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Spotlight on Molly Boast

Molly S. Boast is a partner in WilmerHale’s
Litigation/Controversy and Regulatory and Government
Affairs Departments, and is a member of the Antitrust and
Competition and Government and Regulatory Litigation
Practice Groups. She joined WilmerHale in 2011, after serving
as the Deputy Assistant Attorney General for the Antitrust
Division of the US Department of Justice. Ms. Boast has more
than 30 years of experience in both senior federal government
positions and private practice.

Erica S. Weisgerber” conducted this interview for Perspectives in Antitrust.

Q: How did you get your start practicing antitrust law? Did you know you
wanted to practice antitrust law since law school?

A: In law school, I actually did not have a particular area of interest; it seemed the
big decision coming out of law school was whether to practice litigation or
something else. During my third year of law school, I participated in the Big
Apple Clinic at Columbia, in which law students worked on slip and fall cases for
the New York City Law Department. Working on those cases, I realized that I had
tapped into a skill set that I hadn’t previously realized 1 had. This helped me
decide I wanted to be a litigator.

At my first law firm, [ worked on several antitrust cases, including several class
actions involving the paper industry. In particular, I worked for Hon. Kimba
Wood, who was an excellent mentor and fostered my interest in antitrust law. So
for me, specializing in antitrust was both a matter of finding the right people to
work with and developing an expertise over many years of practice.

Q: How did you end up making the transition from private practice to
Deputy Director, and then Director of the Bureau of Competition at the
Federal Trade Commission? Did you always know you wanted to spend
time working in the government?

" Erica S. Weisgerber is an associate at Debevoise & Plimpton LLP whose practice focuses on a wide range of civil
litigation, with an emphasis on bankruptcy litigation and antitrust matters.
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A: I made many contacts in the antitrust community through my work with the
American Bar Association and large defense groups, and I came to know several
people who ended up going into government and working for antitrust agencies
during the first part of the Clinton Administration. So, my work on antitrust cases
and my bar association participation certainly helped me to develop antitrust
contacts; those contacts came to fruition when I was invited to join the FTC.
Although I had not been seeking a government position, the moment the idea was
raised, I knew I wanted to do it.

My time in the government kick-started my antitrust learning because it was the
first time in my career that [ was practicing antitrust law exclusively. I started at
the FTC during the merger wave, and around that time, there were roughly 5,000
HSR filings a year. So I was forced to hit the ground running. There was also
quite a bit of litigation for me to jump into. Additionally, working in government
affords you exposure to a multitude of unique antitrust issues that you do not
typically come across in private practice. The position was a combination of an
antitrust job, a litigation job, and a management position, which made it the
perfect fit for me.

Q: Can you compare your experience working at the Federal Trade
Commission to the Department of Justice?

A: In my experience, the day-to-day work at the two agencies was almost
identical. My experience with the Bureau of Competition at the FTC helped me
ease into the DOJ. One major difference, of course, is that the FTC does not have
criminal jurisdiction. In addition, the Antitrust Division is part of the larger
Department of Justice, which results in officials at the DOJ perhaps taking greater
measure of the government-wide consequences of the actions they take. The
FTC, by comparison, is an independent agency, and as a whole has its own culture
that comes out of being a small agency that does a lot of important work.

Q: You were one of the three Division authors of the 2010 Horizontal
Merger Guidelines. What were the working group’s goals when drafting the
Guidelines, and now, several years later, do you think these goals have been
achieved?

A: We set out to update the Merger Guidelines because some believed that the
Guidelines did not reflect the most recent economic thinking on mergers. When
our project got underway, we had three primary goals. First, we wanted to make
sure that we did not end up confining enforcement options as a result of creating
these Guidelines. Second, we wanted to make the Guidelines lucid enough that
courts could embrace them. Third, we wanted to figure out specific areas of the
merger law that needed to be updated. This included clarifying the coordinated
effects analysis, to include “parallel coordinated conduct.” This was a deliberate
effort on our part to set forth guidance on this issue and flag the dangers of firms
coordinating without colluding. @ We particularly wanted to update the
coordinated effects analysis to provide better guidance for the courts, so court
could understand how economists think about the analysis, but at the same time
not feel confined to a “check the box” type of analysis.

We also thought it was important to discuss at the beginning of the Guidelines the

2



Spotlight on
Molly Boast
Erica S. Weisgerber
(continued)

types of evidence that will be examined in any pre-merger review—evidence of
adverse competitive effects. These provide a framework for looking at any
merger. The staff typically believes that you don’t know the proper market
definition until you are done with the investigation, once you’ve looked at all the
evidence.

Finally, I would note that the concerns about over-enforcement as a result of the
2010 Horizontal Guidelines have not materialized. I think overall the Guidelines
have been beneficial, both to the government and private parties.

Q: Speaking of merger review - if you could give one piece of advice to
parties going through the pre-merger review process, what would it be?

A: The best piece of advice that I can give any parties before the FTC or DOJ is to
maintain your credibility. It is far better to say “I haven’t reviewed these
documents yet, but here is my/my client’s analysis of this market,” than to go in
and say “you’ll never have a case here.” Do not overstate the facts. Acknowledge
ambiguity. This will be far better for your client in the long run than
overreaching and losing your credibility in the middle of the investigation.

Q: Let’s talk about Keyspan. You helped obtain the Antitrust Division’s first
judicial decision recognizing its authority to seek disgorgement as a
remedy in a civil Sherman Act case brought by the Department of Justice.
Why do you think there had been a prior reluctance to seek disgorgement,
and what led to the decision to seek disgorgement in Keyspan?

