLES OF INTERNATIONAL LAW 3 (Oxford University Press
2003; SIR ROBERT Y. JENNINGS & ARTHUR WATTS (eds.), OPPENHEIM’S
INTERNATIONAL LAW: PEACE 24 (Longman 1992; MANLEY O. HUDSON, THE
PERMANENT COURT of INTERNATIONAL JUSTICE 601 (The Macmillan Company
1934); MALCOLM N. SHAW, INTERNATIONAL LAW 66 (Cambridge University Press
2003).
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custom, as evidence of a general practice accepted as law; (c) the
general principles of law recognised by civilised nations: (d)
subject to the provisions of Article 59, judicial decisions and the
teachings of the most highly qualified publicists of the various
nations, as subsidiary means for the determination of rules of law.

19. Consistent with Article 38(1)(a) of the ICJ Statute, th€ BIT is the primary
source of substantive international law kggble in this dispute. Where
necessary, reliance will be placed on customary international law. This
consists of widespread state practice coupled wihinio juris, meaning,
respectively, the actual behaviour of the states and statesO beliefytlzae the
bound by these customary rufés.Relevant international arbitral awards in
addition to the writings of renowned jurists will also be relied on in support of
CLAIMANT Os arguments.

20. In relation to international arbitral awards, it should be notednbatoctrine
of precedent exists in international arbitrattdn. However, to maintain
stability and consistency of international investment law, earlier arbitral
awards need to be taken into account whéfrilbunal makes a decisiol.
The Tribunal in Saipem v Bangladesh’, for example, stated that although
there is no binding precedent rule in international arbitratidmijtanal has a
duty Oto adopt solutions established in a series of consistent LasesO.
Additionally, thatTribunal stated that arbitralribunak also have a duty to

" North Sea Contingal Shelf(Germany v Denmark/ GermanyNetherlands 1CJ

Report (1969)at parar7.

18 'SGS v PhilippinesICSID CaseNo ARB/02/6 Decision on Jurisdiction, 29

January 2004, at pafd.

9 Saipen v BanagladeshiCSID CaseNo ARB /05/7 Decision on Jurisdi@n, 21

March 2007, at para 67; Thomas W. WSIde, Olnvestment Arbitration under the Energy

Charter Treaty: An overview of Key IssuesO, RANSNATIONAL DISPUTE

MANAGEMENT 1(2004).

20 Saipem v BangladeshICSID CaseNo ARB /05/7 Decision on Jurisdiction, 21
March 2007.

2l SGS v PhilippinesICSID CaseNo ARB/02/6 Decision on Jurisdiction, 29

January 2004, at pafd.
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ensure that they Ocontribute to the harmonious development of investment
law(O?

Treaty Interpretation

Articles 31 and 32 of the Vienna Convention on the Law of Treaties
(OVCLTGY will be applied where any treaty provisios fequired to be
interpreted in this submission. Articles 31 and 32 of the VCLT are considered

to express rules of customary international faw.

According to Article 31(1), treaties should be interpreted:

E in good faith in accordance with the ordinaryeaming to be
given to the terms of the treaty in their context and in the light of its
object and purpos&g.

Article 32 provides that supplementary means of interpretation may be used to
aid the interpretation of the treaty if the application of Article @):leaves
the meaning ambiguous or obscure; or (b) leads to result which is manifestly

absurd or unreasonable.

22supra n22
?*Vienna Convention on the Law of Treaties, May 23, 1969, 1155 U.N.T.S 331, 8
I.L.M. 679 (OVCLTO).

*4The Iron Rhine (1Jzeren Rijmrbitration (Belgium v Netherlandspward of the
Arbitral Tribunal, 24 May 2005at para 45; Land, Island and Mane Frontier
Dispute (El Salvadov. Honduras: Nicaragua intervening), ICJ Reports (1522}
583, at para.373, and 586, at para 380; foeral Dispute (Libyan Arab Jambhiriya v.
Chad), ICJ Reports (1994) 22, at para 41; MaritienDelimitation and Territorial

Questions between Qatar and Bahrain (Qatar v. Bahrain), Jurisdiction and

Admissibility, ICJ Report (1995)8, at para 33.
% supra, Aticle 31(1)
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PART TWO DBJURISDICTION OF THE ICSID CENTRE

2.1 Article 25(1) ICSID Convention Jurisdictional Prerequisites

24. ICSID Centre is a forum of direghvestorstate dispute resolution system
created by the Washington Conventf8rrticle 25 of the ICSID Convention
provides the outer limits within which the ICSID Centre can®adtticle
25(1) provides:

The jurisdiction of the Centre shall extend to degal dispute
arising directly out of an investment, between a Contracting State...
and a national of another Contracting State, which the parties to the
dispute consent in writing to submit to the Centre...

25.  Article 25(1) stipulates the requirements fodiapute to be submitted to the
ICSID Centre. CLAIMANT submits that it satisfies all requirements in Article
25(1) so that the jurisdiction of the ICSID Centre extends to the present
dispute. The requirements in Article 25(1) are detailed under the respect
paragraphs:
2.1.1 Written Consent Requirement - there must be a written

consent between CLAIMANT andRESPONDENT to
submit the dispute before an ICSIBibunat

2.2.2 Nationality Requirement - CLAIMANT must be a national
of Contracting State other théme host country;

2.2.3 Investment Requirement- the dispute must be a legal one,
and it must arise directly out of an investment.

%% International Investment, Political Risk and Dispute Resolution, Noah Rubins & N
Stephan Kinsella by Oceana Publications, Inc., Dobbs Ferry, New York, pp. 290

27 Aron BrochesThe Convention on the Settlement of Investment Disputes between
States and Nationals of Other Statek36 RecuelL DeEs Cours 331, 351361
(1973).
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2.1.1 The Consent Requirement

26. RESPONDENT accepts ICSID proceedings at the request of an Conveniencia
investor given thathe period of negotiation is satisfied. States are permitted to
provide their consent to submit future investment disputes to arbitration
through bilateral investment treat@dn the present case, Bergonia has made

a standing offer under the ® BIT, which provides:

. the dispute shall be submitted at the request of the investor
alternatively or consecutively to... international arbitration under
either: b the Convention of 18 March 1965 on the Settlement of
Investment Disputes between States and NdsoolaOther States
(ICSID)... Each Contracting State herewith declares its acceptance
of such international arbitral procedures.

27.  Article 25(1) of the ICSID Convention requires a written consent as to the
jurisdiction of the ICSID Centre. Accordingly, CLAIMNT satisfies the
consent requirement in Article 25(1) by accepting BergoniaOs standing offer to

submit to ICSID proceedings.

28. CLAIMANT submits that the written consent in Article 25(1) must not be
confused with the agreement of parties in Article 25(2){b)the ICSID
Convention. Article 25(2)(b) concerns foreign control and nationality issues
only. The consent requirement of the jurisdiction of the ICSID Centre in
Article 25(1) should not be confused with the agreement of nationality by the
parties in Aricle 25(2)(b).

29. Under Article 10(2)(b) of the Bergonfaonveniencia BIT, an investor of
Conveniencia may request international arbitration against the state of
Bergonia under the ICSID Convention. Therefore, CLAIMANT submits that

8 CHRISTOPHER DUGAN, INVESTORSTATE ARBITRATION 220 (Oxford University
Press 2008).
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Bergonia therefore made its standing offer of international arbitration under

the ICSID Convention in the B-C BIT.

In summary, both CLAIMANT and RESPONDENT have provided written
consent pursuant to Article 25(1) of the ICSID Convention. Alternatively,
CLAIMANT submits that both CLAIMANT and RESPONDENT have given
their consent in writing required in Article 25(1) of the Convention by way of

MFN clause.

2.1.2 Nationality Requirement

2.1.2.1 Article 25(2) of the ICSID Convention defines Nationality

31.

32.

The nationality requirement in Article 25(1) of the ICSID Convention is
defined in Article 25(2)(b). Article 25(2)(b) requires that the investor and the
Contracting State must have agreed to treat the investor as a national of
another Contracting State because of foreign control. In the present case,

CLAIMANT submits that

2.1.2.2 FOREIGN CONTROL - CLAIMANT is under the foreign
control by a national of another Contracting State because it
is fully owned under MedX, which is a Conveniencian
investor; In this regard, CLAIMANT submits that
incorporation or Siége Social test is the proper test to
determine the Nationality of a Foreign Controller.
CLAIMANT also submits that piercing the Corporate Veil is
Unwarranted in the Current Dispute

2.1.2.5 AGREEMENT - RESPONDENT has agreed that CLAIMANT

should be treated as a national of another Contract State.

Article 25(2)(b) defines “National of another Contracting State” for a
company:

10
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... any juridical person which had the nationality of the Contracting
State party to the dispute on that date and which, because of foreign
control, the parties have agreed should be treated as a national of
another Contracting State for the purposes of this Convention.

2.1.2.2 CLAIMANT is under Foreign Control

33.

34.

35.

CLAIMANT is wholly owned by MedX, which is a Conveniencian company.
Therefore, it is under foreign control and it should be treated as a national of

another Contracting State for the purpose of the ICSID Convention.

CLAIMANT submits that the foreign control requirement under Article
25(2)(b) refers only to one entity’s legal capacity to control another entity.
Since MedX has 100 percent ownership over CLAIMANT, MedX must
necessarily have control over CLAIMANT. The Tribunal in Vacuum Salt”

noted:

It stands to reason, of course, that 100 percent foreign ownership
almost certainly would result in foreign control...*

It is generally accepted that Article 25(2)(b) serves to extend ICSID’s
jurisdiction. The article allows for minority shareholders with a controlling
interest’’ or other indirect controllers® of the local company to bring a dispute
under the ICSID Convention. Since the article provides protection under the
aforementioned scenarios, it is difficult to contend that the foreign control

requirement must be satisfied by ultimate control.

* Vacuum Salt Production Limited v. Government of the Republic of Ghana, ICSID
case no. ARB/92/1, Award16 February 1994.

3 Ibid, para 346

' CMS Gas Transmission Co v. The Argentine Republic, ICSID Case No.
ARB/01/08, Award 12 May 2005.

32 SOABI v. Republic of Senegal, ICSID case no. ARB/82/1, Award 25 Februrary

1988.

11
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36. CLAIMANT submits that MedX’s legal capacity to control CLAIMANT
through its ownership suffices to establish foreign control. CLAIMANT
further submits that the ultimate control test is an improper test and that the
siege socialtest is the correct test for determining the nationality of a foreign

controller.

2.1.2.3 The Incorporation or Siege Social test is the Proper Test to Determine the

Nationality of a Foreign Controller

37. CLAIMANT satisfies the nationality requirement under Article 25(2)(b)
because its owner is a Conveniencian national. MedX’s fully owns

CLAIMANT. Therefore, CLAIMANT is a foreign controlled company.

38.  ICSID Tribunals have consistently adopted the incorporation and Siege social

tests, rather than control, to determine the nationality of a controlling entity

under Article 25(2)(b):

... the use of a control test to define the nationality of a corporation
to restrict the jurisdiction of the Centre would be inconsistent with
the object and purpose of Article 25(2)(b).*
39.  The Tribunal in Tokios used the incorporation and siege social test to

determine the nationality of the foreign controlling entity in that case. The
Tribunal found that once it was established that the controlling entity had the
nationality of a Contracting State to the ICSID Convention, then the Tribunal

had jurisdiction to hear the dispute.

40. Professor Schreuer also suggests that the control test is inappropriate when

determining the nationality of a foreign controller. He notes:

A systematic interpretation of Article 25(2)(b) would militate
against the use of the control test for a corporation’s nationality.
The second clause of Article 25(2)(b) provides that a juridical
person, even though it possesses the nationality of the host State,
may be treated as a foreign investor by way of a special agreement

33 Tokios Tokell's v. Ukraine, ICSID Case No. ARB/02/18, Award 26 July 2007, at
para 46.

12
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(because of foreign control.O By relying on control for the
exception to host State nationality, the provision implies that host
State nationality is not based on conffol.

41.  Furthermore, the Preliminary Draft of the ICSID Convention supports
CLAIMANTOs podion that the control test is improper for determining the
nationality of a foreign controller. The Preliminary Draft included the control
test as a possible criterion for the nationality of a company but was
subsequently abandoned after much debatdéolack of feasibility”>

42.  CLAIMANT submits that it satisfies the nationality requirement under Article
25(2)(b) because MedX is a Conveniencian company. MedXOs sole
ownership of CLAIMANT, and the necessary element that follows from such

ownership, rendelSLAIMANT a foreign controlled company.

2.1.2.4 Piercing the Corporate Veil is Unwarranted in the Current Dispute

43.  CLAIMANT submits that the ownership of MedX is legally irrelevant in the

present dispute.

44. In Barcelona Tractioff, the International Court ofustice stated that the
corporate veil could be lifted:
E to prevent the misuse of the privileges of legal personality, as in
certain cases of fraud or malfeasance, to protect third persons such

as a creditor or purchaser, or to prevent the evasion of lega
requirements or of obligatiors.

45.  CLAIMANT submits thatRESPONDENTmust prove CLAIMANT engaged

in Omisuse of the privileges of legal personalityO or attempted Oevasion of

3 CHRISTOPH H. SCHREUER THE ICSID CONVENTION: A COMMENTARY, 278
(Cambridge University Press 2001).

% |bid

% Barcelona Traction, Light and Power Co. Ltd (Belgium v. Spain), ICJ fiepo
(1970).

37 bid, para 56

13
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legal requirements or obligationsO if tfisbunal were to consider piercing
the caporate veil. CLAIMANT further submits that it did not engage or
attempt in any of the aforementioned activities that may allowrtiitisinal to

pierce the corporate velil.

The case offokios®® affirms the Barcelona Traction decision. TheTokios

award heldthat piercing of the corporate veil to find the ultimate controllers
was unwarranted because tBercelona Traction criteria required for lifting

of the veil was not present in that case. However, the dissenting President
Professor Weil advocated the qmmg of the corporate veil in that case
because he opined that the ISCID Convention only protects international
investments.  This required international nature of an investment may
necessitate &ribunal to lift the corporate veil to ascertain the ecomom
realities of a particular case in ensuring the existence of an international

investment.

The Tribunal in 7S4 Spectrum V. Argentine Republic®® followed Professor
WeilOs dissenting opinion Takios and held that piercing of the corporate veil
could be ufized to ascertain the OtrueO owners of an investment. However,
there appear to be inconsistencies inhg¢ award. One one hand, tli84
Tribunal recognizes that company stockholding is not enough but must be
accompanied by effective control in ordes satisfy the jurisdictional
requirement under Article 25(2)(8). The Tribunal also found that it was
necessary to pierce the corporate veil and establish whether or not the
domestic company was objectively under foreign cofitrolOn the other
hand, theTribunal concluded that the ultimate owner of CLAIMANT was a

national of the host Stdfe and thus declined jurisdiction. Even though the

3 supra n34

%9 TSA Spectrum de Argentina S.A. v. The Argentine Republic, ICSID Case No.
ARB/05/5, Award 19 December 2008.

0 |bid, para 121

“L |bid, para 160

42 TSA Spectrum de Argentina S.A. v. Argentine Republic, ICSID Case No.
ARB/05/5, Award 19 December 2008, at para 162.

14
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TSA Tribunal affirmed the RESPONDENTDs allegation that the ultimate
control of CLAIMANT vested in a national of thest Stat&® the TribunaDs
finding of an Oultimate controllerO is inconsistent with its findings of law;
namely, that foreign control need only be effective or objective in order to
establish jurisdiction under Article 25(2)(b). There is a fundamental
difference between the concepts of Oeffective or objective controlO and that of
Oultimate controlthe 7S4 Tribunalhad correctly stated that the requirement

to establish jurisdiction under Article 25(2)(b) is effective or objective foreign

control.

Therewas also a dissenting opinion in thig4 award by Professor Aldonas,

who opined that the majority erroneously invok&drcelona Traction.
Professor Aldonas states that there was no factual basis, in accordance with
the Barcelona Traction criteria, to jusify the piercing of the corporate veil in

that casé?

If this Tribunal is not with CLAIMANT on: 1) ownership necessarily
conferring effective control, or 2) is of the opinion that our current case
requires the piercing of the corporate veil, or 3) boththe above, then
CLAIMANT submits two alternative arguments.

CLAIMANT firstly submits that MedXOs full ownership over CLAIMANT
must consist of substantive control. MedX controls the worldwide interests of
the invention behind AZ2005 and has assigmedé interests with respect to
Bergonia to CLAIMANT?®> This fact alone proves that MedX has effective
control over CLAIMANT and fulfills the objective control requirement under
Article 25(2)(b).

3 bid, para 162
“4bid, para 153
* Second Clarification, Q74.
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CLAIMANT secondly submits that even if this Tribunal finds the necessary
Barcelona Traction criteria to lift the corporate veil, MedX would still be the
effective controller of CLAIMANT. MedScience Co. and Dr. Frankensid hold
MedX in equal shares. This means that MedX is so structured that both
MedScience Co. and Dr. Franksensid must work together in order to direct
MedX Given that MedScience Co. and Dr. Frankensid must work together to
effectively control MedX, neither of them effectively controls MedX.
Therefore, the effective foreign control of CLAIMANT rests with MedX.
CLAIMANT’s position is supported by Aguas del Tunari v. Republic of
Bolivia™® wherein CLAIMANT’s corporate structure in that case is similar to
our current dispute. The Tribunal in Aguas held that the local company was
effectively controlled by the immediate subsidiary below the two parent
companies with equal shareholding of that subsidiary, and used the
aforementioned reasoning to arrive to that conclusion. Therefore,
CLAIMANT submits that even if lifting or the corporate veil is applied to the
current dispute, MedX is the ultimate controller of CLAIMANT.

2.1.2.5RESPONDENT Agreed to Treat CLAIMANT as a Foreign Investor

52.

53.

It is submitted that RESPONDENT has agreed to treat CLAIMANT as a
national of another Contracting State. Article 25(2)(b) does not require that
such agreement to be in writing. CLAIMANT submits that RESPONDENT
made the agreement implicitly by way of the MFN clause in the Bergonia-
Conveniencia BIT. CLAIMANT submits that Bergonia consented to submit
the dispute to the ICSID Centre by way of the MFN clause in B-C BIT.

Article 3(2) of the B-C BIT (the MFN clause) provides:

Neither Contracting State shall subject investors of the other
Contracting State, as regards their activity, in particular, though not
exclusively, concerning management, maintenance, operation,

% Aguas del Tunari S.A. v. Republic of Bolivia, ICSID Case No. ARB/02/3, Decision
on RESPONDENT’s Objections to Jurisdiction 21 October 2005.

16



Evensen

enjoyment or disposal of their investments, to treatment less
favourable than it accords to its own investors or to investors of any
third State, whichever is more favourable to the investors.

54.  As stated by Professor Schreudti-N clauses in treaties should ensure that
the relevant parties treat each other in a manner at least as favourable as they
treat third partie$’ In other words, Bergonia must treat the investment owed
by a Conveniencrainvestor no less favourable thare tinvestment owed by

any third State in Bergonia.

55.  CLAIMANT brings a claim againsRESPONDENTunder the BC BIT as a
OConveniencian investorO owning a Bergonian investment. Under Article
1(3)(b) of the Bergoni&onveniencia BIT, a Conveniencian investor own
a Bergonian investment has a seat in Conveniencia, but CLAIMANT has its

seat in Bergonia.

56. In this regard, CLAIMANT acknowledges that only a Conveniema&estor
can invoke Aticle 10(2)(b) of the BC BIT against Bergonia, and
CLAIMANT does nothaveits seat in Conveniencia. However, it is sutted
that MFN clause of the & BIT will relieve CLAIMANT from such seat

requirement.

57. RESPONDENT should not discriminate against the investors or their
investments from Conveniencia from TertiaOs investot&leAV1(8) of the

TertiaBergonia BIT provides:

... any company legally constituted under the applicable laws and
regulations of a Party or a political subdivision thereof but that,
immediately before the occurrence of the event or events giving rise
to the dispute, was an investment of nationals or companies of the
other Party, shall be treated as a national or company of such other
Party...

4" CHRISTOPH SCHREUER ET AL, PRINCIPLES OF INTERNATIONAL INVESTMENT LAW
186 (Oxford University Press 2008).
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In the present case, CLAIMANT is legally constituted under the laws and
regulations of Bergonia and it was an irtwesnt of nationals or companies of
Convenienca. Therefore, CLAIMANT submits that under the combined effect
of Article VI(8) and the MFN clauses, the CLAIMANT shall be treated as a
national or company of Conveniencia under the ICSID Convention.

Article 25(1) of the ICSID Convention concerns procedural matters in an
investment dispute. MFN clauses can apply to procedural matters as decided
in ICSID cases. IrEmilio Agust'nMaffeziniv Spaif®, an ICSID Tribunal
concluded that dispute settlement arrangements wextricably related to

the protection of foreign investors, it is today related to the protection of rights
of traders under treaties of commerce. Accordingly, CLAIMANT submits that
such protection in favourable dispute settlement arrangements isiadseen

the protection of CLAIMANT as a foreign investor.

In Gas Natural SDG SA v Argentifiathe Tribunal held that CLAIMANT
was entitled to avail itself of the dispute settlement provision inbtsc
treaty in reliance ona third party treaty for theurpose of an investetate
international arbitrationln Roslnvest Co UK Ltd v Russian Federatipithe
Tribunal decided thathe widening of the scope dhe BIT to procedural
matterswas a normal effect of MFN clause&ccordingly, CLAIMANT
submits that it is entitled to avail itself of the seat requirement in Articles
1(3)(b) and 10(2)(b) of Bergoni@onveniencia BIT in reliace on the Tertia
Bergonia BIT Atrticle VI (8).

The wordings of the MFN clause in the Bergo@anvenincia BIT can be

construed to cover procedural issudés. Article 3(2) of the Bergonia

8 Emilio Augustine Maffezini v Kingdom of Spain, ICSID Case No. ARB/97/7,
Award on Jurisdiction 25 January 2000, at para. 83.

9 Gas Natural SDG, S.A. v. €hArgentine Republic, ICSID Case No. ARB/03/10,
Decision of the Tribunal; on Preliminary Questions on Jurisdiction 17 June 2005.