A: Keyspan was sitting on my desk when I arrived at the Antitrust Division. I
would not say that there had been a prior reluctance to seek disgorgement, but
rather just that there was a concern that the statute did not contemplate anything
but injunctive relief. The decision to seek disgorgement in Keyspan was really a
result of the fact that there was nothing to enjoin. So the question was, how do
you create a deterrent in this situation? Ultimately, the amount disgorged was
considerably less than the amount involved, which resulted in significant
criticism, but Judge Pauley’s decision was a significant step forward for the
Division.

Q: Do you think we will see disgorgement used as a remedy more often
going forward?

A: 1 think it is relatively unlikely that we will see disgorgement used frequently
going forward. The DOJ has not articulated the circumstances where
disgorgement is appropriate. The concern is not to create maximum deterrence,
but rather to create effective deterrence. Disgorgement is simply another
available tool toward that end.

Q: Because this is a publication primarily prepared by young antitrust
lawyers, I have to ask - what advice do you have for young antitrust lawyers
looking to grow their profile and develop their skills and expertise?

A: My advice to young antitrust lawyers is that there are many benefits to getting
involved in professional associations outside of your law firm. Involvement with
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Spotlight on bar associations forces you to stay on top of legal developments in your practice

Molly Boast area and provides rich opportunities for networking.
=z iC‘(JC‘Z'n zll,/’fisfgb er It is particularly important to stay on top of developments in the law because it

allows you to understand where the courts are heading in enforcement. I advise
young lawyers to figure out what part of antitrust law they love and spend time
reading up on that area to better understand it. For example, if you are
interested in mergers, understanding the economics behind mergers and pre-
merger analysis is very important, and young lawyers should become very
familiar with that; if you are interested in criminal antitrust actions, the law is
less complicated, but factual development is very important to criminal cases.
Young antitrust lawyers should find the area of practice that they love and jump
into it.

Declining to State Declining to State Its Enforcement Intentions: Insights
Its Enforcement .1 the DOJ’s Business Review Letter to IPXI, Inc.

Intentions:
Insights from the
DOJ’s Business By Tracy L. Januzzit
Review Letter to
IPXI, Inc. In 2012, Intellectual Property Exchange International, Inc. (“IPXI”) proposed to

Tracy L. Januzzi provide a financial exchange designed to facilitate the licensing and trading of

intellectual property (“IP”) rights. Patent holders would provide exclusive field-
of-use licenses to the exchange, which would sublicense the patents in pooled and
a la carte offerings through unit license rights (“ULRs”). The offered ULRs are
standardized licenses for patents or defined sets of patents whose terms and
conditions are set by the exchange and the patent holder(s). IPXI’s goal was to
simplify and streamline patent licensing in accordance with “market-based
principles.”?

In November 2012, IPXI requested a business review of its proposed exchange
pursuant to the Department of Justice’s (“DOJ”) business review procedure. Such
areview enables individuals concerned about the legality of proposed business
conduct under the antitrust laws to receive guidance from the DOJ regarding
application of the antitrust laws to the proposed conduct and to ascertain the
DOJ’s enforcement intentions. On March 26, 2013, the DOJ issued a negative
business review letter (“BRL”), declining to state its enforcement intentions with
respect to IPXI’'s proposed exchange.

Negative BRLs are highly unusual because the parties requesting a business
review may withdraw the request at any time and often do so if they anticipate
that the DOJ is not prepared to issue a favorable ruling. Although the DOJ
declined to take a firm position on the legality of IPXI's proposed exchange, the
IPXI BRL offers critical insight into the DOJ’s present views on the competitive

f Tracy L. Januzzi is an associate in the Washington, DC office of Hogan Lovells US LLP where she is a member of the
Antitrust, Competition, and Economic Regulation practice group. Her practice focuses on antitrust litigation, government
investigations, and antitrust clearance of mergers and acquisitions. She also provides counseling on a variety of
antitrust compliance issues.

4



Declining to State
Its Enforcement
Intentions:
Insights from the
DOJ’s Business
Review Letter to
IPXI, Inc.
Tracy L. Januzzi
(continued)

impact of patent pools and joint-licensing arrangements. This article will
examine the DOJ’s analysis in the IPXI BRL in order to distill the DOJ’s evolving
position on similar business conduct.

L IPXI’'s Proposed Licensing Exchange

[PXI's proposed exchanged is the brainchild of corporate, university, and
laboratory IP owners who sought to create a platform to facilitate patent
licensing. Interested patent holders from various industries would offer
exclusive licenses to their patents to [PXI, which would license the patents
through the newly created exchange. Upon receipt of an offer for an exclusive
license, IPXI would engage in due diligence to evaluate the patent’s validity and
current infringement and would determine market interest among potential
licensees. The exchange would offer sublicenses in the form of ULRs, which are

non-exclusive sublicenses to make, have made, use, sell, or
offer for sale a single “unit” of a product in accordance
with the ULR’s field of use. In other words, each unit of a
product that practices patents in a ULR requires the
acquisition of one ULR in order for it to be a licensed
product under IPXI’s system.?

These ULRs would be available for direct purchase on IPXI’s primary market.
Additionally, IPXI would offer a secondary market through which primary-
market purchasers of ULRs could sell unconsumed ULRs to third parties. An
offering memorandum—with terms agreed to by IPXI and the patent holder—
would be circulated to potential licensees in advance of the listing. Revenues
would be allocated 20% to [PXI and 80% to the patent holder.

Listed ULRs would be comprised of single, a la carte offerings from individual
patent owners or multiple patents relevant to a specified field of use. If a ULR
bundled patents from two or more non-affiliated patent holders, those patent
holders also would be required to offer their patents in a la carte ULR offerings
unless the bundled ULRs field of use was coextensive with a published technical
standard. Patent holders would be required to provide an expert opinion
confirming essentiality, which would be reviewed by IPXI staff. Additionally, IPXI
staff and attorneys would review ULRs to ensure that competing ULR offerings
were not listed on the exchange.

[PXI planned to offer ULRs in three tranches. The first two tranches would
provide discounted offerings relative to the third. ULRs in the second and third
tranches would become available only after offerings in the preceding tranches
sold out. Although the prices and quantities of ULRs in the three tranches would
be determined in accordance with anticipated demand, IPXI promised to make
follow-on offerings available as needed. IPXI also established strict policies
barring patent holders from sharing price, quantity, and other non-public
information.
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II. The DOJ’s Business Review Procedure

The DOJ’s business review procedure provides an opportunity for businesses to
determine how the DOJ will react to proposed business conduct before
undertaking the effort and expense necessary for the transaction.? To obtain a
review, the business submits a written request to the Antitrust Division, which
may refuse the request. If the DOJ agrees to consider the request, the business
must submit specified information and documents for review. Staff attorneys
also may conduct an independent investigation. Although the length of the
review depends on the complexity of the transaction, a business can expect a
responsive review letter thirty days after the DOJ receives all relevant
information, which can be several months from the time the business requested
the review.

A business review letter alerts the business to the DOJ’s enforcement intentions
with one of three responses: (1) the DOJ does not presently intend to bring an
enforcement action against the proposed conduct; (2) the DOJ declines to state its
enforcement intentions—i.e., the DOJ may or may not challenge the proposed
conduct when it occurs; (3) the DOJ will sue if the proposed conduct happens.
Upon issuance of a business review letter, the DOJ also issues a press release
regarding the proposed conduct and the DOJ’s response. Typically, the
information provided to aid the business review is made available to the public
within thirty days after issuance of the letter response, although confidentiality
concerns may warrant withholding the information from public disclosure.

Negative responses—those espoused in (2) and (3) above—are rare because a
business may withdraw its request at any time, and most requesters do so if it
appears the DOJ has any concerns relating to the proposed transaction.
Notwithstanding, IPXI chose not to withdraw its request. Instead, it welcomed
the DOJ’s refusal to state its enforcement intentions, commenting that it was
“gratified that those few practices that the Department identified as potential
‘risks’ are largely practices in which IPXI will not engage.”* IPXI expressed
confidence that its exchange will “meet the most stringent of any test under the
competition laws.”>

111 Previous DOJ Guidance Regarding Patent Pools and Joint-Licensing
Arrangements

The DOJ and other competition authorities recognize that patent pools, such as
that proposed by IPXI, often have many procompetitive benefits. They can be
efficiency-enhancing by reducing transaction costs, clearing blocking positions,
and accelerating the introduction and adoption of new technologies.®
Nonetheless, they also may raise competitive concerns and antitrust issues to the
extent they enable horizontal coordination among competitors or discourage
product development and innovation on account of grantbacks.” In evaluating
pooling and licensing arrangements, the DOJ uses the methodology applied to
joint ventures, balancing procompetitive benefits, such as efficiencies, against the
risk of harm to competition.? Having examined these issues time and time again,
the DO]J has developed a body of guidance identifying its concerns and ways
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businesses establishing pooling and licensing arrangements can avoid running
afoul of the antitrust laws.

a. The 1995 Intellectual Property Guidelines

In April 1995, the DOJ and Federal Trade Commission (“FTC”) issued Antitrust
Guidelines for the Licensing of Intellectual Property. These guidelines were
intended “to assist those who need to predict whether the Agencies will challenge
a practice as anticompetitive.”® Three general principles underlie the guidelines.
First, the guidelines recognize that IP licensing arrangements generally are
procompetitive because they enable companies to combine complementary
elements of production. Second, they reject the presumption that [P necessarily
creates market power in the antitrust context. And third, they regard IP as
comparable to other forms of property and thus subject to the same antitrust
principles and analyses.1? Although the DOJ’s BRLs and the FTC’s advisory
opinions offer more specific guidance as to application of the guidelines to
particular business conduct, the guidelines represent a logical starting point for
firms considering licensing arrangements.

b. Past BRLs

Two previous BRLs provide the most insight into the DOJ’s main concerns with
respect to pooling arrangements like that proposed by IPXI. Both involved patent
pools relating to DVD-Video and DVD-ROM standards. The first pool—the 3C
DVD pool—was created by three competitors licensing 210 patents.!! The three
pool members proposed to grant nonexclusive licenses to essential patents to the
pool, which would be administered by one of the three licensors who could
appoint an independent accountant to audit royalties owed and paid. The pool
also hired an independent patent expert to examine the patents to ensure
essentiality. Non-essential patents would be excluded from the pool.

In its BRL, the DOJ stated that it was not presently inclined to bring an
enforcement action against the proposed pool. The DO]J focused on the fact that
the pool would contain only complementary—not substitute—patents since only
patents deemed essential to the specified standard for the technology at issue
would be included in the pool. According to the DO], inclusion of two or more
substitute patents risked turning the pool into a price-fixing device to raise the
prices of products that utilize the patents. It further applauded the concept of
essentiality as the criterion for inclusion, noting that it eliminated the risk that
competing patents would be foreclosed from use. For example, patents A and B
are substitutes. If patent A is included in the pool and conveyed to licensees along
with the standard-essential patents, licensees may opt not to license patent B
even if they consider it a superior patent. The potential for such foreclosure is
vitiated where only essential patents are included in a pool. Although the DOJ
recognized that the “independent” patent expert who would evaluate essentiality
was hired by the licensors, it was assuaged by written assurances from the
licensors that the expert’s compensation and future retention would not be based
on his essentiality determinations. Accordingly, the DOJ] responded favorably to
the licensors’ request for a statement of its enforcement intentions.
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A similar result was obtained with respect to the 6C DVD pool formed by six
licensors.1? Like the 3C DVD pool, the 6C DVD pool would license only essential
patents and would be administered by one of the six licensors. Essentiality would
be determined by an expert retained by the pool members. This pool contained
the additional requirements that pool members also offer their licenses
independently of the pool.