*¥ RoslInvestCo UK Ltd. v. The Russian Federation, SCC Case No. Arb. V079/2005,
Award on Jurisdiction October 2007.
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Conveniencia BIT, MFN treatment relates to “activity” of the investors. The
term “activity” was examined by the ICSID Tribunal in Siemens AG v
Argentina’’, where the wordings of the Germany/Argentina BIT provided

such provision:

“None of the Contracting Parties shall accord... a less favorable
treatment of activities related to investments than granted to...

nationals and companies of third States.”

In the present case, no provision in the BIT expressly or implicitly excludes
procedural issues from the scope of “activity”. The B-C BIT refers “activity”
similarly: “... as regards their activity, in particular, though not exclusively,
concerning management, maintenance, operation, enjoyment or disposal of

their investments... ”

In this provision, the drafters carefully emphasized that the list of activity is
not exclusive. And, the list of activities has merely shown the issues of
particular concerns to the parties, as evident by the term “in particular”.
Accordingly, the term “activity” is broad and inclusive, and Article 3(2)

widens instead of narrows the MFN standard.

Under the Tertia-Bergonia BIT, RESPONDENT has given investors from
Tertia more favourable treatment than investors from Conveniencia. In this
regard, RESPONDENT has given Tertian investors (investors of a third State)
more favourable treatment for a lower threshold to satisfy the nationality
requirement in Article 25(2)(b) of the ICSID Convention. Under Article VI (8)
of the Tertia-Bergonia BIT, Article 25(2)(b) is deemed to be satisfied as soon

as the investor, as a CLAIMANT, is under foreign control. In comparison,

>l Siemens v. The Argentine Republic, ICSID Case No. ARB/02/8 Decision on
Jurisdiction, 3 August 2004.
>2 Article VI (8) of the Tertia-Bergonia BIT
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the B-C BIT requires an investor to satisfy seat requirement in addition to the

foreign control requirement’.

Hence, it is submitted that MFN treatment should be given to CLAIMANT
with the effect that it may choose the more-favourable-foreign-control test
under the Tertia-Bergonia BIT rather than the difficult foreign-control-with-
seat test under the B-C BIT.

As aforementioned, CLAIMANT is fully owned by a national of
Conveniencia. CLAIMANT registered the dispute for ICSID arbitration on 1
November 2008 as a foreign investor in Bergonia. Since the national of
Conveniencia holds 100% shares in control of CLAIMANT, and this would
sufficiently satisfy the foreign control test imported by virtue of MFN

treatment discussed above.

From all of the above, it is submitted that CLAIMANT has tried to take the
route of amicable settlement but this has not been and never will be a fruitful
path to take. CLAIMANT fulfilled the foreign control requirement either by
MEFN treatment or CLAIMANT has been sufficiently controlled by a national

of another Contracting State for the purpose of Conveniencia-Bergonia BIT.

In summary, RESPONDENT has agreed to treat CLAIMANT as a national of
another Contracting State by way of MFN clause. CLAIMANT submits that it
satisfies the nationality requirement in Article 25(2)(b) of the ICSID
Convention so that CLAIMANT is deemed as a national of another
Contracting State in Article 25(2).

2.1.3 Investment Requirement

>3 Article 1(3)(b) of the Bergonia-Conveniencia BIT
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The Patent owned by CLAIMANT satisfies the definition of investment under
Article 1(d) of the B-C BIT. It provides:

the term “investments” comprises every kind of asset invested in
accordance with the laws and regulations of a Contracting State and
shall include in particular, though not exclusively... intellectual
property rights, in particular copyrights, patents, utility-model
patents, industrial designs, trademarks, trade-names, trade and
business secrets, technical processes, know-how, and good will...

A double-barrelled test™® was first proposed in the case Fedax v Venezuela’
and subsequently adopted by the case Salini v Morocco ®. Under this test, an
investment must satisfy the definition under the BIT and five other
characteristics. The Fedax case observed four characteristics. The Salini case
adopted the 4 characteristics and included one extra characteristic. They are
certain duration, regularity of profit and return assumption of risk; substantial
commitment and significance for host State’s development. The five
characteristics are generally referred as the Salini test.”” The Salini®® test is
recognized as the ICSID Convention’s “definition” of investment.However, in
the case of Biwater v Tazania’, the Tribunal purported recent case law have
shown that many BITs defined “investment” in a way different from the Salini
test. The Tribunal in Biwater proposed that the Salini test is a fixed and
inflexible test. If transactions must satisfy the five criteria in order to be
included by the ICSID Convention, this will undermine “individual
agreements and a developing consensus in part of the world as to the meaning

of “investment” (as expressed in BITs)”. The Tribunal in Biwater asserts that

>4 Malaysian Historical Salvors, SDN, BHD v. Malaysia, ICSID Case No. ARB/05/10

Decision on Jurisdiction 17 May 2007.

> Fedax N.V. v. Venezuela, ICSID Case No. ARB/96/3 Award on Jurisdiction 11
July 1997.

°6 Salini Costruttori S.p.A. and Italstrade S.p.A. v. Kingdom of Morocco, ICSID Case
No. ARB/00/4, Decision on Jurisdiction 23 July 2001.

>7 Other cases such as Joy Mining Machinery Limited v. Arab Republic of Egypt,
ICSID Case No. ARB/03/11, Award on Jurisdiction 6 August 2004 has approved
Salini’s approach of defining investment.

38 Ibid

> Biwater Gauff (Tanzania) Limited v. United Republic of Tanzania, ICSID Case No.
ARB/05/22, Award 24 July 2008.
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the ICSID Convention should not be read narrowly. Even if all of the criteria
in the Salini test could not be satisfied, this would not deny jurisdiction for
ICSID Tribunals. This approach was supported by the Maylasian Historical

SalvorAnnulment proceedings.®

71.  From the drafting history of the ICSID Convention, the ICSID Drafting
Committee specifically did not define an investment. The Committee found it
difficult to find a satisfactory definition of investment.®' As the Report of the

Executive Directors says:

“No attempt was made to define the term “investment” given the
essential requirement of consent by the parties, and the mechanism
through which Contracting States can make known in advance, if
they so desire, the classes of disputes which they would or would
not consider submitting to the Center (Article 25(4)).%

72. Therefore, CLAIMANT submits that the contracting parties are given the right

to define an investment.

73. In our present case, Article 1(d) of the BIT defined investment to include
patent. So the patent in question satisfies the definition of investment under
the BIT. This Tribunal has jurisdiction when the BIT’s definition is satisfied.
The patent was brought from Conveniencia to Bergonia. It encouraged
economic co-operation. The Patent should be protected by the B-C BIT.
CLAIMANT submits that the Salini test can be disregarded. This is because
the narrow definition of investment in the Salini test will undermine Bergonia
and Conviencia’s intention. The Salinitest should not be used to override their

agreement on the definition of an investment.

o0 supra 55

o1 supra 35

%>Report of the Executive Directors on the on the of between States and Nationals of
Other States (1965)ICSID Doc. ICSID-2 in vol. II-2 HisTorRy OF THE ICSID
CONVENTION 1069 (ICSID 1968)
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CLAIMANTOs patent is a protected investment underB4@BIT. So he

Tribunal has jurisdiebn.

Alternatively, if the Tribunal is of the view that theSalini test must be
satisfied, the patent also satisfies tifini test (the ICSID ConventionOs
definition). The features of an investment including certain duration, regularity
of profit and retirn, assumption of risk, substantial commitment and
significance for host StateOs development, are all pr&ieXiMANT is used

to manage its patenA company in Bergonia was licenced to use the patent
for two years. The duration requirememas been siafied since the &ent
was being used in Beogia for a period of time. Theakent wadicencedby

the Bergonian authority. CLAIMANT is subject to Bergonian regulations.
There is a regularity of profit and return because CLAIMANT receives royalty

from BioLife regularly.

By registering thePatentand entering into agreements with local entities,
CLAIMANT has assumed risk in the transaction. The setting up of the
company and entering into agreements shows that there is substantial
commitment on CLAIMANTOs pa And thePatentis used to develop health

related products which address the nationOs medical need. Hence, the

investment has significance for host StateOs developmer®aldsatisfies
both the B-C BITOs requirement and the ICSID ConventionOsreaugrit.
Thus, CLAIMANTO®atentis an investment protected by #BeC BIT and this

Tribunalhas jurisdiction.
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2.2 Conclusion on Jurisdiction

77.

This dispute satisfies Article 25(1) of the Convention. CLAIMANT satisfies
the definition of investor under article 25(2)(b) of the ICSID Convention.
CLAIMANT has been controlled by MedX, a national of Conveniencia. And
RESPONDENT has given express consent to treat CLAIMANT as a national
of Conveniencia by way of MFN treatment. Article 3 of the B-C BIT permits
it to invoke Article V1.8 of the Tertia-Bergonia BIT. MFN treatment could be
applied in jurisdictional issues because the MFN clause was construed to
include this application. The Patent is an investment as defined under the BIT
and the ICSID Convention. The Patent was not a mere registration and

Licensing Agreement was signed utilising the Patent.
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PART THREE — VIOLATIONS OF THE B-C BIT

3.1 State Responsibility of Bergonia

76. According to the ILC’s Articles on State Responsibility, all alleged
internationally wrongful actions in this dispute are attributable to the State.®”’
Commentators agree that the ILC Articles are currently the most authoritative

document on the law of state responsibility.**

77. Atrticle 4 of the ILC’s Articles on State Responsibility® stipulated a State’s

responsibility for the conduct of its organs. It provides that:

[t]he conduct of any State organ shall be considered an act of that
State under international law, whether the organ exercises
legislative, executive, judicial or any other functions, whatever
position it holds in the organization of the State, and whatever its
character as an organ of the central government or of a territorial
unit of the State.

78.  As a government department, the Bergonian IP Office is undeniably a State
organ of RESPONDENT. RESPONDENT is thus internationally responsible
for the conduct of the Bergonian IP Office.

53 International Law Commission, Articles on Responsibility of States for
Internationally Wrongful Acts, Vol. II (Part Two) Yearbook of the International
Law Commission (2001).

4 CHRISTOPHER SCHREUER ET AL, THE OXFORD HANDBOOK OF INTERNATIONAL
INVESTMENT LAW 550 (Oxford University Press 2008).

6 International Law Commission, Articles on Responsibility of States for
Internationally Wrongful Acts, vol. Il (Part Two) YEARBOOK OF THE INTERNATIONAL
Law COMMISSION, 2001.
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3.2 Breach of Article 4(2) — RESPONDENT Expropriated CLAIMANT’s

Investment

79. Article 4(2) of the B-C BIT provides:

Investments by investors of either Contracting State shall not
directly or indirectly be expropriated...in the territory of the other
Contracting State except, in accordance with the applicable laws of
the latter Contracting State for the public benefit on a non
discriminatory basis and against prompt adequate and effective
compensationkE

80. On 1 November 2007, the Bergonian IP Office issued the compulsory licence
with respect to the Patent. RESPONDENT has breached Article 4(2) of the B-
C BIT by indirectly expropriating CLAIMANT’s investment. Furthermore,
the indirect expropriation was unlawful since it was not done for public

benefit, and the compensation was not adequate.

3.2.1 Expropriation is Indirect

81.  Formal or direct expropriation is an official act where the title of an
investment by a foreign investor is taken away by the state.®® Besides physical
takings, investment by a foreign investor could also be indirectly expropriated.
The Iran-US Claims Tribunal award in Starrett Housind illustrates the

general standard of indirect expropriation as:

... It is recognized in international law that measures taken by a
state can interfere with property rights to such an extent that these
rights are rendered so useless that they must be deemed to have been
expropriated, even though the state does not purport to have

% Supra n48
67 Starrett Housing Corporation v. Islamic Republic of Iran, 4 Iran-U.S. CL. Trib. Rep.
122 (1983).
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expropriated them and the legal title to the property formally
remains with the original owné¥.

CLAIMANT Os property was not physically taken by the government.
However, the compulsory licence interfered Wi AIMANT Os property
right and rendered it uess. CLAIMANT Os right to its investment must be

deemed to have been indirectly expropriated.

While the Starrett Housing case provides a general concept of indirect
expropriation, it does not address specific circumstances such as the issuance
of compulsoy licence. A compulsory licence on the one hand could be a
legitimate and nowompensable regulation. On the other hand, it could be a
compensable indirect expropriati®h. An Oorthodox approachO under
international law was observed by Newcombele contendd that under the

Oorthodox approachO,

Oan expropriation occurs when a foreign investor is deprived of the
use, benefit, management or enjoyment of all or substantially all of
its investment, except where deprivation results from a bona fide
and legitimag use of state police powers.O

He criticized that this approach disregards appropriation by the government.
He proposed that in most instances, expropriation is wWherinvestor has
suffered a deprivation and there has been a corresponding acquisiise af

control of the investment by the stafe.

® supra n67 at p. 159

%9 Christopher S. Gibsond Look at the Compulsory License in Investment
Arbitration: The Case of Indirect Expropriation, 5 AMERICAN UNIVERSITY
INTERNATIONAL LAW REVIEW, (July 2009).

© Andrew NewcombeThe Boundaries of Regulatory Expropriation in International
Law, 20:11CSID REVIEW FOREIGNINVESTMENT LAW JOURNAL 5

"'supra n67 at p.154

2 Andrew NewcombeThe Boundaries of Regulatory Expropriation in International
Law, 20:11CSID ReVIEW FOREIGNINVESTMENT LAW JOURNAL 7.
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85.  This definition has been supported by Paulsson and Ddtiglag Gibsoff.
Gibson, in drawing the conclusion, proposed that one must first look at the
degree of interference when determining whether a comulEence is an
expropriation. Next, one should look at whether there are specific
undertakings or representations on the part of the state and whether there are
legitimate or reasonable expectations and reliance on the part of the investor.
Gibson alsoproposed a third factothe character and regulatory purpose

behind the government action.

86. In the case ofVetalclad”, indirect expropriation includethe interference
with the use of property which has the effect of Odepriving the owner ... the
use of the reasonablto-be-expected economic benefit.O In that case,
CLAIMANT was deemed to be expropriated because the licence was not
issued. TheMetalclad Tribunal found that Mexico has effectively and
improperly preventedetalcladOs operation of the landfillh the case of
CME v Czech Republic’®, the investor was deprived of a business arrangement
to have the exclusive use of the broadcasting licence. Thus, a local Czech
company became an unencumbered licence. The loss of exclusive use of the
licence was a sutemntial interference. The investorOs control is substantially
interfered if an investor Ocannot direct the -dagay operations of the
investment®. In the case oMiddie East Cement Shipping v Egypt'® Egypt
revoked the investorOs licence and caused nivestorOs business to be
paralyzed. Revoking the licence is a kind of substantial interference.

33, Paulsson & Z. Douglag;direct Expropriation in Investment Treaty Arbitration,
in ARBITRATING FOREIGN INVESTMENT DISPUTES (Norbert Horn ed., Kluwer Law
International 2004).

" supran70 at p.3

> Metalclad Corporation. v. United Mexican States, ICSID Case No. ARB(AF)/97/I,
Award of 30 August 2000, at para. 212.

" CME Czech Republic B/. v. Czech Republic, UNCITRALPartial Award, 13
September 2001, at para. 121.

" LG&E v. The Argentine RepublicICSID Case No. AR/02/1, Award 25 July
2007.

8 Middle East Cement Shipping and Handling Co. S.A. v. Arab Republic of Egypt,
ICSID Case No. ARB/99/6, Final AwartR April 2002.
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In the present cas€LAIMANT applied to the Bergonian IP Office to register
the Patent When the compulsory licence was isSUEHAIMANT lost the
right to utlize itsPatent Article 28(1)(a) of TRIPS states that,

OAPatentshall confer on its owner the following exclusive rights:
where the subject matter ofRatentis a product, to prevent third
parties not having the ownerOs consent from the acts of: making
using, offering for sale, selling, or importifg these purposes that
productO

The enjoyment of &atentis to licerse thePatentand to prevent third parties
from using it without consenCLAIMANT cannot negotiate witBioLife or

the other fiveentiies for a licensing agreement. Other Bergonian entities
could also invoke the compulsory licend8LAIMANT lost the right to
prevent third parties using th@atent without CLAIMANT Os consent.
CLAIMANT cannot direct the dayp-day operation of théatentonce the

compulsory licence was issue@LAIMANT lost the control tats Patent

CLAIMANT had an exclusive licemgy agreement with Biolife. The

Licensing Agreement betwee@LAIMANT and BiolLife stipulates that the

produced product cannot be exportdioLife invoked the compulsory

licence.CLAIMANT lost its exclusivity with Biolife. The compulsory licence
allowedBioLife to export the producBioLife in turn was unjustly enriched

because it obtained an unencumbered liceBEAIMANT Os investment was
substatially interfered.

CLAIMANT also lost the right to determine the royalty to be paid. The
royalty offered after the issuance of the compulsory licence was lower than
before. CLAIMANT also lost the right to determine the royalty to be paid in

relation to he exported product.

It is submitted thatCLAIMANT Os enjoyment of the investment was

substantially interfered. And this satisfies GibsonOs first criteria.
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92. The second criterion is whether there are specific undertakings or
representation from the statedawhether there is legitimate expectation from
the investor. INMetalclad the Mexican government gave the representation
that the investor obtained the necessary approval from the government. The
investor had the legitimate expectation to operate in MeByg not issuing a
building permit, the Tribunal inMetalclad held that the investor was
arbitrarily interfered and there was an expropriation.TERCMED®, the
Tribunal held that the state of Mexico represented that the investor had
obtained all necessaligence. And the investor had the legitimate expectation
to operate the landfills.

93. CLAIMANT registered thePatent with the Bergonian IP office. The
Bergonian government authorized such investm&here is representation
from the government. With the rsgation by the Bergonian IP office,
CLAIMANT has the legitimate expectation of atentbeing protected.
CLAIMANT has the legitimate expectation that it can licencePgtentwith

Bergonian entities at its will.

94. It is submitted that the Bergonian \gwnment made representation to
CLAIMANT by registering the Patent CLAIMANT had legitimate

expectation. So GibsonOs second criterion is satisfied.

95. There is no expropriation if the alleged expropriating governmental act is a
general regulatory measure whiis Ocommonly accepted as within the police
power of States®.In Saluk&’, it is stated that a deprivation can be justified if
it is an exercise of regulatory actions aimed at the maintenance of public

order® The Tribunal inSalukaalso states

¥ Technicas Medioadbientales TECMED S.A. v The United Mexidate§ ICSID
Case No. ARB(AF)/02, AwardMay 29 2003.

8 Too v Greater Modesto Insurance Associates and the United States of America, 23
Iran-U.S. CI. Trib. Rep. 378 (1989).

22 Saluka v Czech &public, UNCITRAL Partial Award.7 March 2006.
Ibid.
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Olt is ow established in international law that States are not liable
to pay compensation to a foreign investor when, in the normal
exercise of their regulatory powers, they adopt in a-non
discriminatory mannebona fide regulations that are aimed at the

generalwelfare.&

The nature between an expropriation and general regulatory measure is
similar. In the cas&ykomb Synergetics Technology Holding AB v Lativia™,

the Tribunal held that while regulatory takings may amount to expropriation,
the

Odecisive factor fadrawing the border line towards expropriation
must primarily be the degree of possession taking or control over

the enterprise the dispute measures entail.O

Whether measures protecting human health are expropriations is a
controversial issul&. This isse was discussed in the ca¥eralclad.®® The
Tribunal inMetalclad decided if the measure is used to protect human health,
scientific evidence must be tendered. Such evidence must include (i) a
sciencebased risk assessment, (ii) a rational connection leetarp identified

risk and the measure taken and (iii) an assessment of the regulatory options
available to a state to address the ¥isk.

The European Court of Human Right takes a different approach. The
European Court of Human Right is of the opinion #@he general regulatory
measures is subject to judicial reviéwThe European Court of Human Right
proposed the proportionality test. This test is confirmed by #@&V/ED case.

It states,

8 |bid.

84 Nykomb Synergetics Technology Holding AB v Latvia, SCC AwardDec. 16 2003.

8 Andrew NewcombeThe Boundaries of Regulatory Expropriation in International
Law, 20:11CSID REVIEW FOREIGNINVESTMENT LAW JOURNAL at p.5.

8 supra n75

8" supra n70, at p.5

8 supran64, at p.433
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“There must be a reasonable relationship of proportionality between
the charge or weight imposed to the foreign investor and the aim
sought to be realized by any expropriatory measure. To value such
charge or weight, it is very important to measure the size of the
ownership deprivation caused by the actions of the state and
whether such deprivation was compensated or not.”

That is, the general regulatory measure must be proportional to the aim that it

is achieving.

It is submitted that the issuance of compulsory licence is not a general
regulatory measure. The control over the Patent was so substantial. This
compulsory licence was invoked by six Bergonian entities. If the compulsory
licence was a general regulatory measure to address domestic medical needs,
only one entity should be allowed to invoke the compulsory licence to produce

the quantity needed.

CLAIMANT submits that this Tribunal should look at the proportionality test.
This is because the measure taken in this current case is not proportional to its
aim. And it is an abuse of the general regulatory power given to a state.
RESPONDENT said the compulsory licence was issued to address important
domestic medical need. However, six Bergonian entities have invoked the
compulsory licence. 1 entity could invoke the compulsory licence to produce
the drugs needed. However six Bergonian entities invoked the compulsory
licence for commercial use. It is submitted the Bergonian IP office authorizing
this six Bergonian entities is not proportional to its aim. The export by the
three Bergonian entities does not address the domestic medical need of

Bergonia.

CLAIMANT submits that RESPONDENT must also submit scientific

evidence satisfying the three requirements set out in Metalclad®

8 supra n75
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The measure is not proportional to the aim RESPONDENT is trying to

achieve. It is submitted that all three Gibson criteria is satisfied.