Concluding that it was not presently inclined to initiate an antitrust enforcement
action against the proposed 6C DVD pool, the DOJ relied on the fact that the pool
would combine complementary patent rights, which would lower costs for
manufacturers who needed licenses to produce various products in accordance
with specified formats and standards. The DO]J expressed the same concern
regarding the “independence” of the patent expert as it did in the 3C DVD BRL.
Likely having learned from the guidance set forth in the 3C DVD BRL, the 6C DVD
licensors put several safeguards in place to allay the DOJ’s concerns. First, the
licensors specified that the expert’s opinions on essentiality were “conclusive and
non-appealable.”’3 Second, the rules governing the expert’s retention provided
that the licensors could dismiss the expert only on account of malfeasance and
nonfeasance. And third, the expert’s compensation was tied solely to the time
spent evaluating the patents regardless of whether they were subsequently
deemed essential. With these safeguards in place, the DOJ] was convinced that the
expert would operate independently and, consequently, the pool would be
comprised of complementary patents.

In deciding that it was not presently inclined to bring an enforcement action
against the 3C DVD and 6C DVD patent pools, the DOJ also focused on the fact that
the licensors granted nonexclusive, sublicensable licenses to the pool, meaning
the licensors retained the right to license their essential patents outside of the
pool and for fields of use other than those designated by the standard.
Nonexclusive licensing to the pool reduces potential antitrust risk. First,
independent licensing by the individual patent owners helps to “ensure that the
proposed program [the pool] facilitates, rather than forecloses, access.”1#
Additionally, independent licensing minimizes the likelihood that a potential
licensee will accuse the pool of imposing a tying arrangement. Finally, licensing
outside the pool “permits innovators that invent around one or more pool
patents to compete with the pool.”> Despite these risk-reducing aspects, the DO]
has recognized that “[e]xclusive licenses may be desirable, and thus potentially
procompetitive if they are necessary to provide a significant incentive for the
licensees to invest in complementary assets (e.g., when complementary assets
would be subject to free-riding absent the exclusive license).”1¢ Moreover, the
DOJ has viewed the exclusive versus nonexclusive licensing issue as less troubling
when the pool offers a la carte licenses, such as those available on the IPXI
exchange.

IV. DOJ’s Evolved Position and Guidance Distilled from the IPXI BRL
The DOJ’s IPXI BRL identified four ways in which the proposed exchange created

the potential for competitive harm: (1) the possibility that the pool will offer
substitute patents, (2) the inability of licensors to offer their patents outside the
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pool, (3) the potential for competing patent holders to collaborate to fix prices
and establish licensing terms, (4) the opportunity for competitors to share
competitively sensitive information. Unlike the 3C DVD and 6C DVD patent pools,
the IPXI exchange was not limited to essential patents, which raised the
possibility that the exchange would offer substitute, not merely complementary,
patents. As the DOJ noted, because the “‘combin[ing] [of] complementary factors
of production ... is generally procompetitive,” it may have the effect of reducing
the royalty rate to licensees and, therefore, lowering the final cost of a product to
consumers.!” A pool offering substitute patents, on the other hand, may be able
to raise royalty rates, limit competition among competing patents, and enable
coordination and price-fixing among rivals. An essentiality requirement protects
against these anticompetitive harms because, by definition, an essential patent
has no viable substitutes.'® The IPXI rules provide that ULRs are limited to
patents that are “reasonably relevant or beneficial” to the ULR’s field of use. The
breadth of this limitation, as well as the fact that it would not exclude substitutes,
did not sit well with the DOJ. In the IPXI BRL, the DOJ lamented that because
“IPXI cannot predict in advance the patents or markets that might be subject to a
pooled ULR ... the Department is unable to . .. assess the likely competitive
effects of [PXI's pooled ULRs, which may include substitute patents.”1?

The IPXI exchange also differed from the 3C DVD and 6C DVD pools in that it
required licensors to grant exclusive licenses to their patents to IPXI. This meant
that licensors would not retain the right to license their patents independently
outside of the IPXI exchange. Historically, the DOJ has looked favorably upon
arrangements that permit independent licensing, finding that it “can encourage
competition and create incentives for innovators to invent around some of the
patents in a pool.”2® The IPXI exchange does provide for certain a la carte patent
licenses. If a patent is licensed as part of a pooled ULR, the IPXI rules require that
the contributed patents comprising the pool also be licensed individually in
separate ULRs on the exchange. This, however, would not necessarily have the
same potential procompetitive benefits as independent licensing by the patent
holders. As discussed below, IPXI’s status as a common agent for all patent
holders creates the possibility that the terms of the a la carte offerings would not
make them competitive with the pooled ULRs, which may lead purchasers to
acquire the pooled ULRs regardless of their needs. Accordingly, the DOJ
remained troubled by the exclusive-licensing requirement.

The DOJ also expressed concern regarding the manner in which IPXI and the
patent holders would set terms for the ULRs. For an a la carte ULR, IPXI and the
contributing patent holder would agree on the licensing terms. For a pooled ULR,
[PXI and all contributing patent holders jointly would set the licensing terms. As
the DOJ noted, it was unclear whether this system would foster incentives for the
patent holders to list the a la carte ULRs on terms competitive with those set for
the pooled offering. It was also possible that IPXI could “ensure that
accommodating terms are maintained across competing patent holders because
it [would set] the licensing terms and schedule of each offering jointly with each
patent holder.”?! Because IPXI and the patent holders would share revenues
from each ULR sold, the DOJ worried that they had incentives to reduce
competition between ULRs in order to jointly profit. This concern was not
mitigated by IPXI’s assurance that its staff would eliminate competing ULRs from
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the exchange. As the DOJ noted, such a system would only work if IPXI staff were
entirely consistent in how they identified and eliminated competing patents from
the exchange.