An expropriation may not be temporary.” The consequential deprivation must
not be ‘merely ephemeral’.”’ In the case of SD Myers v Canadahe measure
lasting for eighteen months had a limited effect. The alleged expropriation
caused a delayed opportunity, not a lost opportunity. So the measure did not
amount to an expropriation.”” In the case of Wena Hotels Limited v Egypt
the Tribunal is of the view that, “the deprivation of Wena’s fundamental right
was so profound that the expropriation was indeed a total and permanent one.”
A temporary deprivation can also be considered permanent if the deprivation
was a breach so fundamental that its effect was profound and deemed to be a

total and permanent effect.

It is submitted that the compulsory licence was not temporary in nature.
Although the duration of the compulsory licence is four years, the effect of the
compulsory licence was profound and could be seen as in a total a permanent
nature. Unlike SD Meyers® four years for a Patent is not a delayed
opportunity, but a deprived opportunity. Patent’s value fades with time. Patent
is worthy because it is new. The Patent has been registered for three years
when the compulsory licence was issued. It is submitted that the four-year
compulsory licence deprived CLAIMANT the opportunity to enjoy it
investment at its prime time. A deprivation period of four year is to “mere

ephemeral” to a Patent. The measure should be deemed a non-temporary one.

90

supra n77

°! Tippetts, Abbett, McCarthy, Stratton v. TAMS-AFFA Consulting Eng’rs of Iran, 6
Iran-US CI. Trib. Rep (1984) at p.219.

%2 SD Myers, Inc. v. Canada, UNCITRAL (NAFTA), First Partial Award 13
November 2000.

> Wena Hotel Limited v. Arab Republic of Egypt, ICSID Case No. ARB/98/4, -

Decision on Application for Interpretation of Award 31 October 2005.

** supra n92
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CLAIMANT’s Patent was indirectly expropriated. This is because Gibson’s
three criterias are satisfied. The effect of the expropriation is so profound that

it was deemed a non-temporary one.

Article 4(2) of the B-C BIT stipulates that an expropriation could only be done
if it is done in accordance with local law, for public benefit, with prompt,
adequate and effective compensation and in a non-discriminatory manner. In
order for Bergonia to expropriate, all four criteria must be present.
CLAIMANT submits that the compulsory licence was not done for public
benefit and no adequate compensation was offered. This is a breach of article

4(2) of the B-C BIT.

Expropriation is unlawful

CLAIMANT submits that the issuance of compulsory licence Constitutes an
unlawful indirect expropriation because RESPONDENT did not pay prompt,

adequate and effective compensation.

In Article 4(2) of the BIT requires RESPONDENT to pay prompt, adequate
and effective compensation after expropriating CLAIMANT’s investment.
However, RESPONDENT did not. To provide prompt, adequate and effective
compensation, RESPONDENT is obliged to pay the fair market value to
CLAIMANT. In the Factory at Chorz—wcase , the Permanent Court of

International Justice ruled that:

“... reparation [for the violation of international law must , as far as

possible, wipe out all the consequences of the illegal act and re-
establish the situation which would, in all probability, have existed
if that [illegal] act had not been committed.”

Also, the fundamental concept of “damages” is reparation for a loss suffered:

The remedy should be equal to the investor’s loss, so that injured party may be

% Factory at Chorzow, (Germany v. Poland) 1928 P.C.LJ (ser.A) No.17.
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made whole. In short, the remedy should be the “full’’ value of the assets

taken. °°

110. In the present case, after the issuance of the compulsory licence on 1 June
2007, six Bergonian companies utilised the Patent to sell drugs in Bergonia
and other countries. It leads to the total sales amount of the Patent products
increased to 155% comparing to BioLife’s original sales. However, the
Bergonian IP office did not pay royalties equating to the original value. The
royalties” amount is lower than the previous contractual amount between
CLAIMANT and BioLife in 2005-2007. Therefore, CLAIMANT submits the

inadequate compensation rendered the expropriation unlawful.

111. Climant submits that issuance of compulsory licence constitutes an unlawful

indirect expropriation for failure to issue compulsory licence for public

purpose.

112. Besides adequate compensation, another criterion to determine whether the
expropriation is legitimate depends on if a state’s conduct is for public benefit.
RESPONDENT claimed that the compulsory licence was issued to address
important domestic medical needs. However, the issuance of compulsory
licence allowed three Bergonian companies exporting the drug. This is not
addressing the domestic need in Bergonia. CLAIMANT submits the exporting
of the Patented product has no connection with the public benefit claimed by
RESPONDENT. CLAIMANT submits that allowing the Bergonian entities to
export to other countries does not conform to “addressing important domestic
medical needs”. Thus, it is submitted that this issuance of compulsory licence

does not conform to the public benefit claimed by RESPONDENT.

113. In summary, RESPONDENT indirectly expropriated CLAIMANT’s

investment. Such expropriation was unlawful because no adequate

% supra n78
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compensation was offered. Also, the entities did not utilise Pentto
address domestic medical need. Such exporting does not conform to the public
benefit proclaimed by CLAIMANT. CLAIMANT suwbmits that
RESPONDENT breached Article 4(2) of the -B BIT by unlawfully
expropriatingCLAIMANT Os investment.

3.2.3 RESPONDENT’s Argument in MFN Clauses is Misconceived

114.

115.

116.

117.

CLAIMANT submits thatRESPONDENTiIs legally misguided that it can
invoke the terms inhie TertiaBergoniaBIT by way of MFN clause. In the
present cascRkESPONDENT contends that MFN clause in Article 3 of the B
C BIT will invoke Article 111(4) of the TertiaBergonia BIT to exclude

compulsory licence from being treated as expropriation.

In CMS v Argentin&, an ICSID Tribunal decided that an MFN treatment
clause in the USAArgentina BIT can be invoked to maintain the liability
standards of state incorporated in other Argentinean BITs. This is only
because those standards were more favouradtetiiose contained in the US
Argentina BIT for a foreign investor. The liability standards of other
Argentinean BITs were more favourable under MFEN treatment. This reason
that it is more favourable was that they did not include any exceptide

the USArgentina BIT. In other words, MFN treatment is to be invoked for the

favourable treatment of an investor by the Contracting State of &BIT.

In the present case, the favourable treatment concerned in the substantive

MFN treatment is in relation to the iestor rather than the State.

Article 3(2) of the Bergonial€onveniencia BIT provides:

% CMS Gas Transmission Co \The Argentine Republic, ICSID Case No.
ARB/01/08, Award 12 May 2005.
% supra n64 at p.382.
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“Neither Contracting State shall subject investors of the other
Contracting State, as regards their activity... to treatment less
favourable than it accords to its own investors or to investors of any
third State, whichever is more favourable to the investors.”

The wording of Article 3(2) clearly states that the treatment must be no
less favourable "whichever is more favourable to the investors". Article I1I (4)
of Tertia-Bergonia BIT expressly excludes compulsory licences from being
treated as an expropriation, so it is obviously less favourable to the investors
and cannot be imported by way of MFN clause. CLAIMANT submits that the
way RESPONDENT invoking the MFN clause is misconceived, and Article
I (4) of Tertia-Bergonia BIT cannot possibly be imported to the present
dispute.

3.3 Breach of Article 8(1)YDRESPONDENT breached International Law Obligations

119.

120.

Article 8(1) of the B-C BIT provides:

If the legislation of either Contracting State or obligations under
international law existing at present or established hereafter between
the Contracting States in addition to this Treaty contain a regulation,
whether general or specific, entitling investments by investors of the
other Contracting State to a treatment more favourable than is
provided for by this Treaty, such regulation shall to the extent that it
is more favourable prevail over this Treaty.

Article 8(1) provides that an investor can import favourable treatment from
other international law obligations the Contracting State has been undertaking.
This could be done if the treatment is more favourable to the investor than that
offered by the B-C BIT. Unlike MFN clauses that involve two States, Article
8(1) compares most favourable regulation between different treaties and
regulations signed by the same Contracting State. In comparsion, MFN
clauses compare discriminatory treatment to nationals of different States by

the Contracting State.
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121. TradeRelated Aspects of Intellagtl Property Rights (OTRIPSO) is a source
of international law. It is one of the key treaties administered by the WTO to
protect intllectual property righf8. CLAIMANT submits that TRIPS Standard
is relevant in Article 8(1) of the & BIT.

122. CLAIMANT submits:

3.3.1TRIPSOs Standard is More Favourable Than the Standard of
Treatment Provided by the-8 BIT;
3.3.2RESPONDENT has Failed to Comply With TRIPSOs Standard.

3.3.1 TRIPSOs Standard is More Favourable Than the Standard of Treatment Provided
by the B-C BIT

123. The BC BIT was concluded on 30 May 2003. Bergonia and Conveniencia
have both been members of the WTO and parties to TRIPS since then. They
remain as members of the WTO and parties to TRIPS as of present.
CLAIMANT submits that TRIPSconfers obligations ro its signatories
(including Bergonia and Conveniencia) under international laacording to
Article 8(1) of theB-C BIT, CLAIMANT should be afforded the protection
provided by TRIPSOs standard. This is because TRIPSOs regulations offer
better standardfareatment to CLAIMANT tha that provided by the B
BIT.

124. TRIPSOs standard provides exclusive rights to intellectual propgitye 7
of TRIPSprovides:

% Organisation for Economic Gaperation and Development. Trade Committee.
Working Party of the Trade Committee. The Impact of THRdtated Intellectual
Property Rghts on Trade and Foreign Direct Investment in Developing Countries.
TD/TC/WP(2002)42/FINAL 28viay-2003
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E protection and enforcement of intellectyadoperty rights to
contributd= to mutual advantage of@ducers and usdts and to a
balance of rights andbligations™®

The purpose of TRIP® to strike a balance betweehe longterm social
objective of providing incentives for future inventions and creatiand the
shortterm objective of allowing pedp to use existing inventions and
creations. To achievesitpurpose TRIPS providesan exclusive right toa
Patent owner'® Exclusive right allows the Patenées to exploit their
inventions without interference from third partiéisalsoallows thePatentes

to obtainrent for their creativactivity. This has evidenced TRIPSOs important
role in protectinPateneéesO exclusive right.

On one hand, the-B BIT offers no protection t®ateneesO exclusive right;

on the other hand, TRIPS stipulates procedurégiwensurePatengéesO
enjoyment of the exclusive right. Therefore, CLAIMANT submits that
TRIPSOs standard is more favourable to CLAIMANT. Accordingly,
RESPONDENT must comply with TRIPSOs standard by way of the operation
of Article 8(1) of the BC BIT.

19 peTERTOBIAS STOLL, JAN BUSCHE AND KATRIN AREND,WTO-TRADE-RELATED
ASPECTS OFINTELLECTUAL PROPERTY RIGHTS, 557 (Martinus Nijhoff Publishers
2009)

191 Article 28(1) of TRIPS
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3.3.2 RESPONDENT has Failed to Comply with TRIPS’s Standard

127. CLAIMANT submits that RESPONDENT has failed to meet TRIPSOs

standard in the following ways:

3.3.2.1 RESPONDENT has Failed to Comply with the
Procedures in TRIPS When Issuing the Compulsory
Licence;

3.3.2.2 Royalities collected from the Compulsory Licence was
not in Accordance with TRIPS’s Standard;

3.3.2.3 Utilizing the Compulsory Licence to Export has violated
TRIPS

3.3.2.1 RESPONDENT has Failed to Comply with the Procedures in TRIPS
When Issuing the Compulsory Licence

128. Article 31 has laid dowra set ofconditionsthat provides for legal security
The conditionsalso serve the interests oPatenées in their exclusive
rights*%?Article 31(b) of TRIPS provides:

Where the law of a Member [a Stateloals for other usef the
subject matter of @atentwithout the authorization of the right
holder... the following provisions shall be respected... (b) such use
may only be permitted if, prior to such use, the proposed user has
made efforts to obtain awhzation from the right holder on
reasonable commercial terms and conditions and that such efforts
have not been successful within a reasonable period of time...

129. In the presentase CLAIMANTOsexclusive righthas beennterferedby the
issuanceof the compulsory licence. By grantindpe compulsory licence, the
Bergonian government takesvay CLAIMANT Osexclusive right over the

Patent'® A compulsory licencegrantsthird partiesuse of thePatentthat

192 . GERvAIS, THE TRIPSAGREEMENT, DRAFTING HISTORY AND ANALYSIS (SWEET
& MAXWELLL ) 2006.

103 UNCTAD/ICTSD, RESOURCE BOOK ON TRIPS AND DEVELOPMENT 470
(Cambridge University Press 2005).
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would otherwiserequirelegal authorization from th&aent owner, against or

regardles®f thePatentowneks will.***

130. The right to grantcompulsory licence is not absolute. Thishas been
recognsed in the Doha Declaration on the TRIPS Agreement and Public
Health:

E where technology is easily copied, compuskizenses will kill
any initiative to use creation in the development of new prodtrcts

131. Atrticle 31 of TRIPS contains obligations such #se issuing procedures, the
invocation of licence and the compensationto the Patent holder.
Furthermore, Article31 of TRIPS stipulates that licencees invoking the

compulsory licence should adhere to the obligations listed.

132. Since Bergonian IP officand thesix Bergonian licenceeare users of the

compulsory licence, they should comply withithespectiveobligations®®

133. According to Article 31f) of TRIPS, the person or company invoking a
licence must have first attempted to obtairoluntary licence from the right
holder onQeasonable commercial ternasmd condition® However,in the
presendispute the Bergoran IP office andthe five Bergoniarentities did not
attempt to obtain a voluntary licence from CLAIMANT before invoking the

compulsory licence.

134. Article 31(b) of TRIPS has demonstratednyelements for the evaluation of
the Qeasonable commercial ternad condition®. The RESPONDENTOs

194 Nuno PIRES DECARVALHO, THE TRIPSREGIME OF PATENT RIGHTS, 230 Kluwer
Law International 2005).

1% ihid

18 TRIPS article 31
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failure to impose export restrictions is one of these important elements.'”’” The
parallel selling has affected business of MedX, CLAIMANT’s parent
company. In fact, the exportation of the Patented products by the three
Bergonian companies has already led to the drop in revenue of MedX.'® Also,
BioLife’s parallel export of Patented goods was the reason for terminating the
Licence Agreement in 2007.'” Therefore, CLAIMANT submits that the
Bergonian IP office and the six Bergonian licencees never attempted to apply

for a voluntary licence with reasonable commercial terms and conditions.

135.  Procedures for issuing compulsory licence set out in TRIPS under certain
scenarios are exempted. These scenarios include: national emergency, other
circumstances of extreme urgency, and public non-commercial use.''
However, the Bergonian IP Office has not issued the compulsory licence
under any of the three scenarios. Obesity in Bergonia cannot be a case of
national emergency; moreover, obsesity has been a persisting problem in the
state which cannot be of extreme urgency. All the six Bergonian companies
have invoked the compulsory licence for commercial use.''' Since the
stipulated exceptions under TRIPS do not apply, CLAIMANT submits that the

issuance of compulsory licence has violated TRIPS.

136. Article 31(b) of TRIPS also stipulates that negotiations should last for a
reasonable period of time before a compulsory licence is issued. A
“reasonable period of time” contemplates a balance between achieving the
purpose for requesting the licence and the right of the Patentee to consider the

offer of licencing.'?

107 supranl03

198 First Clarification Q.39
19 First Clarification Q.39
"% Article 31(b) of TRIPS

"1 First Clarification Q.34
12 supra n100 at p. 568
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Some WTO members quantify the Oreasonable period of timeO as a fixed
period for thePatentowner to respond to an offer for licencing, and such a
period varies from ninty days to sixnonths™® The Licence Agreement
betweenCLAIMANT and Bid.ife was terminatecn 31 March 2007The
negotiationendedwithin three days* because oCLAIMANTOs concern of
parallel export by BioLifé¢® As such, there has not bee®eeasonable period

of timeO for negotiations. CLAIMANT submits that BioLifeOs actions made it

reasonable for CLAIMANTo end the negotiations.

3.3.2.2 Royalties collected from the Compulsory Licence was not in Accordance with
TRIPS’s Standard

138.

139.

140.

Article 31(h of the TRIPS Agreement stipulates:

... the right holder shall be paid adequate remuneration in the
circumstances of each case, taking into account the economic value
of the authorization.

After invoking the compulsory licence, RESPONDENT has offered
inadequate royalties. CLAIMANT has refused to accept the inadequate
royalties. The royalties are not calculated in reasonable commercial terms
required by TRIPS Article 31(b) nor has adequate remuneration been paid in
accordance with Article 31(h).

The majorreason for the inadequacy of royalities is due to miscalculation. The
miscalculation did not include the export selling of the three Bergonian
companies. Three of the Bergonian companies expoRdbenéd products to
other countries for a commercial pose. Thus, the calculation of the royalties

amount should take into account the export selling. However, the royaltiesO

3 supra n105, at p. 234
1 Uncontestedracts, para 9.
Y15 First Clarification Q.39
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amount is even lower than the previous contractual amount between
CLAIMANT and BioLife.*®

141. CLAIMANT submits that although there is noaet definition for reasonable
commercial terms in TRIPS. However, the royaltiesO amount should not be
lower than the previous contractual agreement between CLAIMANT and
BioLife.

142. The export of théatentgood is Breach the TRIPS article 31(c):

the scope rad duration of such use shall be limited to the purpose
for which it was authorized, and in the case of seomductor
technology shall only be for public n@mommercial use or to
remedy a practice determined after judicial or administrative process
to beanticompetitive;

143. According to Article 31(c) of TRIPS the scopkthe compulsory licencghall
be limited to the purpose for which it was authorized. The Bergonia IP office
maintainsthat the issuance of tttwmpulsorylicencewasfor a public health
purpose. CLAIMANT submitsthat the expodtion of the Patentgoods is
outside the scopeof the compulsory licencebecause the licenceesOs
exportation to foreign countries was for commercial purpb$éehis absence
of a limited scopein relation to the issuaecof the compulsory licence
breaclesArticle 31(c)of TRIPS

144. Article 31(h) of the TRIPS Agreement stipulates:

..the right holder shall be paid adequate remuneration in the
circumstances of each case, taking into account the economic value
of the authaeation;

118 First Clarification,Q. 25

17 Eirst Clarification A. 34
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145. RESPONDENTdid not try to apply for a voluntary licence fro@LAIMANT
but merely provided royaltie$iowever, CLAIMANT refusel to accepsuch
royalties'® and submé that the royaltiesverenot calculatedn the reasonable
commercial terms stated Article 31(b)of TRIPS Furthermoreno adequate
remunerationhas been paidn accordance with Article31(h). QAdequate
compensatioBcan becalculated through accounting for the adequate damages
brought by the issuance of a compulsory licéi@ndtheloss of thepotential
profit of thePatenee®

146. In summary, CLAIMANT submits that royalties collected from the

compulsory licence was not in accordance with TRIPSOs Standard.

3.3.2.3Utilizing the Compulsory Licence to Export has violated TRIPS

147. Under Articke 31(f) of TRIPS, products made under a compulsory licence
must be Opredominantly for the supply of the domestic marketO. This applies
to countries that can manufacture drggsas tolimit the amount they can
export when the drugs are made under compyléoence. It allows the
export of the nofpredominant part of productioft also accommodates the
needs oflessdeveloped countriesvhere produdéng solely for domestic
markes would be uneconomicdf In the present cas&4% of males and
38% of femalesre obesen Bergonia'?* The domestic market is alrealdyge
enough for providing incentigeto the producer of th@atentproduct. The

export sales by the three Bergonian companiesnatewithin the scope

118 para 8of Uncontested facts

119 Nuno PIRES DECARVALHO, THE TRIPSREGIME OF PATENT RIGHTS, 230 Kluwer
Law International 2005)Factory at Chorz—w, (Gerngan Poland) 1928 P.C.1.J
(ser.A) No.17.

120 PETER TOBIAS STOLL, JAN BUSCHE AND KATRIN AREND,WTO-TRADE-RELATED
ASPECTS OFINTELLECTUAL PROPERTY RIGHTS, 576 (Martinus Nijhoff Publishers
2009).

1217 Cottier, TRIPS, the Doha Declaration and Public HealthJWP 6 385, 387,
(2003).

122 SecondClarification, Q.65.
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provided forin TRIPS According to TRIPSOs stardlathe Bergonian
companies can only export toountriesthat are unable to makesuch
medicines and countries that want to import generic drugs. HowdeeX
sells such products in those countifésand those countries havibe

pharmaceuticahanufacturingcapacity of their owh?*

In response to the developing countriesO need for pharmaceutical products, the
TRIPS Council issued the Doha Declaration in 2003 and the Hong Kong
Ministerial Declaration in 2005. The two declarations introduced new
measures relatieto exporting drugs produced through the use of a compulsory
licence. Bergonia is bound by both declarations. In the Doha declaration, there
are obligations for members to expdtatenéd pharmaceutical products.

Importing members also have correspondibtigations*?®

Exporting members have an obligationhd quantity of the manufactured
Patenéd goods should not exed the amount necessary to meet the needs of
the eligible importingmembers Also, the productiorof the Patenéd goods
should be exportedtmembersvho have notified its needs to the council for
TRIPS™®

There are also differenkinds of measuresuch as specifidabeling or
marketing. The exporting country should take measures to distingiish
products made undéne system set out in TRIS. Furthermore, the quantities
of the Paten¢d goods and the above features slha&lpostd on a website

before shipmendf the goodbegin.

123 First ClarificationQ.39

124 secondClarification Q.70.

125 World Trade Organizationjmplementation of paragraph 6 of the Doha
Declaration on the TRIPS agreement and public health, WT/L/540 AB@ust,
2003.

126 \World Trade Organizatign Implementation of paragraph 6 of the Doha
Declaration on the TRIPS agreement and public health, WT/L/540 AB@ust,
2003.
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The exporting member should also notify the TRIPS council on all of the
details regarding thd?atenéd goods The details include the name and
address of the licencee, the products for which the licence has been granted,
the quantities for which it has been granted, the country to which the products
Is to be suppliedand the duration of tHeeence The above detsi shouldalso
beposedonawebsite.

In the presentase, the drugs exported compdise significant part of the
drugs produced under the compulsory lice@eAIMANT submis thatthe
government of Bergonia, through its failure to regulate the expmitafi the
Patenéd goodsis in violation of the obligatiomof an exporting country and
is in breach of TRIPSThe importing countries did not notify the TRIPS

Council in accordance with the Doha Declarafign.