Finally, the DOJ acknowledged the possibility that the exchange would enable
competitors to fix prices and share competitively sensitive information. [PXI
rules, however, were sufficient to convince the DOJ that there was little to no risk
that such anticompetitive practices would occur. IPXI personnel would be barred
from disclosing material nonpublic information obtained in connection with their
employment, and patent holders would be prohibited from discussing the price
or quantity of ULR contracts. The exchange would only publish historical,
aggregated data that did not enable the identification of specific purchases or
companies. Nonetheless, coordination could still occur by virtue of [PXI’s term-
setting procedures discussed above.

So what does this mean for future patent pools and other joint-licensing
arrangements? Although patent pools and joint-licensing arrangements are
becoming more common, the DOJ has maintained its vigorous scrutiny. As
evidenced by this most recent BRL, the DOJ’s core concerns remain unchanged
from those expressed fifteen years ago in its 3C DVD BRL. The DOJ made clear
that it still views such arrangements with skepticism because they provide fertile
ground for the type of competitor collaboration that may result in
anticompetitive effects. The IPXI BRL serves as a useful reminder to parties
proposing such platforms that the DOJ is wary of the inclusion of substitute
patents and the requirement that patent holders forego the ability to license their
patents independent of the pool.

The DOJ also expressed doubt as to the effectiveness of eliminating competing
patents by subjecting all offerings to a thorough staff review. Notwithstanding, it
did not insist that businesspeople only take their cues from the 3C DVD and 6C
DVD arrangements, which ensured the nonexistence of competing patents by
offering solely standard-essential patents; rather, the DOJ recognized the
efficiencies that may result from the IPXI exchange and cautioned that such
constructs may require evaluation on a case-by-case basis to accurately assess
their potential anticompetitive risk. Accordingly, such pools, until operational,
may not fit well into the DOJ’s BRL process. That makes some of them risky
undertakings, especially given the antitrust agencies’ increased focus on the
competitive effects of patent pools and other joint-licensing arrangements. In
structuring such platformes, it is important to pay particular attention to the DO]J’s
reinforced concerns and published guidance to ensure the arrangement does not
run afoul of the antitrust laws.

V. Conclusion

On March 27, 2013, following the DOJ’s issuance of the IPXI BRL, IPXI stated that
it “anticipate[d] announcing very soon the official launch of the marketing period
for [its] first offerings that will pave the way for trading on the Exchange.”?? It
will be interesting to see how IPXI fashions its exchange in light of the guidance
and concerns articulated in the DOJ’s BRL. More interesting, however, will be the
DOJ’s response to the operation of the IPXI exchange. As the DOJ repeatedly
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noted in the IPXI BRL, although certain aspects of the exchange—such as the
exclusive-licensing requirement—were troubling, they may, in practice, prove
procompetitive.23 The DO]J also has noted that certain conduct is more accurately
evaluated on a case-by-case basis. Accordingly, businesses would be wise to
monitor any subsequent action by the DOJ, particularly if the exchange is
launched unmodified from that initially proposed. Such action (or inaction) will
provide critical insight into the DOJ’s future treatment of patent pools and similar

arrangements.
Ninth Circuit Ninth Circuit Opens Additional Window For Removal
Opens Additional
S Se— to Federal Court
Removal to
Federal Court By Cindy Reichline?
Cindy Reichline

A defendant may generally remove a civil action from state court to federal
district court if the district court would have had jurisdiction had the action been
originally filed in that court. 28 U.S.C. § 1441(a). For years it seemed that a
defendant had only two windows of time in which to remove an action to federal
court. Sections 1446(b)(1) and (b)(3) of the United States Code specify that a
defendant must remove a case within thirty days of service of the complaint, or
within thirty days of receiving from plaintiff some “other document” from which
the defendant could ascertain that the case was removable to federal court. 28
U.S.C. §§ 1446(b)(1), (b)(3).

In Roth v. CHA Hollywood Medical Center, L.P., 2013 WL 3214941 (9th Cir. June 27,
2013), however, the Ninth Circuit addressed for the first time whether the two
thirty-day periods described in sections 1446(b)(1) and (b)(3) are the only
periods during which a defendant may remove, or if they are merely periods
during which a defendant must remove if one of the thirty-day time limits is
triggered.

In Roth, plaintiffs filed a state-law wage and hour class action in California state
court. The plaintiffs thereafter filed an amended complaint naming an additional
defendant, CHA Hollywood Medical Center (“CHA”). After conducting its own
investigation, CHA discovered that at least one of the putative class members was
a citizen of Nevada, thereby creating diversity for removal under the Class Action
Fairness Act (“CAFA”). CHA also determined that it could establish that the
amount in controversy exceeded CAFA’s jurisdictional minimum of $5 million.
Based on these discoveries, which occurred more than 100 days after the filing of
the amended complaint, CHA, joined by the other defendants, filed a notice of
removal in federal district court.

Plaintiffs, asserting that the removal was untimely, moved to remand the case
back to state court, and the district court granted plaintiffs’ motion to remand.
The district court held that removal was improper - even if the jurisdictional

i Cindy Reichline is an associate in Jones Day's Los Angeles office. Ms. Reichline's practice focuses on a broad range of
complex commerecial litigation and dispute resolution, with an emphasis on consumer class action and antitrust and
unfair competition litigation. The views expressed herein do not necessarily reflect the views of Jones Day, its attorneys
or its clients.
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requirements had been satisfied - because neither of the thirty-day periods
specified in sections 1446(b)(1) and (b)(3) had been triggered by documents
received from plaintiffs. Thus, the district court held that the defendants could
not remove based on information discovered by CHA outside of the thirty-day
periods.

On appeal, the Ninth Circuit reversed. The Ninth Circuit held that “a defendant
who has not lost the right to remove because of a failure to timely file a notice of
removal under § 1446(b)(1) or (b)(3) may remove to federal court when it
discovers, based on its own investigation, that a case is removable.” Because,
here, plaintiffs’ amended complaint was “at best ‘indeterminate’” with respect to
removability, CHA, which conducted its own investigation and discovered that
the case was removable, was not barred from removing the action outside the
two thirty-day periods.

The Ninth Circuit acknowledged that, under sections 1446(b)(1) and (b)(3), there
are valid reasons for imposing strict time limits on a defendant when a defendant
is put on notice of removability by a plaintiff, but the court concluded that a
plaintiff should not be able to prevent or delay removal by failing to reveal
information showing removability and then objecting to removal when the
defendant discovers grounds for removal through its own investigation. The
Ninth Circuit noted: “[i]t would be odd, even perverse, to prevent removal in this
case, and we see nothing in the text of §§ 1441 and 1446 to require such a result.”

The Ninth Circuit further dismissed any concerns that a defendant may delay
removing an action based on information it discovered until it is strategically
advantageous for the defendant to do so. The Ninth Circuit noted that, in general
diversity actions, any such advantages are severely limited because an action
must be removed within one year of the commencement of the action. Although
no similar limitation exists in CAFA cases, the Ninth Circuit reasoned that a
plaintiff can prevent potential gamesmanship by providing the defendant with a
document from which removability may be ascertained, thus triggering the 30-
day removal period under section 1446(b)(3).

This groundbreaking ruling has significant implications for defendants that
prefer to be in federal court. Defendants now have more flexibility and should
not be deterred from removing general diversity or CAFA actions to federal court,
provided that they have otherwise complied with sections 1446(b)(1) and (b)(3).
Although it remains to be seen how lower courts will apply the Ninth Circuit’s
ruling in Roth — whether courts will attempt to distinguish Roth on its facts or
otherwise attempt to narrow this additional window for removal - the ruling (if
followed by other circuit courts) would remove the time constraints that
previously existed to determine removability, giving defendants additional time
to investigate and obtain evidence to support removal.
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I. Introduction

The Supreme Court is poised next term to settle a circuit split affecting state
enforcement of antitrust and competition laws. On May 28, 2013, the Court
granted the state of Mississippi’s petition for a writ of certiorari in Mississippi ex
rel. Hood v. AU Optronics Corp.2* That case stems from a Fifth Circuit opinion
holding that parens patriae actions, in which a state brings a suit to protect its
citizens, are removable under CAFA as mass actions.2> The Hood allegations
centered on purported violations of Mississippi antitrust law in the liquid-crystal
display (“LCD”) market. Like Mississippi, several other states filed actions in
their respective courts seeking to enforce antitrust and competition laws relating
to the LCD panel market. But those states succeeded in defeating removal
attempts, leaving the matters in state court, while Mississippi lost its bid to
remand Hood case to state court.

Depending on how the Supreme Court rules, parens patriae filings may diminish
if they are deemed removable in most instances as mass actions. Or states may
file more parens patriae actions if they know that they can safely avoid federal
court in the future. Aside from these implications, the Hood case raises questions
of how best to analyze parens patriae actions and how those actions affect
antitrust enforcement and individual consumers.

II. Parens Patriae Actions: Historical Actions with Modern
Endorsements

Parens patriae actions involve complaints brought by states on behalf of their
citizens. The actions are “rooted in the English common-law concept of the ‘royal
prerogative,” which allowed the king to act on behalf of people unable to act for
themselves.2¢ Parens patriae suits allow states to protect quasi-sovereign
interests in the health and economic well-being of their citizens.?” Typically,
states are the only parties to parens patriae actions, and private persons may
only intervene or join the action if they have a compelling interest separate from
that of the class of state citizens.

Standing for states to bring parens patriae actions originally springs from
common law,?8 although several states explicitly authorize the actions by statute.
Parens patriae suits may be particularly appealing where state citizens are
unable to litigate for themselves, either for practical reasons, such as the
likelihood of a nominal damages award, or because individuals are legally barred

S Nate Asher is an associate in O’Melveny’s New York office and a member of the White Collar Defense and Corporate
Investigations Practice. Nate’s diverse practice includes white collar criminal defense, antitrust, complex civil litigation,
mass tort, securities, regulatory investigations, and corporate counseling. Nate also represents pro bono clients in a
variety of legal matters. The opinions expressed in this article do not necessarily reflect the views of O'Melveny or its
clients, and should not be relied upon as legal advice.
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from seeking relief.2°
a. Parens Patriae Suits and Antitrust Enforcement

Even though courts recognize the common-law validity of parens patriae actions,
most states have explicitly authorized the mechanism as a means of enforcing
state antitrust or competition law. For instance, several state antitrust and
competition laws expressly provide for parens patriae suits.3? Others allow such
suits through analogous legal actions.3! Finally, some state courts have allowed
parens patriae actions even absent statutory authorization.32 Thus, attorneys
general in most states can bring antitrust enforcement actions on behalf of their
citizens for violations of state law.