CLAIMANT submits that the breach of procedsiri@ issuing the compulsory
licence and allowing three Bergonian companies to expoRatenéd goods

has breached TRIPSOs standard. Therefore, even though the Bergonian IP
office had a legitimate reason to issue the compulsory licence, the subsequent
adions of the Bergonian IP office and the three Bergonian companies have
violated TRIPSOs standard. RESPONDENTOs failure to comply with TRIPSOs
standard is a breach of Article 8(1) of theCEBIT.

Breach of Article 2(2)DRESPONDENT failed to Fair and Equitable Treatment

154.

Article 2(2) of the BC BIT provides:

Each Contracting State shall in its territory in any case accord
investments by investors of the other Contracting State fair and equitable
treatment...

127 First Clarification, Q.20.
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As stated by Professor Schreuer, the standard of fair and equitable treatment

(“FET”) can be specifically applied under four principles:

1. transparency and the protection of the investor’s legitimate
expectations;
ii. freedom from coercion and harassment;
iii. procedural propriety and due process; and
iv. good faith.'”®

A factual situation alone, for example breaching any particular one principle
in the FET standard, is sufficient to engage the State’s responsibility.'?
Accordingly, RESPONDENT has failed to accord the Patent the FET standard

required in the B-C BIT.

CLAIMANT submits that the issuance of the compulsory licence constitutes:

3.4.1 A failure to protect CLAIMANT’s legitimate expectations;
3.4.2 Lack of transparency in its calculation of compensation;

3.4.3 Procedural impropriety.

First, CLAIMANT submits that the standard of FET should refer to the
wordings of the B-C BIT rather than customary international law. It is
submitted that an investor needs to satisfy a lower threshold than that of
customary international law to claim against a state’s violation of FET
standard. As stated by Professor Schreuer, although the FET standard
contained in BITs is an autonomous concept, it may sometimes overlap with

the minimum standard required by international law."** The standard is not the

'%8 Christoph Schreuer, Fair and Equitable in Arbitral Practice, Vol. 6 No. 3 THE
JOURNAL OF WORLD INVESTMENT & TRADE 373, (June 2005).

129

IOANATUDOR, THE FAIR AND EQUITABLE TREATMENT STANDARD IN THE

INTERNATIONAL LAW OF FOREIGN INVESTMENT, 155 (Oxford University Press
2008).

B0 Christoph Schreuer, Fair and Equitable in Arbitral Practice, Vol. 6 No. 3 THE
JOURNAL OF WORLD INVESTMENT & TRADE 364, (June 2005).
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minimum requirement of inteational law, but rather, it provides protection at
a higher level, to allow a more objective view of the FET standard to be

taken®®?

159. It is considered that Ofair and equitable treatment constitutes an independent
treaty standard that goes beyond a mes@atement of customary international
law3*. This higher standard of international law is Oto set the floor, not a
ceiling®* to ensure that nothing is permitted under the standard. International
investment law is developing towards greater protection oésiavs by
increasing the FET standard. Theref@eAIMANT submits that a high FET

standard is applicable to the present dispute.

160. Second,CLAIMANT submits that FET is a standard which should have a
variable content that depends on the circumstances ohteeas well as more
objective elements. That is, the standard should include the wording of the
clause or the various exceptions found in the annexes of the tréatieis

confirmed inMondevthat the standard Oapplies to a wide range of factual

131 £ A. Mann,British Treaties for the Promotion and Protection of Investmests
BRITISH YEAR BOOK OF INTERNATIONAL LAw 241, 244 (1981); Occidental
Exploration and Proddion Company v. The Republic of Ecuador, LCIA Case No.
UN3467, at paras.18990.

132 R. DOLZER & M. STEVENS, BILATERAL INVESTMENT TREATIES 60 (Kluwer Law
International 1995)PETER T. MUCHLINSKI, MULTINATIONAL ENTERPRISES AND THE
LAw 626 (Oxford University FRess 1999); UNCTAD Series on Issues in
International Investment AgreementsFair and Equitable Treatment
UNCTAD/ITE/NIT/11(3), 1 June 1999, 13, 17, 3D, 53, 61; S. Vasciannidhe
Fair and Equitable Treatment Standard in International Investment Law and
Practice 70BRITISH YEAR BOOK OFINTERNATIONAL LAW 99. 104105 and 13944
(1999).

133 Azurix v. Argentine Republic, ICSID Case No. ARB/01/Byard, 14 July 2006,
at para.361.

134 |0ANATUDOR, THE FAIR AND EQUITABLE TREATMENT STANDARD IN THE
INTERNATIONAL LAW OF FOREIGNINVESTMENT 155 (Oxford University Press 2008).
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situations, whether in peace or in civil strife, and to conduct by a wide range

of State organs or agencies.”'

Therefore, CLAIMANT submits that the Tribunal should take into account the
circumstances in which compulsory licence is issued by RESPONDENT in
determining the FET standard. For example, it is submitted that the short time
period between the termination of CLAIMANT’s Licence Agreement with
BioLife and the proceedings in relation to the compulsory licence should be

considered.

3.4.1 RESPONDENT has Breached CLAIMANT’s Legitimate Expectations

162.

First, CLAIMANT submits that the breach of legitimate expectations amounts
to the violation of FET standard. The principle of legitimate expectations has
evolved ‘from an earlier function as a subsidiary interpretative principle’ to
become ‘a self-standing subcategory and independent basis for a claim under
the “fair and equitable standard’."*® In CME, the Tribunal concluded that the
host state breached FET ‘by evisceration of the arrangements in reliance upon

which the foreign investor was induced to invest’ 37 In Saluka,it was held that

‘[t]he standard of “fair and equitable treatment” is therefore closely tied
to the notion of legitimate expectations which is the dominant element of

the standard.”'*® In Tecmedthe protection of an investor’s expectations

135

Mondev International Ltd. v. United States of America, ICSID Case No.

ARB(AF)/99/2 Award, 11 October 2002 at para. 95.

3¢ AUGUST REINISCH, STANDARDS OF INVESTMENT PROTECTION162 (Oxford
University Press 2008).

57 CME Czech Republic B.V. v. Czech Republic, UNCITRAL, Partial Award, 13
September 2001, at para.155.

% Saluka v Czech Republic, UNCITRAL Partial Award, 17 March 2006 at paras.
483-484; Ceskoslovenska Obchodni Banka, a.s. v. The Slovak Republic, ICSID
Case No. ARB/97/4 Award, 29 December 2004 at para. 302.
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is considered an integral part of the FET obligatinAccording to
these ICSID decisionsCLAIMANT submits that the breach of an
investorOs legitimate expectation alone can amount to the violation of
FET standard.

163. Secad, by the conduct of the Bergonian IP Office, RESPONDENT failed to
provide protection forCLAIMANT Os legitimate expectations. Therefore, it

amounts to a breach of the FET standard.

164. The legitimate expectations are most completely defined@hunderbird v
Mexica®*

Ethe concept of Olegitimate expectationsO relates... to a situation
where a Contracting PartyOs conduct creates reasonable and
justifiable expectations on the part of an investor (or investment) to
act in reliance on said conduct... to honor thesgectations could
cause the investor (or investment) to suffer dam&ges.

165. It is submitted that the legitimate expectation<CQAIMANT are entitled to
the protection by RESPONDENT if the following three criteria are
established. First, the expectatiomv@to be based on government condtfct.

Second, the expectations have to be reasonable and justifiable, both

139 Technicas Medioadbientales TECMED S.A. v The United Mexican States, ICSID
Case No. ARB(AF)/00/2, Award, May 29 2003 at para. 154; Waste Management,
Inc. v. United Mexican States (Numbe), 2CSID Case No. ARB(AF)/00/3, Final
Award, 30 April 2004 apara. 98; Occidental Exploration and Production Company
v. The Republic of Ecuador, LCIA Case No. UN34&{para. 183.

190 |0ANATUDOR, THE FAIR AND EQUITABLE TREATMENT STANDARD IN THE
INTERNATIONAL LAW OF FOREIGN INVESTMENT, 165 (Oxford University Press
2008).

141 International Thunderbird Gaming v United States of Mexico, UNCITRAL,
Arbitral Award 26 January 2006 at para.147.

142 Elizabeth Snodgras®rotecting InvestorsO Legitimate Expectationsp&eeing
and Delimiting a General PrinciplelCSID REVIEW FOREIGN INVESTMENT LAW
JOURNAL 32 (2006).
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objectively and subjectivel{#* Third, there has to be a causal link between the
failure to respect these expectations and the damage sufferedeby th
investor:** CLAIMANT submits that its expectations in relation to the Patent

satisfy all of the above criteria.

CLAIMANT submits that Bergonian government has represented to foreign
investors that intellectual property will not be taken without adequate
compensation (see Articles 1 and 2 of th€ BIT). In SPP’* case, an ICSID

Tribunal emphasized that an investor was entitled to rely on the official

representations of the Governmé&ttThe Tribunal held,

O... these acts were cloaked with the mantle of Gment
authority and communicated as such to foreign investors who relied
on them in making their investment... created expectations protected
by established principle of international laiW’O

In the present case, it is submitted that RESPONDENT has eepedsand
communicated its undertakings@.AIMANT through the BC BIT.

In the BC BIT, Bergonian government has undertaken that an investment
including intellectual property will be given fair and equitable treatment as
well as full protection in Article2(2) of theB-C BIT. Under Article 4(3),
Bergonia is also expected to pay compensation promptly and the legality of

the expropriation and the amount of compensation will be given a review by

143 Elizabeth Snodgras#yotecting Investors’ Legitimate Expectations: Recognizing
and Delimiting a General Principle, |ICSID REVIEW FOREIGN INVESTMENT LAW
JOURNAL 41 (2006).

144 |0ANATUDOR, THE FAIR AND EQUITABLE TREATMENT STANDARD IN THE
INTERNATIONAL LAW OF FOREIGN INVESTMENT, 166 (Oxford University Press
2008).

14> Southern Pacific Properties (Middle East) Ltd (SPP) v. Arab Republic of Egypt,
ICSID Case NAARB/84/3, Award, 20 May 1992.

146 Southern Pacific Properties (Middle East) Ltd (SPP) v. Arab Republic of Egypt,
ICSID Case NARB/84/3, Award, 20 May 1992 at para. 189.

147 Southern Pacific Properties (Middle East) Ltd (SPP) v. Arab Republic of Egypt,
ICSID CaseNo ARB/84/3, Award, 20 May 1992 at para. 82.
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due process of law. CLAIMANT submits that these undertakings in the BIT
constitute ~ government representation to CLAIMANT. Therefore,
CLAIMANT is legitimately entitled to expect that its Patent will be protected
from arbitrary taking by the State, and any expropriation and compensation in
relation to expropriation will be reviewed under due process of law. Such
expectations are reasonable, justifiable and objective, given that
RESPONDENT has undertaken to encourage investments and created
favourable conditions of those investments in Article 2(1). Such basic

expectation is fundamental to the investment decision of CLAIMANT.