Three of the four parens patriae actions discussed below implicate only state
antitrust and competition law. But states can also bring parens patriae actions in
federal court to remedy alleged violations of federal antitrust law. This was not
always the case, though. Before Congress passed the Hart-Scott-Rodino Act
(“HSRA”™), the Supreme Court rejected Hawaii’s attempt in a parens patriae action
to recover damages for alleged injury to its economy due to purported antitrust
violations.33 Rather than allow the state to recover for injury to its general
economy, the Court explained that injured citizens could pursue their own
remedies through class actions.3* The Court stated that between parens patriae
actions and class actions, “the latter are definitely preferable in the antitrust
area.”3s

One year later, the Ninth Circuit declined to recognize California’s authority to
seek treble damages pursuant to the Clayton Act in a parens patriae suit alleging
a price-fixing conspiracy.3¢ The court explained that it would not allow the
damages because “authority [to bring the suit] must come not though judicial
improvisation but by legislation and rule making.”3”

Three years after Frito-Lay, Congress expressly responded to the Ninth Circuit,
taking up the “judicial invitation extended by Frito-Lay.”3® Congress described
the HRSA as an effort “to overturn Frito-Lay by allowing State attorneys general
to act as consumer advocates in the enforcement process, while at the same time
avoiding the problems of manageability which some courts have” encountered in
federal class actions.?? Following the HRSA, states could “protect their citizens by
suing for damages when they are injured by antitrust violations.”4© HSRA
authorizes parens patriae claims unless a “state provides by law for its
nonapplicability in such state.”4!

III. Hood: The Fifth Circuit Considers Parens Patriae Suits To Be Mass
Actions Because Individual Citizens Are Real Parties in Interest

The Hood case originated in Mississippi state court as a parens patriae action.
The state argued that the defendants—LCD panel manufactures and distributors
—violated the Mississippi Consumer Protection Act and the Mississippi Antitrust
Act by engaging in a price-fixing conspiracy.#? The defendants removed the
action to federal court, arguing that the case qualified under CAFA as a mass
action,*3 which is a civil suit seeking more than $5 million in monetary damages,
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involving 100 or more persons, raising common questions of law or fact, and
requiring only minimal diversity.** CAFA excludes certain types of cases from
qualifying as mass actions, including: (1) actions brought pursuant to a state
statute asserting a claim on behalf of the state’s general public; or (2) actions
arising entirely from an event that occurred in the state where the suit was
filed.4>

Despite an earlier Fifth Circuit case upholding removal of a parens patriae action
as a mass action under CAFA,*¢ the Hood district court remanded the case back to
state court because it met CAFA’s “general public exception.”4” The defendants
appealed to the Fifth Circuit, which held that the case properly belonged in
federal court because the state was not bringing the suit solely on behalf of the
public in general. Instead, certain state consumers were real parties in interest to
the suit.#8 In its ruling, the Fifth Circuit endorsed claim-by-claims analyses of
parens patriae actions, which involved separately examining the party in interest
for each particular claim.#® Taking that approach, the Fifth Circuit determined
that certain Mississippi citizens were real parties in interest to the state’s
damages claims given that the claims hinged on the rights of those citizens.>? To
support this position, the Court noted that the Mississippi statutes at issue did
not authorize “public collection of private damages.”>!

The Hood court also noted that Mississippi was not acting on behalf of citizens
who lacked legal recourse.>2 Rather, Mississippi state law allows individual
citizens to bring the type of indirect purchaser claims at issue in Hood, so the
consumers ostensibly being protected could have pursued their own remedies in
private suits.>® But the court did not discuss the fact that Mississippi prohibits all
class actions,>* leaving state consumers with the lone option of filing individual
actions.

IV. Circuit Split: Other Circuits Reject the Mass Action View

The Hood complaint alleged claims similar to parens patriae actions in several
other states as well, including Arkansas, California, Florida, Illinois, Michigan,
Missouri, New York, Oregon, South Carolina, Washington, West Virginia, and
Wisconsin.>> These actions center on the alleged conduct of LCD panel
manufacturers and/or distributors first identified by a government investigation
into the industry in 2006.5¢

Illinois’s attorney general initiated a parens patriae action against eight LCD
panel manufacturers in August 2010, alleging price fixing in violation of the
[llinois Antitrust Act.>” Similar to the Hood defendants, the Madigan defendants
tried to remove the action to federal court under CAFA. But unlike the Fifth
Circuit in Hood, the Seventh Circuit held that the case properly belonged in
Illinois state court.>8

Like the Hood defendants, the Madigan defendants asked the court to view the
case on a claim-by-claim basis to find that particular purchasers were the real
parties in interest.>® To support the approach they advocated, the defendants
argued that separately determining which party would benefit from each
individual claim would reveal that the state was not the real party in interest for
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all the claims.®® The defendants conceded that the state was the real party in
interest for the enforcement claims, but not for the damages claims.®? And given
that individual Illinois citizens were the intended beneficiaries of damages
claims, according to the defendants, the case constituted a mass action under
CAFA.62

But both the district court and circuit court rejected this approach.®® The district
court viewed the action holistically, applying a whole-claim approach.6* This
approach required examining the “essential nature and effect of the proceeding”
and found that Illinois was the real party in interest, which the Seventh Circuit
affirmed.®> The circuit court also raised concerns about removing an action that a
state filed in its own court to federal court absent a clear directive to do s0.56

In another opinion on the topic, the Ninth Circuit held that parens patriae actions
are not mass actions under CAFA. In Nevada v. Bank of Am. Corp., the Nevada
attorney general brought an action against Bank of America and related entities,
alleging violations of the Nevada Deceptive Trade Practices Act.6”

The district court denied a motion to remand, finding that the suit qualified under
CAFA as a class action and also that the case implicated federal question
jurisdiction.®® After the district court’s ruling, the Ninth Circuit held in a separate
matter that parens patriae actions do not constitute class actions under CAFA.®°
On appeal, then, the Ninth Circuit focused not on the class action argument, but
on whether the case could constitute a mass action under CAFA.7°

Siding with the Seventh Circuit in Madigan, the Ninth Circuit reversed and
adopted the whole-case approach to assess the nature and effect of the case from
the entire record.”! From this perspective, the court found that Nevada was the
only real party in interest in the action.”? And the Court was unfazed by Nevada’s
claim for restitution that would benefit particular state citizens.”? That
restitution claim did not “negate Nevada’s substantial interest in this case.”’#
Although the Nevada case did not involve antitrust or competition laws, the case
(1) relied in part on a previous California district court opinion in the
consolidated LCD litigation,’> and (2) informed a later Fourth Circuit opinion in
yet another LCD-related lawsuit.