168. CLAIMANT submits that its aforementioned legitimate expectations are
frustrated by the act of Bergonian IP Office. In the present case, the Bergonian
IP Office commenced proceedings to take away CLAIMANT’s control of the
Patent by the issuance of the compulsory licence. On 31 March 2007,
CLAIMANT terminated the Licence Agreement of the Patent with BioLife.
Under the original Licence Agreement with BioLife, all products and
treatments were intended for sale in Bergonian domestic market, but BioLife

'8 The Patented products remain available in Bergonia

exported the products.
after the termination of the Licence Agreement between CLAIMANT and
BioLife.'* However, the Bergonian IP Office initiated the compulsory licence
proceedings merely three months after the termination of the Licence
Agreement of the Patent. It is submitted that such action is totally out of
proportion given that the products in relation to the Patent is still available for

Bergonians.

169. For the aforesaid reason, CLAIMANT submits that the issuance of the
compulsory licence is out of proportion and unfair to CLAIMANT. As stated
by an ICSID Tribunal in Técnicas Medioambientales Tecmed SA v Mexico,
there had to be ‘a reasonable relationship of proportionality between the

charge or weight imposed to the foreign investor and the aim sought to be

18 Second Clarification Q111.
149 Second Clarification Q114.
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realized by any expropriatory measur&@n the present case, the products are
still available to Bergonians even without the compulsory licence of the
Paten.

3.4.2 Calculation of Compensation lacks Transparency

170. As stated by Professor Schreuer, transparency is firmly rooted in arbitral
practice as a principle in the FET standardin Metaclad, the issue of
transparency played central role in determining tHeT Fstandard® In
Maffezini, the Tribunal found that the lack of transparency was incompable
with the FET mandated by the ArgentiSpain BIT**® Also stated by an
ICSID Tribunalin Tecmed, O... The foreign investor expects the host State to
act in a consistg manner, free from ambiguity and totally transparently in its
relations with the foreign investors... any and all State actions conforming to

such criteria should relate... to the goals underlying such regulatithsO.

171. CLAIMANT submits the calculation irelation to the compensation of the
compulsory licence of the Patent lacks basic transparendyediriad, the
issue of transparency played a central role wherd@tibanal held, O... There
should be no room for doubt or uncertainty on such matters.(rithmal
decided, O... Mexico failed to ensure a transparent and predictable framework

for MetalcladOs business planning and investmght.O

130 Technicas Medioadbientales TECMED S.A. v The United Mexican States, ICSID

Case No. ARB(AF)/00/2, Award, May 29 2003 at para. 122.

151 Christoph Schreuetair and Equitable in Arbitral Practice, Vol. 6 No. 3THE
JOURNAL OF WORLD INVESTMENT & TRADE 375, (June 2005).

152 Metalclad Corporation. v. United Mexican States, ICSID Case No. ARB(AF)/97/I,
Award of 30 August 2000 at para.212.

153 Emilio Augustine Maffemni v Kingdom of Spain, ICSID Case No. ARB/97/7,
Award 13 November 2000, at para. 83.

154 Technicas Medioadbientales TECMED S.A. v The United Mexican States, ICSID
Case No. ARB(AF)/00/2, Award, May 29 2003 at paras. 154, 157, 162, 164.

155 Metalclad Corporatio. v. United Mexican States, ICSID Case No. ARB(AF)/97/I,
Award of 30 August 2000, at para. 99.
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In the present case, it is unclear and ambiguous from all available case
materials that how the compensation to CLAIMANT was calculated by the
Bergonian IP Office. The goal of the Bergonian IP Office to provide royalties
for CLAIMANT is to compensate its loss in the compulsory licence of the
Patent. Therefore, the calculation of the royalties must be totally transparent
and free from ambiguity according to the aforementioned ICSID decisions.
The only available information in the present case is that the percentage
royalty rate collected by the Bergonian IP Office is moderately lower than the
rate that had been in effect under the terms of the Licence Agreement between
CLAIMANT and BioLife. °® Bergonian IP Office has failed to provide a
transparent framework as to how the compensation of compulsory licence is
calculated, and it is submitted that Bergonia did not treat CLAIMANT fairly

and equitable by lack of transparency in compensation calculation.

3.4.3 Review of Compulsory License contains Procedural Impropriety

171.

ICSID Tribunals have been consistently finding a violation of FET standard
when the States failed to provide a fair procedure or there were serious
procedural shortcomings."”’ In Loewen Group v USAhe Tribunal decided
that the proceedings of a domestic court was improper because it had
permitted the jury to be influenced by persistent appeals to local favouritism
against the foreign CLAIMANT."® In the present case, CLAIMANT filed an
appeal with a Patent Review Board within the Bergonian IP Office following
its administrative decision to issue the compulsorly licence. However, the
Patent Review Board was only a quasi-judicial body, constituted only existing
local Bergonian judges and these judges were paid by the Bergonian IP

Office."” It is submitted that, similar to the circumstances of Lowen local

136 First Clarification, Q.25,; also see Second Clarification Q.115.
137 Christoph Schreuer, Fair and Equitable in Arbitral PracticeVol. 6 No. 3 THE
JOURNAL OF WORLD INVESTMENT & TRADE 381, (June 2005).

158

Loewen Group, Inc. and Raymond L. Loewen v. United States, ICSID Case No.

ARB(AF)/98/3, Award on Merits, 26 June 2003 at para. 136.
19 First Clarification Q.29.
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favouritism cannot be excluded from a quasi-judicial body with Bergonians

although the board was constituted by local judges.

CLAIMANT s submit that an appeal to the Bergonian IP Office should not be
adjudicated by quasi-judicial body comprised of local judges only, and the
resultant outcome was improper and discreditable because those judges paid
by the Bergonian IP Office so that their decisions were potentially made in

conflict of interests.

3.5 Breach of Article 2(2) — RESPONDENT failed to provide Full Protection and

Security

173.

174.

175.

Article 2(2) of B-C BIT provides:

Each Contracting State shall in its territory in any case accord
investments by investors of the other Contracting State fair and
equitable treatment as well as full protection under the Treaty...

CLAIMANT submits that RESPONDENT failed to meet its treaty obligation
to provide full protection to CLAIMANT’s investment. CLAIMANT’s Patent
is an intangible asset entitled to full legal protection under the B-C BIT.
However, RESPONDENT failed to exercise due diligence for the Patent.'®

The ‘full protection’ clause confers an obligation on the host State to take
active measures to protect the investment from adverse effects.'®' Any failure
to provide full legal protection to CLAIMANT’s investment constitutes a
breach of full protection and security. This standard of protection is applicable

to both tangible and intangible assets.'® It is accepted by the Tribunals that

10" Asian Agricultural Products Ltd. v. Sri Lanka, ICSID Case No. ARB/87/3 Final
Award, 27 June 1990 at para. 136.

161 CHRISTOPH SCHREUER ET AL, PRINCIPLES OF INTERNATIONAL INVESTMENT LAW
149 (Oxford University Press 2008).

192 Sjemens v. Argentine Republic, ICSID Case No. ARB/02/8 Award 6 February
2007at para. 303.
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the standard of full protection and security is not limited to physical
protection®® but extends beyond that and requires legal protection for the

investort®*

176. CLAIMANT submits that an allegation of a failure to provide full protection
is different from that of a breach of the FET standard. The standard of full
protection and security is closely interrelated to EET the opinion of some
commentators Ofull protesti and security should be interpreted in the same
spirit as fair and equitable treatmeftfOHowever, indzurix v Argentina™®’

the Tribunal considered the standard of full protection and security and FET as

separate standards despite the wording of theytréaerefore CLAIMANT

submits that a breach of full protection standard is different from a violation of

FET.

177. 1t is submitted thalCLAIMANT Os investment, the Patent, is an intangible
asset entitled to full legal protection under theCBBIT Article 2(2).
RESPONDENT is required to exercise due diligence CioAIMANT Os
investment®® Also, the Tribunal irCME v Czech Republic held that:

The host State is obligated to ensure that neither by amendment of
its laws nor by actions of its administrative bodies isapeeed and
approved security and protection of the foreign investorOs
investment withdrawn or devalued.

183 Azurix v. Argentine Republic, ICSID Case No. ARB/01/yard, 14 July 2006
at para2l7.

184 saluka, Partial Award, 17 March 2006, paras 483, 484; Ceskoslovenska Obchodni
Banka, a.s. v. The Slovak Republic, ICSID Case No. ARB/97/4 Award, 29
December 204 at para. 170.

185 AUGUST REINISCH, STANDARDS OF INVESTMENT PROTECTIONI46 (Oxford
University Press 2008).

186 CHRISTOPHER DUGAN, INVESTORSTATE ARBITRATION, 531532 (Oxford
University Press 2008).

187 Azurix v. Argentine Republic, ICSID Case No. ARB/01/yard, 14 July 2006
at para407.

188 Asian Agricultural Products Ltd. v. Sri Lanka, ICSID Case No. ARB/&Hr@l
Award, 27 June 1990.
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178. RESPONDENT failed to meet the obligation to provide full protection to
CLAIMANT Os investment. In the present case, the Bergonia IP Office issued a
conpulsory license of théatentand caused devaluation GLAIMANT Os
investment. RESPONDENT contends that the purpose of issuing the
compulsory licence was to address important domestic medical Ti&eds.
Nonetheless, three out of the six licencees under timpusory licence had
exported the medical products to other countfi®ELAIMANT submits that
such exportation is inconsistent with the principal purpose of the issuance of
the compulsory licence. RESPONDENTOs failure to prohibit exportation to
other counies has amounted to a devaluation of the investment, and such a

failure has breached the protection standard within teET.

179. RESPONDENT offeredCLAIMANT a royalty rate that was lower than the
rate agreed betwedDLAIMANT and BiolLife. ThusCLAIMANT received

less royalty than it deserved and its investment was devalued.

180. For the aforementioned reasons, RESPONDENT failed to prohibit the
licencees from exporting the drugs, and it collected a lower percentage royalty
rate from the licensees under the compnt license. Therefore,
RESPONDENTOs acts amounted to a breach of Article 2(2) ofGnhBIB to

provide full protection for investment.

189 Uncontested facts para. 7.
0 Uncontested facts para. 8.
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3.6 CONCLUSION ON MERITS OF THE CLAIM

181. The acts of the Bergonian IP office are attributable to RESPONDENT.
RESPONDENT has breached several provisions of the B-C BIT. Firstly,
RESPONDENT breached Article 4(2) of the BIT by expropriating
CLAIMANT’s investment. The issuance of the compulsory licence was an
unlawful indirect expropriation. RESPONDENT did not offer adequate
compensation. And the compulsory licence was invoked for non-public-
benefit use. Secondly, RESPONDENT has breached Article 2(2) of the B-C
BIT by its failure to provide FET and full protection and security.
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PART THREE: RELIEF REQUESTED

182.  For the aforementioned reasons, CLAIMANT humbly submits to this Tribunal
that:

a. This Tribunal has jurisdiction and competence to hear this dispute
under Article 10 of the B-C BIT;

b. RESPONDENT violated its obligations under Article 3, Article 4, and
Article 8 of the B-C BIT;

c. And that this arbitration shall proceed to quantify damages.

HUMBLY SUBMITTED ON SEPTEMBER 7, 2009.

ON BEHALF OF CLAIMANT.
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