That Fourth Circuit opinion stemmed from two South Carolina parens patriae
actions initiated in state court, alleging that LCD panel manufacturers violated
South Carolina Antitrust Act and South Carolina Unfair Trade Practices Act.’® The
defendants attempted to remove the cases to federal court as mass actions under
CAFA, but the district court rejected each of these removal attempts, and the
Fourth Circuit upheld that determination.’” Continuing the trend from Madigan
and Nevada, the South Carolina defendants requested a claim-by-claim analysis of
the case, which would indicate whether the state was the “beneficiary of each
basis of relief.”’8 The district court rejected this request, finding instead that
under a whole-claim view, South Carolina was more than a nominal party to the
action because it was enforcing its quasi-sovereign interest in protecting its
citizens.”®
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After examining approaches adopted in other circuits as well as the South
Carolina statutes at issue, the Fourth Circuit affirmed the district court’s whole-
claim analysis and agreed that the state was the only real party in interest.80 Of
importance to the Fourth Circuit, South Carolina citizens could not bring
individual enforcement actions under the state Antitrust Act or the Unfair Trade
Practices Act.8! The court also found that the statutory authorization of
restitution to injured citizens was “incidental to the State’s overriding interests
and to the substance of these proceedings.”82

V. The Indirect Purchaser Rule Twist

Parens patriae actions may particularly appeal to states whose citizens cannot
enforce their own rights under antitrust jurisprudence, such as indirect
purchasers, who are often precluded from bringing antitrust claims. An indirect
purchaser is a party that bought a product from an antitrust conspirator’s
customers, but not from the conspirator itself. For example, a person who bought
an flat-screen LCD television from a retail store would be considered an indirect
purchaser because the customer did not transact directly with the LCD panel
manufacturer. And Hood, Madigan, and South Carolina all implicated harm to
indirect LCD panel purchasers.

Indirect purchasers are generally barred from bringing individual federal actions
under [llinois Brick v. Illinois.83 In announcing the Illinois Brick standard, the
Supreme Court expressed its concerns that separating out the overcharge passed
on from the direct purchaser to the indirect purchaser may not be feasible, and
enabling indirect purchaser recovery could foster multiple recoveries for the
same conduct.8* The doctrine is not without exceptions, though. An indirect
purchaser may still bring a claim if it bought the overcharged goods pursuant to a
“cost-plus” contract with a direct purchaser,?> or if the direct purchaser was
controlled by the conspiring entity.8¢

Under these standards and exceptions, indirect purchasers have limited avenues
to recovery in federal court. But in passing the HSRA, Congress intended to offer
an enforcement mechanism to protect indirect purchasers. The Congressional
Record shows that one of the Act’s sponsors expressly contemplated parens
patriae suits on behalf of indirect purchasers: “[A]ssuming the State attorney
general proves a violation, and proves that an overcharge was ‘passed on’ to the
consumers ... recoveries are authorized by the compromise bill whether or not
the consumers purchased directly from the price fixer, or indirectly, from
intermediaries, retailers, or middlemen.”®” Not long after the HSRA passed,
though, the Supreme Court decided Illinois Brick.

So in federal court, indirect purchasers must either meet one of the exceptions of
the Illinois Brick doctrine or rely on a parens patriae suit to enforce their rights.
State courts, on the other hand, offer a greater opportunity for indirect-purchaser
recovery. Several states have fully repealed the effects of the Illinois Brick
doctrine to allow for individual claims by indirect purchasers.88 Other states
authorize the state attorney general to bring a parens patriae action on behalf of
indirect purchasers.8?
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As for the indirect purchasers in Hood, Madigan, and South Carolina, the Illinois
and Mississippi statues at issue authorize indirect purchasers to bring claims for
violations of state antitrust law.?? But both states prohibit class actions brought
by indirect purchasers: Illinois only allows the state attorney general to bring a
class action on behalf of indirect purchasers,?! and Mississippi prohibits all class
actions. ?2 And although the South Carolina statute does not authorize any actions
on behalf of indirect purchasers, courts have recognized the attorney general’s
authority to bring parens patriae suits to enforce state antitrust law.?? So all
three states place either a practical hurdle (e.g., no private class actions) or a legal
bar (e.g., no private cause of action) for indirect purchasers to bring claims based
on state antitrust laws.

Whether or not indirect purchasers will be significantly impacted by the outcome
of the Supreme Court ruling remains to be seen. Even if the Court rules that
parens patriae actions may constitute mass actions and qualify for removal under
CAFA, the Erie doctrine would compel federal courts to rely on state law enabling
parens patriae suits as a means of protecting indirect purchasers. So the impact
on indirect purchasers may simply be the difference between a more defense-
friendly environment in federal courts and a more plaintiff-friendly environment
in state courts.

VI. Conclusion

Given the scope of the Hood case, the Supreme Court will likely focus on the
history and purpose of CAFA and on parens patriae actions in general. The Court
may reach its ruling without analyzing any particular antitrust principles or laws.
Even so, the ruling will undoubtedly affect antitrust practice throughout the
country because parens patriae actions are popular tools for enforcing antitrust
laws. And the Hood case may have a particular impact on claims for indirect
purchasers whose interests are frequently at stake in parens patriae suits. In the
future, will enforcement of antitrust laws on behalf of indirect purchasers be
restricted to federal court? Or will states continue to use parens patriae actions
to protect indirect purchaser interests in state court? The Hood case is well
worth tracking for an antitrust lawyer interested in these issues.
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